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Preface 

T his guide was first published by the Department of 
 Regional Industrial Expansion in 1986 under the title 

Supplying or Acquiring Technology: A Canadian Business 

Guide to Structuring and Negotiating Technology 

73-ansfer Agreements. 

To keep up with events that affect the process, policies, 
guidelines and practices related to technology transfer 
through licensing, joint ventures and other contractual and 
non-contractual arrangements, this updated version 
has been produced by Industry, Science and Technology 
Canada (ISTC). 

The updated guide takes into consideration the 
implications of the Canada-U.S. Free Trade Agreement, 

changes that have occurred in Patent Laws and practices in 
European Community countries, and possible consequences 
of Europe 1992. It also deals with the recent changes in 
Canadian patent and copyright legislation . 

The author of both the original and updated guides, 
under contract with the Government of Canada, is 
Alec R. Szibbo, barrister and solicitor, who is an expert in 
the field of technology transfer (Telephone: (604) 688-3411). 

The views and suggestions contained in these materials 
are those of the author and are not necessarily endorsed 
by ISTC. 
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Foreword 

T dentify the one element that the following situations all 
1 have in common: 

• During negotiations for the sale of telecommunications 
equipment, the supplier is asked to provide the 
technology necessary for the buyer to maintain the 
equipment and to manufacture spares. 

• A company is in the process of buying another orga-
nization that produces robotics products. The buyer 
becomes concerned about whether all possible steps have 
been taken to prevent conflicting claims of ownership 
by another party in acquiring the rights to the 
robotics technology. 

• A corporation that is establishing franchises in the field 
of heavy equipment leasing wonders how it can maintain 
control of the know-how provided to its franchisees. 

• An organization is preparing to finance a microcomputer 
production venture with two other parties who will be 
contributing the technology. The organization wants 
to allocate the rights to the technologies, present 
and future. 

• A corporation proposes to manufacture a biotechnology 
product under a license agreement, but has difficulty in 
agreeing on royalty terms with the technology owner. 

• A company asked to provide a customer with engineering 
and technical consulting services for a power plant, 
decides to limit that customer's opportunities to actually 
become a competitor. 



• A Canadian company has just been awarded a contract to 
supply a petrochemical plant in an African country, on a 
turnkey basis. The company realizes that the technology 
it is committed to provide to the purchaser has never 
been distributed outside its own organization, nor is it in 
a form readily available for packaging, delivery or 
implementation in a developing country. 
The common element in all these situations is the 

transfer of technology. Virtually any technology can be 
transferred, to varying degrees, for varying purposes and in 
many fields of activity. The participants usually have 
differing concerns and attitudes reflecting their levels of 
technological sophistication. 

In today's world, there is some aspect of technology 
present in almost every business transaction. While 
technology is obviously central in high technology 
companies, new technological innovations and 
developments are increasingly important for more 
traditional industries. 

This booklet of basic introductory material is for any 
individual (whether vice-president of corporate 
development, director of licensing or sole proprietor) who 
needs to deal with the transfer of technology, but has limited 
experience in this type of negotiation. 

In many cases, technology transfer is a complex process 
that does not lend itself to easy solutions. Most people do 
not understand it well, even those who are expert with other 
complex types of agreements. Its legal aspects require some 
understanding of laws relating to "industrial and intellectual 
properties" (industrial design, patents, trademarks and 
copyright) which, in themselves, constitute a highly 
specialized field. 

There is another factor that makes acquiring a grasp of 
the legal principles involved in any particular transaction 
even more difficult. This is the fact that in Canada these 
laws, as well as the related laws of trade secrets, have not 
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kept pace with advances in many fields such as computers, 
telecommunications and biotechnology. The scope of 
protection offered by existing laws may be uncertain or non-
existent. When the laws finally do change, further questions 
of interpretation will need to be answered. 

In some circumstances, the nature of the technology may 
be difficult to evaluate until after the completion of legally 
binding commitments. Misleading or completely wrong 
assumptions can lead to an agreement that does not reflect 
the intended relationship. As an added complication, 
some governments turn a blind eye to the technology 
transfer activities, while many others regulate them to a 
significant degree. 

These issues, together with the constantly changing 
nature of technology and its environment, mean that no 
standard approach or agreement can be used as a universal 
guide for structuring a successful technology transfer. 

The purpose of this guide is to help the Canadian 
businessperson effectively structure and participate in a 
successful technology transfer. It provides some basic 
information for dealing with the following components of 
the transfer process: 

• Laying the groundwork for selecting the other party to 
the agreement. 

• Choosing the basic structure of the technology 
transfer agreement. 

• Identifying and resolving the major business and legal 
issues in the transfer of technology. 

Several selected references for further in-depth review are 
found in Appendix U. 

There are other concerns that must be addressed in any 
technology transfer process. This publication does not deal 
with them, however, because of their legal complexity, their 
uniqueness to a particular transaction, or the fields they fall 
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into (i.e. purely technical). This booklet therefore does not 
attempt to deal in any detail with the following: 

• Determining a party's requirements for a particular 
technology or its exploitation. 

• Identifying the other parties that have or require 
the technology. 

• Evaluating the suitability of a particular type of tech-
nology for exploitation, adaptation or absorption. 

• Drafting the final technology transfer agreement. 

The first edition of this booklet was published in 1986. 
Since then, various suggestions have been made about its 
content. Although it has not been possible in this short 
format to incorporate them all, a number of the 
recommendations are reflected in this revision. Because of 
significant changes in Canadian laws since 1986, portions of 
the booklet have had to be completely or substantially 
rewritten. The information provided was current as of 
January 1990. 
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1 
Introduction to the Transfer of 

Technology 

What is Technology 'Transfer? 

"Technology" is a general word that covers knowledge in 
such diverse areas of human endeavour as computers, 
industrial processes, business trade secrets, consumer goods 
and natural resource exploitation. The definition of 
"technology" can be as encompassing or as narrow as its 
users and uses require. The definition, used by the World 
Intellectual Property Organization in its Licensing Guide 
For Developing Countries (WIPO Publication No. 620(E), 
1977) states that "technology" means: 

Systematic knowledge for the manufacture of a 
product, the application of a process, or the rendering 
of a service, whether that knowledge be reflected in an 
invention, an industrial design, a utility model or a 
new plant variety, or in technical information or skills, 
or in the services and assistance provided by experts 
for the design, installation, operation or maintenance 
of an industrial plant, or for the management of an 
industrial or commercial enterprise or its activities. 

"Technology transfer" is the transmission, and 
occasionally the creation, of such knowledge with or 
without the concurrent transfer of goods and services (see 
Appendix A). The effect of technology transfer can be 



revolutionary or it can be non-existent, depending upon the 
incentives of both parties in the transfer to succeed, the 
methods of the transfer and the obstacles to the technology 
dispersal. The technology transfer process consists of several 
stages which blend imperceptibly into each other, and 
includes: 

• Identification of the potential recipient's technology 
needs. 

• Acquisition of information on alternative sources of 
technology by the potential recipient. 

• Packaging and dissemination of information on 
technology by its owner to potential users, in order to 
find the right recipient. 

• Evaluation and selection of the most appropriate 
technology and the most appropriate supplier. 

• Preparation of offers to participate in a technology 
transfer, and negotiation of the appropriate concepts and 
approaches in the transfer. 

• Completion of the contractual details, execution of the 
final legal documentation and acquisition of government 
approvals required. 

• Adaptation of the technology to the recipient's 
local needs. 

• Absorption of the technology by the recipient. 

• Exploitation of the technology to its optimum in the 
recipient's environment. 

Benefits of Technology "Ii-ansfer 

Companies sometimes question whether they should make 
their technology available to others, and may insist upon 
retaining it for their own use and exploitation. Here are 
several possible benefits of technology transfer, for the 
technology supplier: 
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• The supplier may receive supplementary revenue from its 
research and development investments. 

• The supplier may obtain from the recipient, the use 
or benefit of additional facilities and technology for 
further R&D. 

• The supplier may obtain the benefit of the recipient's 
knowledge of its local market, and its established 
marketing strength there. 

• The recipient may become established as a market for 
both the supplier's spare parts and maintenance services 
for the transferred technology. 

• The supplier may obtain the benefit of the recipient's 
access to low-cost labour and materials. 

• The supplier may receive the recipient's technology 
which is an improvement on, or is complementary to, the 
original technology. 

• The transfer may allow the testing of a market with less 
risk than direct local sales by the supplier. 

• Technology transfer may permit servicing of a market 
which is too large for the supplier, or which is not 
otherwise available due to local government regulation, 
(i.e. requirements to buy domestic products, import 
restrictions, onerous duties and taxes, or prohibition or 
restriction of foreign investment). 

• The supplier may obtain a benefit from selling "old- 
generation" technology that it is not currently utilizing. 

• Technology transfer may reduce the possibility of the 
supplier becoming subject to foreign government 
acquisition (in the case of a foreign recipient). 

• The transfer may eliminate a supplier's need for all or 
most of the capital investment to build a plant (in the 
location of the recipient). 
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• The technology transfer agreement becomes another key 
asset which may assist the supplier in the future sale of 
its business. 

• Technology transfer may permit the supplier to acquire a 
part-interest in the recipient company in return for 
supplying the technology (i.e. a joint-venture project). 

• Technology transfer may provide that the recipient 
undertake the adaptation of the technology to the 
local market. 

• Claims of infringement of proprietary rights by either the 
supplier or the recipient may be settled or eliminated by 
the use of a technology transfer agreement. 

• The technology transfer agreement may facilitate 
compliance with local patent and trademark 
use requirements. 

• Technology transfer establishes the recipient as a market 
for supplementary or ancillary goods which complement, 
or are necessary for, the technology of its product. 

• The goodwill and reputation of the supplier may be 
enhanced through the granting of rights to utilize 
its trademarks. 

Similarly, several corresponding benefits are possible for 
the recipient of a technology transfer: 
• The recipient may acquire technology which is market or 

technically proven, on a fast timetable and without an 
unacceptably high degree of risk. 

• The recipient may acquire technology from which it is 
otherwise restricted by patent or other laws. 

• The recipient may obtain the established goodwill that 
the technology has generated. 

• The recipient can supplement its own development 
programs, acquire spare parts, components, raw 
materials, maintenance and services. 
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Of course, there are reasons why a technology owner may 
choose not to supply its technology, or particular portions of 
it, such as: 

• The recipient could become a competitor and threaten 
the market position of the supplier's technology. 

• The supplier loses the opportunity to expand directly in 
the market served by the recipient. 

• The supplier's control over the use and exploitation of the 
technology will be less uniform. 

• The supplier assumes additional financial and 
administrative burdens in order to provide continuing 
support to the recipient. 

• The supplier may lose the opportunity to continue 
developing and improving new generations of 
the technology. 

• The supplier will receive a smaller share of the profits in 
the recipient's market, in proportion to its lesser risk. 

Disadvantages in becoming a recipient of technology are: 

The recipient may lose the capacity to develop the 
technology internally. 

• The recipient could become locked into a particular 
technology. 

• As part of the price of acquiring the supplier's technology, 
the recipient may be committed to providing its own 
improvements or supplementary technology to the 
supplier at no or nominal cost. 

• The recipient may assume the obligation to purchase 
tied-in products, such as spare parts, raw materials and 
associated products, while utilizing the technology. 

• In some cases, the recipient is required to pay for and 
protect technology which, in the absence of such 
agreement, would eventually become freely available to 
the recipient. 
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• The recipient can be forced to accept restrictions to its 
marketing and policies relating to the technology's 
licensed products (i.e. specified distribution channels, 
restrictions on exports, specified levels of production of 
the goods, territorial limitations and the restriction of 
sales of products to only the supplier of the technology). 

Factors Influencing Technology Transfer 

There are several other factors that should be reviewed, 
particularly by the recipient, in order to decide upon 
an effective technology transfer program. These are 
primarily market-oriented issues and government 
requirements such as: 

• The supplier or the recipient's position in the 
marketplace for a particular use of the technology 
product. 

• The particular stage in the technology's development as 
related to market requirements. 

• Changes forecast in both the market structure and the 
parties' positions in the market. 

• Distribution requirements as dictated by cost and 
availability of various sales structures. 

• Timetable for implementation and initiation of 
the project. 

• Capital requirements and local availability of capital. 

• Local availability of raw materials and product 
components. 

• Availability of an educated and trained local labour force, 
and the policies of union organizations. 

• The cultural appropriateness of the technology products 
in the recipient's country. 

• Availability of competitive technology and its position in 
the market. 
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• Local government policies on technology (i.e. licensing 
restrictions and restrictions on equity ownership and on 
local asset ownership by foreigners). 

• Taxation laws. 

• Local product liability laws. 

• Local government standards for the technology's use and 
regulation of its industry, in such matters as design, 
safety and environment. 

• Restrictions on repatriating payments in certain 
currencies to the supplier. 

• Countertrade policies. 

• Effectiveness of legal protection in the local market. 
Technology generally increases in value in proportion to 

its development. This raises the question of whether 
technology should be transferred prior to it or its products 
becoming commercially marketable. It may be appropriate 
to supply technology even at the earliest stages of its 
innovation or development. The needs of potential 
recipients, and the ability of the supplier to secure adequate 
protection for the technology to prevent loss of its rights, 
are the two most common factors in determining when a 
transfer should occur. 

Choosing a Strategic Partner 

It is fundamentally important to choose the right party to 
participate in a technology transfer. A well-drafted contract 
with a poorly-chosen contracting party is doomed to failure 
even if the technology is appropriate. Although there may be 
no such thing as a standard or prototype agreement, an 
element common to all successful technology transfer 
transactions is the compatibility of the parties. Parties must 
co-operate on common goals to ensure that the technology 
transfer takes place as contemplated. The choice of the right 
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party is critical if the legal structure within the agreement is 
to lead to a long-term harmonious working relationship 
with results that neither party could achieve independently. 

As in every contractual relationship, both parties should 
have a willingness to act in good faith, a perception of a 
"win-win" situation, the ability to recognize each other's 
viewpoint and concerns, and a desire to have a formal 
agreement setting out specifics for a long-term relationship. 
The parties should be complementary, seeking mutual 
objectives and showing a desire to co-operate without 
withholding anything useful or necessary for the project's 
success. To avoid major problems caused by language 
differences, the parties should agree on a single recognized 
language for the agreement and correspondence. 

There should be no conflicting interests. This will usually 
require a provision in the agreement eliminating direct 
competition between the parties or their affiliated 
organizations. Restriction of the technology's use for non-
eligible products or territories prevents temptation to do so. 

The actual size of each party's organization is 
occasionally of concern since business enterprises have 
differing approaches, views and decision-making methods 
depending on their size. In addition, trappings of superiority 
or lack of mutual confidence and respect, together with a 
natural tendency to use pressure to achieve goals, may occur 
where one organization is much larger than the other. 

The supplier could investigate the recipient in the 
following areas: 

• Ownership of the recipient (competing shareholders, 
affiliation with a larger group, single proprietorship). 

• Managerial structure. 

• Personnel competence, education level and capacity, 
technical awareness and knowledge. 

• Availability of resources, equipment and machinery, 16e1 
of quality and manufacturing capacity. 

• Sales organization. 
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• Markets, market share and forecast patterns of change. 

• Potential for conflicts (i.e. due to serving the same 
customers). 

• Financial background. 

• R&D capacity. 

• Local availability to the recipient of educational and 
vocational training. 

• Additional resources that the recipient will require in 
order to establish itself as a viable user of the technology. 

• Internal product development time utilizing the 
technology, and costs to be incurred by the recipient as 
required by technical and market considerations. 
A review of the supplier's background could be made in 

the following areas: 
• Ownership of the supplier. 

• Managerial structure. 

• Inherent value of the technology. 

• Prestige and reputation of the supplier, its technology 
and products. 

• Margin of the supplier's lead in the development of the 
technology, marketing, development time and costs, and 
its manufacturing techniques and costs. 

• Availability of support from the supplier for providing 
translated documentation, meeting local requirements, 
complying with the stipulated technical standards and 
methodologies, providing future technology 
improvements, merchandising and sales assistance, 
consulting services and managerial assistance. 

• Potential conflict over the same customers. 

• Financial background. 

• Comparison of alternative technology and goods and 
their costs. 
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• Legal status of the ownership of the technology, 
particularly any underlying statutory protection and its 
exposure to allegations of infringement of others' rights 
or to attack on other legal grounds. 

• Licenses and assignments granted in the past by the 
supplier, along with a summary of those terms and 
conditions that will affect the recipient. 

Prospective suppliers and/or recipients of technology may 
be among your business associates or you may come into 
contact with them through a chance meeting. More often, 
suppliers and recipients come together after an extensive 
search. Offers to supply, or requests for technology are 
sometimes advertised in newspapers and business or 
professional magazines. Some government and private-
sector publications may contain information on various 
sources or requests for technology. An example is the 
Technology Networking Guide published by Industry, 
Science and Technology Canada. This publication aims to 
help the Canadian business community develop networks 
and contacts that provide information on new technological 
developments, or requests for new technologies in Canada 
and several foreign countries. A copy can be obtained, free of 
charge, from: 

Technology Transfer Services 
Industry, Science and Technology Canada 
235 Queen Street, 10th Floor East 
OTTAWA, Ont. 
KlA OH5 
Tel.: 	(613) 954-5256 
Fax: 	(613) 954-1894 

Embassies and consulates may also provide information 
on prospective suppliers or recipients. Financial institutions 
and banks have access to information concerning their 
customers' technology projects. Various government bodies 
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have trade promotion offices or bodies devoted to inno-
vation, research, development or industrial promotion, that 
act as focal points for technology offers and requests. 
Specific trade and industry associations may 
also be approached for assistance in arranging a 
technology transfer. 
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2 
Technology Rights 

• 

What Rights can be Obtained? 

In order to supply or acquire technology it is essential to 
understand the rights with which we are dealing. What 
follows is a brief description of the rights that can be 
obtained in Canada to protect technology. These rights fall 
into five categories, collectively referred to as industrial or 
intellectual property rights, which consist of patents, 
trademarks, registered industrial designs (design patents in 
the U.S.), copyright and trade secrets. 

With the exception of trade secrets, these intellectual 
property rights depend largely upon statutory protection. 
Many of these statutory rights were established in the early 
part of this century, and some have not yet been revised or 
expanded sufficiently to keep pace with the many new 
technologies that have been developed. 

All intellectual property rights acquired in Canada apply 
only in Canada, or within specific areas of Canada. If the 
technology transfer is international in scope, then great care 
must be taken to review the existence and effectiveness of 
corresponding technology rights in the other country. 
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Patents 

Patents are limited monopoly rights granted under the 
federal Patent Act to an inventor who discloses any new and 
useful art (knowledge), process (method), machine, 
manufacture or composition of matter, or any new and 
useful improvement in any of those items. The monopoly 
right allows the inventor to prevent others, even persons 
who have developed the same invention independently, from 
making, using or selling an invention. 

An invention must satisfy certain criteria before a patent 
right will be granted. It must be novel (i.e. it must not have 
been used, sold, offered for sale or described in any patent or 
publication before applying for a patent, subject to one 
exception). It must be useful (i.e. of industrial value). There 
must be an element of inventiveness (i.e. the invention 
cannot be obvious). The invention must be properly 
specified in the patent documentation, so that other persons 
skilled in the same field will know what the patent 
covers and be able to manufacture the invention when the 
patent expires. 

Some things not normally patentable are: an 
improvement to a known device that would be obvious to a 
person who is skilled in that art; a simple change in size, 
shape or degree from a previous device or material; a device 
that has no use or is inoperative; a mere idea or suggestion 
or scientific principle (as opposed to a physical embodiment 
of an idea); a design; or a method of doing business. Patents 
generally reveal concepts, in contrast to technical and 
engineering detail. 

An inventor may sell all or part of an interest in a patent 
or patent application, by assignment. Similarly, an inventor 
may license any or all rights to a patent. 

It is up to the patent holder to protect any rights provided 
by the patent. Anyone found to be infringing the patent may 
be subject to an injunction preventing further infringement, 
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as well as an award to the rightful owner of the profits made. 
Damages awarded can take into account both the loss of the 
profits that would have been made through manufacturing 
and the profits lost from unpaid royalties. If the infringer 
does not manufacture or sell, but only uses the invention, 
damages may be limited to what the infringer would have 
had to pay for a license to use the invented object or process. 

The Patent Act, which had not been significantly 
amended since 1935, received major changes in a Bill passed 
on November 19, 1987. On that date, patent marking 
requirements for patented inventions were eliminated. 

However, the major changes relating to technology 
transfer issues only came into effect on October 1, 1989, and 
are summarized below. 

• Previously, if two inventors applied for a patent for the 
same invention, it would be granted to the "first to 
invent", after costly and lengthy conflict proceedings. 
Now the Canadian patent is granted to the inventor who 
is the "first-to-file" the patent application in Canada or in 
a "Convention country" (provided the foreign Convention 
filing is not more than a year prior to the Canadian 
filing). All the industrialized nations are on a first-to-file 
system, except for the Philippines and the U.S. (which 
appears to be moving towards such a system). The new 
system makes it imperative to file for protection as early 
as possible, even before prototypes are developed. 

• In the past, a patent would be granted only if the 
invention had not been described in any publication, sold 
or shown, by anyone, more than two years before the 
patent application was filed. The new provisions 
("modified absolute novelty") prevent a Canadian patent 
from issuing if the invention is disclosed to the public 
anywhere in the world, before the. Canadian or 
Convention country filing date, unless the disclosure was 
no more than one year before such date and was made by 
the applicant or a person who obtained information about 
the invention from the applicant. 
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• Previously, Canadian patent applications were held by the 
Patent Office in secrecy until the patent was granted and 
made public. Now the application, and all prosecution 
documentation, will be published for inspection by the 
public ("laid open") within 18 months of the Canadian or 
Convention country filing date (unless previously 
withdrawn by the applicant). 

• Whereas in the past all Canadian applications were 
automatically processed upon filing, under the new 
provisions, examination of the application is "deferred" 
until a request to examine the application is filed 
(no later than seven years from the application's filing, 
after which it is deemed abandoned). This allows an 
applicant to defer additional fees and expenses until the 
applicant decides if the invention is commercially viable. 
In addition, any other person can now become involved 
in the examination process, by asking for the examination 
after the application has been "laid open" and/or by filing 
"prior art" to challenge the application. 

• Canada was one of the few countries that did not have 
"maintenance fees" to maintain patent applications or 
patents in force. The new provisions require annual 
maintenance fees to be paid starting on the second 
anniversary date of both the application filing date and 
the patent grant date. Individuals or businesses with less 
than $2 million in gross revenues ("Small Entities") are 
eligible for a 50 percent fee discount. Failure to pay 
will cause the patent to lapse or the application to 
be abandoned. 

• The term of the patent in the past was 17 years from the 
date of grant; before such grant, the applicant had no 
protection against infringement. Now, the patent's life 
runs for 20 years from the date of filing. As before, the 
patentee is entitled to damages for infringement only 
after the patent is granted, but in addition, the patent• 
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holder is now able to obtain reasonable compensation for 
any loss suffered due to misappropriation of the invention 
between the date of being "laid open" and the date 
of grant. 
On January 2, 1990 the Patent Cooperation Treaty (PCT) 

came into effect in Canada. This is an optional alternative 
patent filing system of advantage to those seeking patent 
protection in up to 43 member countries. Instead of filing 
separate applications directly in every country where 
protection is required, Canadian applicants now only have to 
file one application in the Canadian Patent Office, 
designating in which countries the applicant wishes patent 
protection. The Canadian filing date is deemed to be the 
filing date in each designated country. The applicant can 
defer selecting which designated countries to proceed in, for 
up to 20 months, during which time the applicant receives 
an international search report. If the applicant requests a 
"preliminary international examination" (PIE), the selection 
of countries to proceed in can be deferred for 30 months. 
As part of the PIE phase, the applicant receives a patent-
ability opinion, in response_to which the application 
can be amended. 

Upon selecting the designated countries, the PCT process 
enters into the "national phase", where each selected 
designated country examines the application based on its 
own laws. The advantages of the PCT applications are 
savings or deferment of foreign filing fees, foreign agents 
fees and translation costs. No protection is available in any 
nation during its examination, until a patent is granted in 
such country. 

Significant changes were also made in November 1987 to 
patent law as it relates to medicines and foods. Previously, 
only the process for producing food or pharmaceuticals 
could be patented, not the food or medicine itself. The new 
provisions allow patents for food and medicines themselves, 
except for food and medicines derived from a 
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microbiological process which can be so protected only after 
November 19, 1991. 

In the past, Canada allowed generic drug companies to 
obtain at any time, compulsory licenses for patented foods 
and medicines, either to import them into, or manufacture 
them in Canada, at a nominal royalty rate (i.e. four percent). 
The following is a very brief and general summary of new 
provisions that became effective June 1986: 
• Compulsory licenses to import non-Canadian invented 

medicines into Canada will be available or effective only 
after seven, eight or 10 years of exclusivity of the patent 
owner (depending on various factors). 

• Compulsory licenses to manufacture non-Canadian 
medicines in Canada are available only after seven years 
of exclusivity. 

• For medicines invented in Canada, if the patent owner is 
manufacturing in Canada and satisfying the Canadian 
market, then no compulsory license will be granted up to 
the expiry of the patent; otherwise, a compulsory license 
will be granted only to make medicine for Canadian 
consumption and only after seven years of exclusivity. 
In exchange, a medicines patent owner now has to satisfy 

the Patented Medicines Prices Review Board that during the 
period of exclusivity, the medicines are being sold at fair 
market value. 

Trademarks 

A trademark is a word, symbol or design (i.e. logo), or a 
combination of these, used to distinguish the goods or 
services of a person or organization from the products or 
services of others in the marketplace, by indicating the 
origin and quality of the goods and services with which 
it is associated. 

A trademark may be protected by having it registered 
under the federal Trade Marks Act or it may also be 
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protected by provincial civil or common law. Trademark 
monopoly rights prevent any party from marketing its goods 
or services in association with a trademark so as to become 
confused with the goods or services of another party, who 
owns that or a similar trademark. 

A word that is descriptive, or gives a false description 
cannot be registered. This is to prevent people from 
appropriating to themselves a common word that any 
individuals should be able to use to describe their own goods 
and services. 

Similarly, words that are the name, in any language, of 
the goods or services with which the mark is to be used, 
cannot be registered. In addition, there are other 
restrictions on what can be used as a trademark, or what can 
be registered as a trademark. 

Registration of a mark may be obtained for an initial term 
of 15 years and may be renewed thereafter indefinitely for 
15-year periods, provided that the mark's use continues. 
Registration is advantageous because it permits a trademark 
owner to claim rights to the mark throughout Canada. 
Registration therefore allows a lawsuit for infringement of a 
trademark anywhere in Canada. Upon registration, there is a 
presumption of validity of the trademark. Registering a 
mark in Canada may make it easier to obtain corresponding 
trademark registration in many foreign (Convention) 
countries. Registration of the trademark is also required in 
order to validly license the use of the trademark. 

Anyone infringing a validly registered trademark may be 
prevented under the 7)-ade Marks Act from continuing to 
use it, and may be liable for damages as well. Since the 
Trademark Office will not take action against any trademark 
infringement, the registered owner must police and enforce 
its rights under the registered mark. 

In addition, the Criminal Code provides for the possibility 
of a fine or imprisonment for the forgery or unauthorized 
use of a trademark, where the intent is to deceive or defraud 
the public. 

19 



In addition to a trademark being protected under the 
federal 7›.ade Marks Act if it is registered, other protection is 
also available under the common law action of "passing off'. 
This common law right prevents others from misappro-
priating an unregistered trademark, so that they cannot pass 
off their goods or services in the same geographical region 
as the goods or services of the original user of the trademark 
(whether registered or not). 

Industrial Design 

"Industrial design" means features of shape, configuration, 
pattern or ornament and any combination of those features 
that appeal to, and are judged solely by, the eye and which 
are reproduced in most cases more than 50 times. Examples 
are the shape of a table or the pattern of a fabric. This design 
may either be applied to the surface of an article or involve 
the shape of the article itself or both, and must be an 
original design as of the date of creation. The originality 
requires no high degree of ingenuity. 

A design for an article that is wholly functional, and that 
is the only design through which that function can be 
performed, is not registrable as an industrial design. In 
addition, if features are applied to an article having a 
utilitarian function and such features are dictated solely by 
that function, they cannot be protected as can an industrial 
design. A method of manufacture or construction is also not 
protectible under the Industrial Design Act. 

Protection in the form of monopoly rights is only 
available on registration of the industrial design under the 
federal Industrial Design Act. Registration may be gained 
only by the owner of the design or owner's agent, and must 
be completed within one year from the date of the first 
offering or availability of the design to the public in Canada. 
Making available sample designs or prototypes would not be 
included in this prohibition. Industrial design rights are 
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such circumstances, provided they are disclosed only on a 
limited and confidential basis to parties under a carefully 
controlled program. Because their value depends so greatly 
on maintaining their secrecy, any technology transfer 
program should try to prevent the lessening of secrecy 
below the legally required level of confidentiality not only 
with respect to the technology recipient, but also the 
technology supplier and any third parties accessing the 
technology under the agreement. 

Recent decisions of Canadian courts have clarified that 
confidential information is not property under Canadian 
criminal law concepts, and therefore cannot be "stolen". 
This is one more reason to ensure that trade secrets are the 
subject of properly prepared agreements between all parties 
who are proposed to receive or have access to the confi-
dential information. 

Who Owns Technology Rights? 

It is particularly important that the potential recipient of 
technology receive  confirmation  that the supplier either 
owns all the rights to the technology, or has legitimately 
acquired enough rights to allow it to transfer the technology 
to the recipient, in complete fulfilment of its obligations 
under the agreement. This topic requires some discussion of 
the ownership of technology rights. 

Patents 

An inventor, who is not an employee, is the first owner of 
the invention and has the right to obtain the patent. 

If the inventor is an employee and discovers the invention 
within the scope of his or her work, wheie the terms of 
employment include responsibility to use the employee's 
inventive faculties, then the employer is the owner of the 
invention. This ownership test is determined either 

27 



expressly or impliedly from the terms of the employment 
agreement. Of course, the employer will not be the owner 
if there is an agreement that the invention will belong to 
the employee. 

If an employee discovers an invention in circumstances 
where or when he or she is not expected to invent under the 
terms of employment, then the employee is the owner and 
not the employer. 

If an employee of a government discovers an invention 
within the scope of his or her duties, or while using govern-
ment facilities, then the government is the invention owner. 

A person can subsequently acquire patent rights at 
various stages. The inventor may assign his or her rights in 
the invention prior to filing an application for a patent. The 
inventor or the current owner/assignee may assign his/her 
patent application or issued patent. This assignment must 
be in writing, witnessed and registered. 

Transfer of the physical possession of an invention does 
not transfer the patent rights to the new possessor. Sale of 
the tangible invention similarly does not transfer any patent 
rights to the purchaser, although it may grant the purchaser 
an implied license to use the invention. 

A patent owner may assign part of a patent to a 
subsequent owner, so that there is more than one owner, 
differentiated by territory, time and type of rights. 

An owner may expressly grant a license under a patent to 
use, sell or make the invention, in accordance with the 
terms of the agreement. Under certain circumstances, a 
license will be implied, thereby giving a non-owner third 
party rights under the patent (i.e. either to use, sell and/or 
make the invention). 

Trademarks 

The person entitled to be the registered owner of a 
particular trademark for all of Canada is generally the 
person who is the earliest by: 
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virtue of a relationship of trust or confidence established 
between parties. 

In a technology transfer agreement, not only the rights 
under industrial and intellectual property statutes should be 
considered, but, in addition, a determination of the 
applicability of trade secret rights. In many agreements 
there are references to know-how and show-how being 
supplied as a trade secret. These are not recognized by law as 
separate legal categories of protection, but are only common 
industry terms used to describe certain forms of technology. 

Know-how is any knowledge and experience that relates 
to technology, but is not yet protected by industrial property 
statutory rights. Know-how can be common knowledge that 
is not a trade secret and not eligible for industrial 
property protection, but is still of value, such as 
information concerning sources of supply of raw materials 
and components. 

Know-how may also be a blend, relationship, compilation 
or configuration of technological information that is 
confidential and protected as a trade secret. Its value comes 
from the fact that someone spent the necessary time, effort 
and monies to collect, reorganize and compile this 
information. Know-how may be eligible for industrial 
property protection, which has either deliberately not been 
applied for, or which has not yet been granted under a 
pending application. 

Show-how can be defined as any kind of training and 
technical assistance, instruction, supervision, consulting 
and related ongoing support services to assist the recipient 
in using efficiently and profitably, either the common 
knowledge know-how, trade secret know-how, or patent and 
other statutory rights. 

Whereas rights under patent, copyright,- trademark and 
industrial design may be enforced against the whole world, 
trade secret, know-how and show-how rights can be 
enforced only against the party with which there is an 
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express contract ("breach of contract") or a relationship of 
confidence such as employer-employee ("breach of 
confidence"). 

In many cases it is difficult to show that a situation exists 
that serves as a breach of confidence remedy in the courts. 
This is because it is necessary to show that the information 
was confidential, and that it was improperly used without 
the disclosing party's authorization to its detriment; and 
also that it was disclosed originally in circumstances 
imparting a legal obligation of confidence on the receiving 
party. A recently pronounced legal test revolves around the 
parties' expectations as to the nature of the information and 
its possible use, in the context of the customs of the trade or 
industry in which they operated. It now appears that the 
party receiving the information must ask what use of the 
information is permitted — not what use is prohibited. 
However, these guidelines provided recently by the courts 
have not sufficiently clarified this area and it is still a 
difficult question to deal with. For this reason, it is 
recommended that trade secrets and other confidential 
information be dealt with by written agreements expressly 
defining the parties' rights and obligations. 

Once trade secret information, whether know-now or 
show-how, becomes known to the general public (i.e. a 
patent application is "laid open") or to the industry to which 
the information relates (i.e. a readily analyzable product is 
offered for sale), it is usually no longer protectible under 
trade secret law. Obviously the value of technology based 
solely or largely on know-how and show-how is subject to 
dispersion due to the gradual but eventual loss of 
confidentiality, through movement of employees and 
disclosure to consultants, agents and subcontractors (see 
Appendix A). 

Trade secrets, like other intellectual property, may be sold 
or licensed to others in order to exploit them. However, . 
trade secrets will not necessarily lose their protection in 
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The intent of the new provisions was to update the law to 
reflect more realistically and protect developments in 
technology, and to align Canada's practices more closely 
with those of its major trading partners. Of particular 
interest to technology transactions are the following 
new provisions: 
• Computer programs in any medium are expressly 

protected for the life of their creator plus 50 years, 
provided that purchasers of copies may make a single 
copy for back-up purposes or may adapt the program for 
compatibility with a particular computer. 

• Designs that are protectible under the Indus trial Design 

Act can now, in some cases, also be protected by 
copyright (which was not previously the case). 

It is not an infringement of copyright under the new 
provisions to do any of the following: 
• Use any method or principle of manufacture. 

• Apply to a Useful Article (defined as anything made by 
hand, tool or machine, having a utilitarian function other 
than acting as a carrier or medium) features dictated 
solely by the utilitarian function of the Useful Article. 

• Reproduce utilitarian features of a Useful Article. 

• Reproduce a Useful Article, or drawings of it, if it has 
previously been reproduced more than 50 times (except 
for trademarks or graphic representations on the face of 
the Useful Article and certain other exemptions). 

Note that such activities, although not constituting 
copyright infringement, could be an infringement of other 
intellectual property rights such as registered Industrial 
Designs, Patents, etc. 
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Trade Secrets, Know-How and Show-How 

By granting a license, such as a patent license, the owner of 
the patent is agreeing not to exercise its rights to prevent 
the licensee from making, using or selling the invention 
that is the subject of the technology. However, a simple 
license (patent or otherwise) does not mean that the patent 
owner is obligated to provide any related technical 
information that is not described in the patent claims, 
or offer technical assistance or training, or grant any 
other rights. 

That is why technology cannot usually be transferred and 
viably exploited and commercialized by relying merely on 
traditional industrial and intellectual property rights. 
Various elements such as show-how and know-how are now 
recognized as being crucially important to technology 
transfer's success. Generally, a technology transfer 
agreement must include provisions dealing with what are 
called trade secret rights. 

Trade secret law is not fully developed in Canada. Its 
vague and imprecise principles are to be found only in a few 
cases in Canadian common law. Statutes have been passed in 
other jurisdictions, such as California and Washington 
State, to protect trade secrets; however, although proposed 
for some provinces such as Alberta, no legislation dealing 
with trade secrets currently exists in Canada. 

A trade secret can be defined as consisting of any secret 
formula, pattern, device or compilation of information that 
is used in business, and that can obtain an advantage over 
competitors who do not know or use it. It may be a formula, 
manufacturing process or design for a machine, information 
relating to the marketing and sale of goods, or office 
management or business processes involving customer lists 
or methods of bookkeeping. A person's rights and 
obligations with respect to trade secrets are usually set out 
in a written contract, although they may also arise by 
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granted for an initial period of five years and may be 
renewed for one further five-year period, for a total of 
10 years maximum. 

A sale of registered industrial design rights may be made 
by an assignment of the registration, in writing. The use of 
an industrial design may be licensed to others during the 
term of its registration. 

The owner of the registered industrial design may, within 
one year of infringement, bring an action in court for 
damages against any person who applies or imitates the 
design, with knowledge that the owner has not given 
consent. The test that is used to determine infringement 
consists of whether one design would be confused with the 
other, and whether the defending party's design would have 
any existence were it not for the registered owner's design. 

If infringement is found to have occurred, the court may 
award damages, an injunction to prevent further infringe-
ment, delivery of the infringing articles to the wronged 
party, and an accounting of any profits that were made 
during the infringement. 

Copyrights 

Copyrights are granted under the federal Copyright Act. 

Copyright or the right to copy, generally means that the 
owner of copyright in a work is the only person who may 
copy the work or permit someone else to do so, and 
generally includes the sole right to publish, produce, 
reproduce and to perform such a work in public. 

Copyright protection exists, generally, for the life of the 
author of the work, plus 50 years following the author's 
death. A number of exceptions to this general rule limit 
the term of protection to 50 years from-  the date of a 
specified event. 

The primary right under copyright law is that of the 
copyright owner to prevent others from copying the work. 
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This right is not as broad as the monopoly provided under 
the Patent Act since the copyright owner cannot prevent the 
independent production or creation of the same work. 

Copyright applies to all original literary, dramatic, 
musical and artistic works, including designs, books, 
writings, musical works, sculptures, paintings, photographs, 
motion picture films, dictionaries, encyclopedias, etc. It also 
applies to "mechanical contrivances" such as records, 
cassettes, computer disks and tapes. 

Ideas, information and pure data may not be protected by 
copyright. Also not protectible under copyright are themes, 
mere titles, names, catch phrases and other short 
combinations of no real substance. 

Copyright protection comes into being automatically on 
creation of the work and does not depend on registration. 
Although registration is not required to gain protection 
under copyright, it provides several advantages. A certificate 
of registration is preliminary evidence that copyright applies 
to and protects the work and that the registered person is 
the owner of the copyright. Registration also allows 
recovery of damages for copyright infringement in addition 
to an injunction. 

The owner of the copyright in the work may sell all the 
copyrights that he or she may have to another person by 
assignment. The owner may also license another person to 
use the work. 

There are certain instances where a person other than the 
owner of the copyright may legally reproduce a part of, or 
the whole work in public, without the owner's explicit 
permission. As an example, reproduction of minor excerpts 
of a work in which copyright exists, for reasons of private 
study, research, criticism, review or newspaper summary are 
classified generally as "fair dealing" and do not constitute 
copyright infringement. 

On June 8, 1988, the first set of major revisions to the 
Copyright Act came into being, since its enactment in 1924. 
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• Reviewing copies of standard forms for quotation, 
sales agreements and invoices, used by the supplier 
and/or the inventor in connection with the sale of 
the products. 

• Undertaking a patent, copyright, industrial design and 
trademark search to confirm that the technology 
and/or products have not been patented or otherwise 
registered or applied for protection, by any third party 
in the granted markets. 

• Obtaining a list of all trademarks, patents, industrial 
designs and copyrights whether registered or 
unregistered, and copies of all such registrations and 
applications for registration of any of the above, that 
have been applied for by the supplier with respect to 
the technology and/or the products. 

• Reviewing all filings, reports, registration statements, 
correspondence, complaints, licenses, permits, 
approvals, orders, etc. relating to federal, provincial, 
state and local regulatory agencies in the areas of 
environmental protection, health and safety, as related 
to the products. 

• Obtaining a Statutory Declaration by senior officers of 
the supplier and/or the key inventors relating to the 
status of the technology, the products and the 
proprietary rights relating thereto. 

• Obtaining a review of any product liability insurance 
previously established for the products. 

• Checking the security arrangements instituted for 
visitors at the premises where the technology was used 
or the products were manufactured/ distributed 
(i.e. sign-in procedure, pass cards, etc.). _ 

35 





• Confirming that the product descriptions, claims and 
qualities (referenced above) are sufficient in detail and 
scope for purposes of disclosure materials required by 
law or by regulatory agencies (i.e. prospectus), for 
marketing purposes and for meeting the enquiries of 
investors and third party financing institutions. 

• Obtaining sufficient samples, prototypes, technical 
documentation and information relating to the 
products, to the extent necessary to allow the recipient 
to evaluate the technology and products. 

2. Valuing the technology assets by such steps as: 

• Evaluation of the technology's technical merits and its 
products by independent consultants, relating 
specifically to the qualities and claims of the products. 

• Evaluation of the products as an asset from the 
marketability perspective, including customer 
references, customer lists, market evaluation studies, 
trade literature, competitive analysis by industry 
experts and marketing plans. 

• Verifying existing purchasers or possible purchasers of 
the products, the terms of any outstanding purchase 
orders and the status of any existing or proposed 
agreements. 

• Reviewing customer (end-user) acceptance of the 
products, and their comments concerning product 
utility, application and performance. 

3. Confirming ownership rights through: 

• Acquiring information concerning all places, persons 
or corporations that the technology inventor/ 
developer has worked with or for as employee, 
associate, partner, consultant or joint venturer, during 
the period when the technology and related products 
were being developed. 
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• Verifying the dates and terms of engagements referred 
to above. 

• Reviewing copies of all agreements (including 
confidentiality, invention, ownership and non-
competition agreement provisions) between the 
inventor and his or her current employer. 

• Reviewing copies of all employment agreements 
(including confidentiality, invention, ownership and 
non-competition agreement provisions) between the 
inventor and his or her prior employers, covering the 
period when the technology and related products were 
being developed. 

• Obtaining copies of all assignments executed by the 
inventor, of rights and title in inventions and 
discoveries comprising the technology and 
its products (i.e. patents, patent applications, 
trade secrets). 

• Reviewing copies of all consulting or services 
agreements entered into by the supplier and/or the 
inventor whereby they provided any services to third 
parties relating to the technology or the products. 

• Reviewing copies of all consulting or services 
agreements whereby the supplier retained any third 
parties to assist in the development of the technology 
or the products. 

• Reviewing copies of all licensing agreements entered 
into between the supplier and/or the inventor, relating 
to the licensing of the technology and/or products for 
manufacture, use or sale by third parties. 

• Reviewing all existing supply, manufacturing, 
distribution, franchise, and agency agreements 
entered into between the supplier and/or the inventor 
with respect to the technology and/or products. 	• 
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the prior owner. A residual gift in a will can also transfer the 
copyright. The trustee of a bankrupt's estate may assign the 
copyright owned by the estate. 

Transfer of the physical possession of the work does not 
transfer copyright. Similarly, sale of the tangible 
copyrighted work by itself does not transfer the copyright. 

By law, the last 25 years of the copyright term are 
automatically assigned back to the author's estate 25 years 
after the author's death. This automatic assignment cannot 
be given away by the author or his or her estate. 

The copyright owner may assign part of the copyright to 
a subsequent owner, so that there is more than one owner, 
differentiated by territory, time and type of rights. 

Even if the author of a work assigns all his or her 
copyright in a work to someone else, the author always 
retains a "Moral Right" to claim ownership of the work and 
to restrain any distortion of it prejudicial to his or her 
reputation. This "Moral Right" cannot be sold or given away 
by the author to another party, although it may be waived. 

An owner may grant an interest in copyright by license, 
to the extent expressly set out in the agreement. Under 
certain circumstances, a license will be implied by law, 
thereby giving a person certain copyrights. 

Trade Secrets 

The person who expends the time, effort and resources to 
develop the trade secret is the owner. Therefore, several 
persons who independently develop the same trade secret 
may be independent owners of such trade secret without 
liability to each other. If an employee discovers or develops a 
trade secret, then the employee is a trustee of the trade 
secret for the employer, both before and after the term of 
employment. However, an employee can continue to use 
skills and experience gained during one employment in a 
subsequent job with another employer. 
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A trade secret owner can transfer the ownership of the 
trade secret to a third party. This normally requires an 
agreement containing the following obligations of the 
former owner: 

• To provide the trade secret to the new owner. 

• To cease using the trade secret (and to destroy all 
documentation relating to the technology). 

• Not to disclose the trade secret to any other parties. 

• To ensure that no other licensees or other parties have 
access to the trade secret. 
An owner of a trade secret may grant a license to another 

party to use the trade secret, with restrictions that can be 
based on many factors such as territory, time, manner of 
use, exclusivity, etc. 

Due Diligence 

At an early stage, it will be necessary to identify specifically, 
appraise, and confirm the ownership of the technology 
assets being dealt with. It is usual to require the recipient to 
sign a non-disclosure or confidentiality agreement, prior to 
disclosing any of the proprietary technology to the recipient. 
Such agreements are discussed at greater length 
in Chapter 4. Much due diligence can be exercised by the 
recipient at this stage, and set out below are examples of the 
types of activities that can be undertaken prior to, or at the 
same time as the negotiation of the technology transfer deal. 

1. Undertaking an inventory of the technology, its products 
and related business information, such as: 

• Obtaining a complete description of the major 
products, their stage of development, additional 
developmental work required (if any), product claims 
and the extent of each product's commercialization 
to date. 
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• Date of first actual use of such trademark in Canada. 

• Date of first making such trademark well known 
in Canada. 

• Date of filing of a foreign application (which is ultimately 
granted) for the same trademark, if the corresponding 
application in Canada is filed within the following 
six months. 

• Date of filing an application in Canada where the 
application is based on the proposed future use of 
such trademark. 
A distributor or representative of goods provided by a 

party which uses a trademark on such goods, acquires no 
rights to the trademark, even if actual use of the trademark 
is through the distributor or representative. 

The registered owner may sell its interest in the 
trademark by assigning it. The registered owner may also 
license others to use the trademark provided that this 
licensed user is registered in the Trademarks Office as a 
"Registered User". 

A person who uses an unregistered trademark within a 
geographical area may, in some instances, acquire a limited 
right to prevent others from using the same mark within the 
same trading area. Such a common law trademark cannot be 
licensed to third parties under Canada's trademark laws. 

Industrial Design 

The "proprietor" of a design is the only person entitled to 
apply for and secure registration of an industrial design. 
This usually means the author (creator) of the design. 
The proprietor is the person who creates the general nature 
of the design, not the artist who makes the actual rendering. 
If the author is an employee who created the design in the 
normal course of employment, then the employer is the 
proprietor of the design and is entitled to apply for 
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registration. If the author (non-employee) created the 
design at the request of another person, then the 
commissioning person is the proprietor and is entitled to 
apply for registration. 

An exclusive license to use the design and sell products 
incorporating the design may be granted by the owner of the 
registered design, allocated by time, territory, and type of 
rights, provided it is under a written license which is 
registered in the Copyright Industrial Design Office. A non-
exclusive license to use the design, and sell products 
incorporating it, may be granted by the design owner by 
time, territory, and type of rights. This also requires a 
written license, but no registration is necessary. 

Copyrights 

The author or the designer of a work, who is not an 
employee, is the first owner of the copyright. The owner is 
not the person who is merely a scribe, ghost writer, person 
who draws detailed sketches from the rough sketches given 
by the creative designer, or the person exercising merely a 
mechanical skill to finish a work. Nor is the owner the 
person who only made suggestions or gave ideas 
incorporated into an author's or designer's work. 

If an employee makes a work in the course of his or her 
employment, then the employer is the first owner, unless 
there is agreement to the contrary regarding ownership. 

If a photograph, film or similar work was ordered by a 
person for renumeration or other benefits, then the person 
ordering is the first owner (not the photographer or 
producer) unless there is agreement otherwise concerning 
copyright ownership or license. 

If a work is prepared by, , or under the direction of, a 
government body, the government is the first owner, unless 
there is agreement of ownership. 

Copyright can be acquired to make a person a subsequerit 
owner by an assignment which must be in writing, signed by 
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An exclusive license is not equivalent to an assignment 
agreement since it does not transfer any property. It only 
grants permission to exercise a certain right, together with 
the supplier's agreement not to permit anyone else to 
exercise the same right. 

The Required Licensing Rights 

After the initial crucial steps of defining the nature of the 
technology in a clear and comprehensive manner, and 
deciding to use a license as the technology transfer vehicle, 
the rights that the recipient expects to receive must be 
delineated. There are no implied rights granted to a 
recipient under a transfer agreement and it is necessary to 
specify expressly every right that each party expects to 
receive or reserve. 

The kinds of technology rights that can be granted to the 
recipient include: 
• The right to use the technology or the products 

of the technology. 

• The right to make or produce licensed products. 

• The right to sell, lease, import or otherwise distribute 
licensed products. 

• The right to institute legal action against infringers 
of the technology. 

• The same or similar rights with respect to technology 
improvements developed by the supplier. 

• The right to grant to other parties some of the rights 
described above through sub-license or assignment. 

The types of rights available to the supplier of the 
technology include: 
• The right to a return of its technology upon termination 

or expiration of the agreement 

43 



• The right to receive notice from the recipient, of 
improvements and developments to the technology, 
together with a right by "grant-back" (by license or 
assignment) of a portion of such developments. 

• The right to take certain steps to ensure that the 
recipient properly exploits the technology. 

It is not necessary to deal with all these rights: the parties 
can decide which technology rights are to be included in the 
transaction and segregate them (see Appendices J, K and L). 
However, for each of the rights actually transferred by 
license, some or all of the following qualifications should be 
addressed, since different considerations apply to each right 
(see Appendices M and N). 

Territory 

Technology recipients normally try to acquire the most 
extensive territorial right possible. However, suppliers 
usually provide a geographical limitation on the recipient's 
exercise of the technology rights in order to protect their 
own competitive position, and that of other recipients of the 
same rights. A description can vary from worldwide, to a 
listing of included and/or excluded territories. It can also be 
defined by reference to those countries which have granted 
the statutory rights held by the supplier. Although some 
agreements limit the territory to a particular location or 
site, most recipients will find such a provision too onerous 
to accept. 

Time Period for Each of the Rights 

it is wrong to state simply that the agreement, as a whole, 
will have a particular duraiion or term, since each right may 
have its own duration. A time period should not be 
stipulated for the agreement as such, since it must alwa.ys be 
in existence to govern future obligations or disputes 
between parties. The proper approach is to describe a 
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form. In contrast, the purchase of rights to know-how and 
other trade secrets requires the agreement of the technology 
owner to supply the technology, as well as negative 
covenants barring use or disclosure of such knowledge to 
other parties (see Appendix H). 

There are several reasons why a purchase may be the 
preferred form of technology transfer. Tax implications, such 
as those relating to capital gains treatment, are one reason. 
Tax planning in this area may be quite complex and care 
should be taken not to make the wrong assumptions 
concerning the applicable provision. In some countries 
where licensing is not permitted or is greatly restricted, 
purchase could be the only viable method available. 
Purchase agreements are usual where technology is being 
provided to subsidiaries, affiliates, joint-venture subsidiaries 
or as part of a sale of an organization's business activities. 

Technology can be purchased in one of several ways: 

• Full or absolute assignment covering the whole of the 
title, rights and interest to all of the technology. 

• Partial assignment transferring the whole of the title, 
rights and interest to a part of the technology (or to all of 
the technology on a partial basis such as territory). 

• 'Transfer of an interest so that it results in an undivided 
(joint) interest which is, in effect, a sharing of the 
ownership of the technology. 

An assignment agreement will usually transfer all of the 
legal rights it describes and leave nothing to the supplier of 
the technology. However, it will not normally defeat, and 
will be subject to, the rights in any license previously 
granted by the technology supplier. 

_ 
Acquiring Rights by License 

As stated above, a technology transfer agreement must be 
based on either a purchase of technology rights, a license 
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of rights to technology or a combination of both (see 
Appendix K). Titles and headings of agreements may not 
clearly indicate what type of technology transfer is occurring 
in the agreement. Even the use of terminology in the 
agreement itself, such as "sell", may not necessarily be 
determinative, if the features of the agreement all point to 
the granting of a license rather than a sale. 

A license is commonly used to describe situations where: 

• The owner (licensor) of certain statutory rights in the 
technology (i.e. patent, trademark, industrial design or 
copyright) grants permission to another party to exercise 
some of those exclusive rights held by the owner of 
the technology. 

• The supplier (licensor) grants the rights to use 
technological information that is not protected by 
statute, but which, through the expenditure of skill, 
effort or knowledge, has been assembled into a know-how 
or show-how form, and is protected as a trade secret. The 
supplier also undertakes to keep the trade secrets 
confidential and to take positive steps to protect such 
rights (see Appendix I). 

A license does not transfer property interest in the 
technology, although provisions dealing with know-how and 
show-how licenses will normally provide for the delivery of, 
or access to, certain technological information, goods, 
services, personnel and documentation. In some situations, 
a license may grant technology rights that are not owned by 
the licensor, but which the licensor has acquired by license 
from a third party and is permitted to sub-license. 

Since a license does not convey any property in the 
technology, the licensee normally has rights only against the 
licensor. A licensee does notacquire any rights with respect 
to any third party that improperly acquires and uses the 
technology (except for certain limited rights specified in the 
industrial property statutes). 
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cases have held that the provisions of a technology agree-
ment should be very clear; otherwise, the courts may refuse 
to enforce such a contract. 

To avoid misunderstandings and ambiguity, various other 
terms within a particular agreement should also be defined. 
The use of such defined terms will help simplify the 
structure and complexity of the technology agreement. 
Some of the more commonly defined terms are "licensed 
product" (the product which is the result of, or incorporates 
the technology), the "commencement date", "effective date", 
"deliverables", "equipment", "acceptance procedure", 
"acceptance date", "net and gross selling price", "territory", 
"training", "royalties" and "market" (see Appendix T). 

As additional assistance for interpreting the contract, 
participants can refer to published definitions of technical 
terminology, or technical standards that may be established 
by an international organization. The same approach of 
using a standard may also be applied to the interpretation of 
commercial trade terms (i.e. FOB) for international 
technology transfer agreements, by reference to publications 
such as INCOTERMS, published by the International 
Chamber of Commerce. 

It is not enough to review and decide which of the various 
statutory and non-statutory rights are relevant, and then 
deal with them independently. Each technology transfer 
agreement should take an integrated or "system" approach 
to the technology involved. It should not just deal 
individually with the rights under trade secret, patent and 
the other legal and non-legal labels. Of course, it may be 
desirable to break the technology package into its 
constituent components to satisfy requirements such as 
administration, taxation and registration. However, both 
parties should recognize that the focus is to be on the value 
and usefulness of the technology as an integrated unit, 
rather than on a series of components that are dealt with 
independently, without regard for their interrelationship. 
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The system approach to technology transfer requires that 
three concepts be implemented in the agreement: rights to 
the technology, accessing the technology and acquiring the 
ability to use the technology. Failure to deal adequately with 
any of these three components will severely diminish the 
probability of a successful transfer actually occurring. 
Appendix F reflects this approach to technology transfer. 
These three concepts are explored in greater detail in the 
following sections. 

Acquiring Rights by Purchase 

There are only two commonly used methods for acquiring 
technology rights. The first is the purchase of the 
proprietary rights to technology, on a complete or a limited 
basis. This results in the recipient acquiring a legal interest 
in the technology. The second is by the licensing of limited 
rights to the technology, usually for a fixed period of time 
(see Appendix G). The key difference is that the technology 
supplier can sell the technology only once; whereas, unless 
an exclusive license has been granted, the second approach 
could result in many licensees operating simultaneously. 
Although technology can normally or usually be transferred 
by one of these two basic methods, many technology 
transfers are part of larger business relationships and are 
provided for under agreements called joint ventures, 
turnkey projects, facilities and resource agreements. 

The purchase of technology may require an assignment 
agreement whereby the technology supplier transfers, by 
assignment to the recipient, either the legal title to, or an 
undivided ownership interest in, the statutory technology 
rights. This has the effect not only of establishing rights 
between the recipient and the supplier, but also of 
establishing rights between the recipient and the general 
public. Assignment agreements of industrial property righis 
are usually also required to be registered using a standard 
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Structuring the Agreement 
• 

The Structure in General 

The following material describes some of the basic 
components of a technology transfer agreement, their legal 
aspects, problem areas and possible solutions. The 
discussion is not intended to be exhaustive, but does 
illustrate the nature of some of the issues that arise and 
have to be resolved. The participants must understand the 
principal issues and their interrelationships before incor-
porating any particular approach into an agreement. 

Standard form agreements, sometimes developed by large 
organizations, and which may be useful for other types of 
transactions, rarely address the complex nature of a tech-
nology transfer. It is not recommended that either a 
recipient or a supplier use them. It is impossible for such a 
document to deal precisely and adequately with the many 
factors making up a technology transfer, the local legal 
requirements, differing technologies, changing 
circumstances and the interests of the parties. All too often, 
standard form agreements tend to depict theyelationship as 
inequitable and are potentially difficult to enforce. 

One of the first things to do  in structuring an agreement 
is to define adequately the technology that the parties 
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propose to deal with. Since "technology" can mean 
systematic knowledge of many kinds as related to a variety of 
activities, it may be defined in many different ways in 
agreements, according to how it is perceived by the parties 
involved and their particular environments and legal 
systems. The following are some ways in which technology 
may be conceptualized: 

• Technology that produces, or is incorporated in whole 
or in part in a defined or a "licensed product" 
(see Appendix B). 

• Technology that relates to a particular process, 
methodology or system, whether or not a product is 
involved (see Appendix B). 

• Technology that relates to a particular apparatus, 
machine or invention, whether or not a product is 
involved (see Appendix B). 

• Technology that meets the recipient's specified needs in 
such areas as planning and marketing, design and 
production activities, start-up, modifications or R&D 
(see Appendices C, D and E). 

• Technology based on documentation, R&D results, 
prototypes and machinery, etc., held by the supplier. 

• Technology covered by the statutory protection that the 
supplier has received under patent, copyright, trademark 
and industrial design laws. 

• Technology described by reference to that information 
not generally available to the general public which is kept 
as a trade secret, and other proprietary information 
of the supplier. 
Any one or more of the above approaches to concep-

tualizing technology should be considered as a basis for a 
workable definition. The more ways that it is characterized 
and specified, the smaller the risk of future disputes 
occurring concerning the scope of the agreement. Recent 
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Price 

Establishing a value for technology, and putting a price and 
payment scheme into effect, can be very complex. There are 
several ways of doing this, some examples of which follow. 

In some cases technology rights are transferred but 
payment is non-monetary, such as a transfer resulting from 
litigation, cross-licensing or a grant-back to the supplier of 
rights to improvements made by the recipient. Other 
examples are the granting of equity interests in the 
recipient's business through options or share transfers, or 
the provision of services or products. 

Monetary compensation generally falls into two 
categories: non-royalty and royalty compensation. The 
simplest form of non-royalty compensation is a fixed price 
payment, which may be paid "up-front" or in instalments. 
Other examples of non-royalty compensation are cost and 
cost plus fees, and payment per unit of technical assistance. 
Non-royalty compensation is used almost exclusively when 
dealing with the purchase of technology rights. Licensing 
of rights usually involves royalties, and sometimes non-
royalty payments. 

Generally, royalties are based on the extent to which the 
recipient uses the technology. They may be calculated as a 
fixed amount with reference to a measure of technology use, 
such as the amount of materials used in the technology 
process, or the number of licensed products produced or 
sold. Royalties can also be calculated on variable or fixed 
percentage rates, sometimes subject to maximum or 
minimum royalties and sliding-scale factors. They are 
applied to either the materials or components used in the 
technology process, or to the value of the licensed products 
based on their gross selling price, net selling price or the 
profits resulting from their distribution. It is important to 
define precisely the reference terms such as "net selling 
price" and the time that the "sale" or "manufacture" occurs. 

51 



The technology supplier may sometimes try to establish 

minimum amounts that are payable regardless of the 

calculated royalty payment. The supplier may also insist on 

the right to terminate the agreement or to change its nature 

(i.e. from exclusive to non-exclusive) if specified minimum 

royalty levels are not reached. The recipient may wish to 

establish a maximum amount of royalty above which the 

calculated royalties are not payable. If the maximum royalty 

is reached, the agreement may provide that certain events 

occur, such as a change in the license to exclusive from non-

exclusive, or complete assignment of the technology rights 

to the recipient. Sales by the recipient to related or non-

arms-length companies should be calculated on the basis of 

what an arms-length company would have paid for the 

licensed products, or some other measure of fair market 

value. Alternatively, the selling price could be deemed to be 

the price at which the affiliated company resells the 

products to an arms-length third party. 

A frequent question is the method of establishing the 
price to be paid for technology rights. The value involved 

reflects both the cost to the supplier in relinquishing the 

technology rights, and the advantages gained by the 

recipient. Although it is difficult for either party to have all 

the market information necessary for a precise determi-

nation of the value of the technology, some of the consid-

erations that can be taken into account include: 

• The reputation of the supplier. 

• The original investments made by the supplier. 

• The future costs to be incurred by the supplier (i.e. legal 

protection, warranty costs, administration costs). 

• The cost to the recipient of developing similar technology 

independently. 

• The eventual market for the supplier's technology and the 

licensed products. 
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production or development equipment (tooling, equipment, 
parts, materials) and/or information as to their specifica-
tions and sources; the licensed products themselves (at least 
until the recipient can itself supply its market); and related 
business information (customer lists, supplier lists, 
marketing information). These rights should also apply to 
technology improvements, in the appropriate circumstances 
(see Appendix 0). 

Failing to define the format and contents of the items to 
be supplied can cause problems. The number of copies, the 
size and the language should be clearly set out in the 
documentation. Non-documentary forms of information 
should list the media (photos, blueprints), the number of 
originals to be supplied and size. In all cases, unit references 
must be clearly defined. Other information of assistance to 
the recipient will be lists of drawings, materials and product 
specifications, marketing procedures, production facility 
requirements, equipment and tooling lists and production 
planning information. 

Finally, the recipient will want to receive representations 
and/or warranties from the supplier that it can currently 
supply technology in accordance with the contract 
requirements, sufficient to meet the recipient's needs; or 
that it will be developing or acquiring it within a stipulated 
period. It is of little value to the recipient to have a well-
drafted license or purchase agreement, if the provisions 
dealing with the supply of the technology and related 
information are not well conceived. If they are, the recipient 
will have good prospects of effectively using the supplier's 
know-how and the benefits of its technology. 

Acquiring the Ability to Use the 
Technology 

Another major problem in dealing with the transfer of 
technology is the failure to ensure that the recipient has 
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acquired the "ability to use" the technology. Going to great 
lengths to identify, and to obtain, the technology rights 
(whether by purchase or license) and making adequate 
provision for the supply and receipt of the technology and its 
related information, are not enough to guarantee a 
successful technology transfer program. 

For the recipient to use the technology effectively, the 
supplier should provide show-how in at least one, if not 
more forms. This is a relatively easy concept to deal with in 
principle, but much harder to put into practice. As a guide, 
the recipient should realize that it can receive show-how 
through such means as training programs, formal 
education, staff exchanges, consulting services and ongoing 
maintenance or support. These programs must be well 
conceived in scope (i.e. level of the trainees, technicians, 
engineers, etc.); location (site of the recipient, supplier or 
third party); length and schedule; number of recipient's 
personnel involved; language; cost; required facilities and 
aids (i.e. laboratory or testing equipment, special protective 
clothing) (see Appendix P). 

On the supplier's side, there is a reluctance to provide»any 
guarantees to the recipient and its personnel that they will 
be able to absorb the technology, and effectively use it for 
their intended purposes in a particular environment. The 
supplier may be concerned that the recipient's personnel 
have an appropriate level of education and skills, and 
willingness to diligently follow instructions; that the 
recipient's tools, equipment and materials meet the 
supplier's standards, and that the recipient's facilities and 
the production environment are suitable for the technology. 

If the participants identify such issues applicable to a 
particular technology transfer, and arrive at a mutually 
agreed resolution, this will not necessarily guarantee that 
the recipient is successful in acquiring the ability to use the 
technology. However, such an approach will certainly 
decrease the potential for major problems. 
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unreasonably withheld or delayed. Or, sub-licensing may be 
permitted only for particular purposes, as in the case of 
the recipient supplying the technology to a subcontractor 
or an affiliate. 

Pre-emptive Rights 

Technology agreements sometimes stipulate that, despite 
provisions contained in the agreement, the rights the 
recipient receives are qualified or restricted by prior 
agreements that have been entered into by the supplier and 
other parties. These specific restrictions should be specific 
listings rather than references to the prior agreements so 
that the recipient may be fully aware of the specific 
limitations affecting the recipient's use of the technology. 

Extent of Use 

Restrictions may be placed on the extent or volume use of 
the technology by specifying the maximum number of the 
licensed goods or services that may be manufactured, 
sold, used, distributed, by oth-er measures of use of 
the technology. 

Manner of Use 

Restrictions may apply to the form in which the recipient 
can use the technology, and prevent the recipient from 
converting the technology to, or using it in, another form. 
An example of this provision is the requirement that 
software be used only in its object code (machine language) 
form rather than in its source code (high-level 
programming language). 
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Reproduction Limitations 

it is usual for the supplier to restrict the number of copies of 
the technical information that the recipient is entitled to 
use. This is usually accompanied by allowing specific 
exceptions for back-up and archive copies, as well as copies 
for production and related purposes. 

Accessing Technology 

One of the major errors in technology transfer transactions 
is omitting, or dealing in a cursory way with, the concept of 
"accessing the technology". 

From the recipient's point of view, effective and 
comprehensive means of access to the technology should be 
a crucial consideration. The technology supplier, on the 
other hand, will not want to undertake what it views as 
overly onerous supply obligations for which it is not 
sufficiently compensated. 

Accessing the technology is not a major concern with 
patent and industrial design rights, since the technology is 
usually adequately disclosed in the registrations that are 
freely available. Nevertheless, when rights under patent, 
industrial design and other registration status are involved, 
it is usual to require the delivery of copies of certificates of 
registration, materials filed as part of the regis-
tration process and related registered assignment and 
license agreements. 

However, when the technology is primarily or even 
partially the subject of trade secrets (or rights to unfiled 
works such as copyrights), it becomes imperative to provide 
for the supply of, and access to, technology in a detailed 
manner. In particular, the recipient should obtain the right 
to acquire copies of documentation describing the trade 
secrets, know-how and copyrighted works; certain physital 
embodiments of the technology (prototypes, samples); 
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commencement date for each right (i.e. the date of 
execution of the agreement, or a "conditional date" which is 
effective on the occurrence of certain conditions), and an 
expiry date for each right (i.e. a specified future date, the 
date of payment of the final instalment, or the date of expiry 
of a patent). An expiry date need not be used for any 
particular right, if the term is described as being perpetual 
for that right. If there is no expiry date and no reference to a 
term for any particular rights, a grant of rights may be 
revocable on reasonable notice by either party. 

In some cases, provision is made to renew the initial term 
of the rights, through the exercise of an option by the 
recipient with prior notice, or automatically, unless one of 
the parties gives notice of termination prior to expiry. 

It is usual to provide for early termination of all rights 
should the agreement be breached. In addition, the 
agreement may include a provision permitting early 
termination "for convenience" or at the option of one of the 
parties. If a general phrase is used stating that the 
agreement itself terminates, then the parties must consider 
which rights are to continue and survive. For an example of 
contrasting approaches, an agreement might permit the 
recipient to continue exercising some or all of the rights to 
know-how technology upon the agreement's expiration, 
while another agreement might oblige the recipient to cease 
exercising the rights to the know-how technology 
and return all physical embodiments of the technology to 
the supplier. 

A similar approach may be used for other obligations that 
are set out in the agreement. An expiration date, together 
with provisions for early termination, can be stipulated for 
each major obligation. Another important consideration is 
the survival after termination of obligations such as 
confidentiality and nondisclosure. 
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Exclusivity 

The granting of rights on a non-exclusive basis permits the 
supplier to grant such rights to others, and to use the 
technology itself. Exclusivity prohibits the supplier both 
from using the same rights to the technology and/or from 
granting them to others. Granting a "sole license" to a 
technology will normally mean that the supplier cannot 
grant to others the same rights granted to the recipient, but 
that the supplier can, itself, exercise those rights. The 
agreement may also contain provisions stipulating that the 
status of rights changes from exclusive to non -exclusive, or 
vice versa, upon the occurrence of certain events. 
Exclusivity should also be defined with respect to territory, 
time periods and different compensation levels. 

Field of Use 

Restrictions in the manner or field of use of the technology, 
may be stipulated (i.e. use only in connection with the 
production of certain specified products, or for the 
recipient's own internal purposes). 

Market Restrictions 

The agreement may limit the recipient's right to sell or 
resell the licensed products to certain market segments, 
particular types of purchasers or potential customers. 

Retransferring the Technology 

Restrictions normally apply to the recipient's ability to 
transfer its acquired technology to third parties, whether 
through assignment or sub-licensing. This may consist of an 
absolute prohibition, or of the right to transfer the 
technology on the basis of consent which is not to be 
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• The availability of competitive technology, and its ability 
to be used as a substitute. 

• The average price payable for competitive technology. 

• The stage of commercial development of the technology. 

• The extent of legal protection available for 
the technology. 

• The form of transfer (purchase, exclusive or non-
exclusive license). 

• The potential risks to the recipient of infringing third-
party rights by using the technology. 

• The types of restrictions on the recipient's right to use 
the technology. 

• The estimated cost savings and other benefits of 
the technology in the recipient's operation. 

• The level of investment required by the recipient to 
protect (i.e. patent/trade secret program) and to utilize 
the technology. 

• The compensation paid by other recipients of 
the technology. 

• The relationship of the supplier and recipient 
(i.e. whether they operate as direct competitors or are in 
separate markets). 
There is no legal requirement that the supplier receive 

the same royalty or other compensation from every recipient 
of its technology. Therefore, in some cases the recipient 
requests a "most-favoured licensee" status so that it 
becomes entitled to pay no more than other recipients of 
comparable rights to the same technology. This provision is 
normally only applicable in cases where the technology is 
provided on a standard basis without customization or 
special provisions for a particular recipient. The recipient's 
concern is that it be able to compete on an equal basis with 
other recipients. The supplier's concern is not to be involved 
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in a situation of constantly administering the pricing 
provisions, and justifying its price on the basis of this clause. 

In Canada, a technology supplier has the right to enter 
into and enforce an agreement providing for payment for 
technology over a period greater than the monopoly term 
granted by the applicable industrial property statutes. 
For example, even after a patent lapse, a recipient of 
patented rights could be obliged to pay for those rights and 
carry out other obligations under the technology agreement, 
if the agreement so provided. 

Payment 

Once pricing has been determined, several payment issues 
must be resolved. They include the frequency of payments 
throughout the year, the time and date of such payments, 
the currency in which the payments are to be made, an 
exchange rate formula, the method of payment (i.e. letter of 
credit, bank drafts), the place of payment and ways of 
dealing with any present or future currency repatriation 
restrictions or similar impediments. 

The actual time over which payments are made should be 
defined by reference to the payment commencement date, 
the date upon which the payments are to be escalated or 
de-escalated and the date on which the final payment is to 
be made. In some cases, the technology recipient will want 
to include a provision that all payments cease and do not 
apply after the occurrence of certain events, such as the 
recipient being sued by a third party claiming infringement 
of its rights through use of the technology. In addition, the 
cessation of payment may be stipulated where the 
technology is not delivered in accordance with a schedule, 
where some deficiency occurs in the supplier's performance 
or where the technology is otherwise deficient. The 
agreement may also provide that payment cease, if the 
technology falls into the public domain and is freely 
available to others. 
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If an underlying intellectual property right such as a 
patent, is held to be invalid, the patent licensee will be liable 
to continue paying royalties in accordance with the 
technology agreement, unless the licensor had expressly 
warranted the validity of the patent. To protect recipients, 
the agreement should always contain a warranty by the 
supplier of the validity of the intellectual property right, or 
provide that payment cease should the acquired rights 
be invalid. 

The impact of Canadian laws relating to antitrust and 
competition restrictions, particularly with respect to pricing 
and payment, is uncertain in many technology transfer 
situations in Canada. The interpretation of such laws, and 
their application to technology transfer agreements, are 
unclear, because very few cases have addressed these issues. 
In addition, in the last decade no guidelines or official policy 
statements have been made by a Canadian government 
agency to clarify this area. Therefore, it is important that 
parties to a technology transfer agreement have their legal 
counsel review provisions relating not only to pricing 
restrictions, but also to other market restrictions such as 
exclusivity, territorial allocations, exclusive dealings and the 
ability of the technology supplier to fix or otherwise 
influence the price of technology and related goods or 
services provided by the recipient. As an example, it is 
currently not clear whether the supplier is prohibited from 
fixing the price that the recipient can charge its sub-
licensees for a technology. 

Supplier's Representations 

The inclusion of warranties and representations by the 
supplier is usual, although the precise wording will vary 
greatly between different agreements. Examples of 
provisions include the following: 
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• That the statutory basis of the technology rights 
(i.e. patents) is valid and subsisting and that the supplier 
is the owner of, or licensee (with right to sub-license) 
such rights. 

• That the appropriate applications for statutory protection 
are currently pending. 

• That the technology does not, to the best of the supplier's 
knowledge, infringe any third-party rights. 

• That the supplier is the sole owner of, and has the 
right to transfer the technology to the recipient to the 
extent required. 

• That the supplier has not licensed, assigned, charged, 
encumbered or granted an option for the technology, and 
has not agreed to do so; nor has the supplier committed 
any other acts or granted any other prior rights, that will 
affect the validity, conflict with or restrict the technology 
transfer under the agreement. 

• That the supplier possesses the technology, and that it is 
capable of producing a certain specified result. 

• That the rights have been granted to the recipient on 
terms and conditions as favourable as granted to any 
other party. 

• That the supplier shall not resell or license to third 
parties, the technology for which it has assigned, or 
granted an exclusive license to the recipient. 

• That the supplier has been granted, and is the sole and 
exclusive beneficiary and owner of all the rights, title and 
interest in and to, certain regulatory approvals relating to 
the technology and/or the products, consisting of those 
approvals as specifically set out, all of which are valid, in 
effect and in good standing and whose validity will not be 
affected by the technology transfer. 

• That neither the supplier nor its affiliates are a par. ty to, 
or threatened with, any legal proceedings or inquiries 
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relating to the technology and/or products, and that the 
supplier is not aware of any circumstances that would 
give rise to any such legal proceedings or inquiries 
against it or its affiliates. 

• That the supplier does not believe, nor is it aware of any 
circumstances that would lead it to believe, that any 
unauthorized use of the technology is occurring. 

• That the supplier has entered into written agreements 
with all of its employees, affiliates, consultants, licensees 
and subcontractors who had access to the technology, 
whereby they have agreed to maintain the technology as 
confidential, not to disclose it to any other party, and to 
use the technology only for limited purposes as required 
by, and for the benefit of, the supplier. 

• That all present and former employees, affiliates, 
consultants and subcontractors of the supplier, who have 
participated in developing the technology, have by 
written agreement and for adequate consideration, 
assigned all of their rights and interests therein to 
the supplier. 

• That the supplier has made full and complete disclosure 
to the recipient of all information in its possession 
concerning any circumstances that could adversely affect 
the effective transfer of the technology to the recipient. 

• That the technology supplier will continue protecting the 
technology by all applicable legal means, such as by 
applying for, maintaining or assisting in maintaining the 
statutory protection underlying the technology. 

• That the supplier has maintained the confidentiality and 
trade secret nature of both the trade secrets and the 
subject matter of all patent applications, and that the 
supplier will continue to protect the technblogy through 
an internal trade secret protection program (particularly 
important where it has granted an exclusive license or an 
assignment of rights). 
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• That the supplier will be obliged to take all necessary 
action to monitor and prosecute infringement by third 
parties of its rights and those of the recipient. 

• That the supplier will protect the recipient against any 
legal action taken by a third party who claims that the 
rights granted to the recipient infringe the third party's 
proprietary rights. This provision may range from the 
lesser obligation to defend the recipient and pay damages 
awarded, to a "hold-harmless indemnity" that fully 
protects the recipient against all loss, damages 
and liability. 

• That the supplier will disclose and grant rights to future 
improvements to the technology developed by the 
supplier; (because there is no legal definition of 
"improvements", care must be exercised in defining them 
so that future misunderstandings do not arise as to the 
scope of this obligation. Issues similar to those relating to 
the "base" technology must also be addressed for 
improvements, such as the price of the improvements, 
the term of the rights and responsibility for filing, 
registering and otherwise protecting the improvements). 

• That the supplier will take no action or inaction that 
would conflict with, or restrict the rights granted to the 
recipient under the technology agreement, or use the 
technology in any manner that would result in a conflict 
with the recipient's rights. 

Several of the provisions set out above apply only to a 
licensing situation, whereas others are limited to the 
purchase of technology. 

Licensing Obligations of the Recipient 

In a licensing situation, the recipient will normally be 
requested to agree to a number of obligations that' the 
supplier considers to be standard. Most of these do not apply 

to a technology purchase. 
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The recipient will generally have to take certain measures 
to protect the technology. These may include: 

• Acknowledging and not contesting the supplier's 
exclusive ownership of the technology. This will relate to 
both the statutory rights, and the trade secret 
information held by the supplier. 

• Protecting the technology through legal means, by 
assisting in, or being fully responsible for, applica-
tions and maintenance of the statutory rights in 
the technology. 

• Protecting the technology by physical means, such as 
restricting the distribution of the technology to 
the recipient's employees or subcontractor until 
after they have entered into confidentiality and non-
disclosure agreements. 

• Keeping the technology confidential and not disclosing it 
to other parties, except in limited circumstances such as 
subcontractors or others supporting and maintaining the 
licensed products. 

• Undertaking to comply with all - laws in the jurisdiction in 
which the recipient operates, relating to the use of 
the technology in manufacturing, testing, sales 
and advertising. 

• Assuming responsibility for the costs (and perhaps the 
conduct) of legal actions against third parties who have 
misappropriated the technology. The critical issues will 
be the level of the recipient's commitment to a program 
of protection, the manner of sharing the costs of such a 

program, the allocation between the recipient and the 
supplier of any damages won by the recipient from third 
parties, and the extent of the recipient's ability to make 
the decision to commence legal action and -to control the 
prosecution and settlement of proceedings against third 
parties if the supplier is unwilling or unable to do so. 
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• Indemnifying the supplier against any claims based on 
misuse of the technology by the recipient, or on 
deficient products made by the recipient that bear the 
supplier's trademarks. 

• Acknowledging that no other rights have been granted 
except those expressly set out. 

The recipient may be obligated to provide a minimum 
level of resources and undertake certain activities to 
improve, or contribute to the improvement, of the tech-
nology. The extent of disclosure of these improvements, the 
granting of associated rights, and any payments to the 
supplier, should normally be covered. The recipient may 
sometimes be required to agree that such improvements 
become the property of the supplier or become available to 
the supplier on a royalty-free basis. Also standard is an 
allocation of responsibilities for protecting the improve-
ments both by instituting confidentiality programs, and by 
seeking such legal protections as registration. As with the 
granting of the "base technology", the area of improvement 
grant-backs requires consideration of such issues as term 
and territory. 

The recipient's general reporting obligations fall into two 
categories. The first concerns the quality controls used for 
the technology and its products. The agreement may require 
the recipient to provide samples on a periodic basis, as well 
as inspections of the recipient's premises and submission of 
reports. The second reporting requirement concerns the 
supplier's ability to verify the extent to which the technology 
is used, sales of the recipient's products and royalty 
calculations. It may be stipulated that inspection(s) is to be 
done either by the supplier or an independent third party 
under an obligation of confidentiality. Responsibility for the 
costs of record keeping, inspections and verifications must 
be set out in the agreement. 

In most cases, both the supplier and the recipient have 
the same interest in maintaining and enhancing the 
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reputation of the technology and the licensed products. 
A provision usually requires that the recipient comply with 
the supplier's instructions, specifications and quality 
controls for use of the technology and its products, 
particularly where the recipient is also acquiring the right 
to use the trademark or trading name of the supplier, or 
is providing the licensed products back to the supplier 
for distribution. 

Where the compensation to the supplier is based on 
royalties, particularly in exclusive licensing arrangements, 
the recipient will have to commit itself to commercially 
exploiting the technology. To illustrate, the recipient could 
invest a minimum amount in manufacturing or R&D 
facilities, or undertake a specific marketing and sales 
promotion campaign. In some cases, the obligation is 
phrased very generally in terms of the recipient using 
"its best efforts" to exploit the technology commercially and 
meet certain sales objectives. If the supplier is to receive a 
minimum royalty or similar payment, it may not insist so 
strongly on such performance criteria, unless other reasons 
arise. For example, the domestic legislation in the 
recipient's territory may require it to "exploit" the techn-
ology (either directly or through third-party licensees) 
in order that the supplier's rights to the technology 
are preserved. 

Suppliers sometimes attempt to include a restrictive 
provision preventing the recipient from competing with 
the supplier in the same technology field, both during 
and after the expiration or termination of the rights in the 
agreement. The scope of such a provision and its duration 
are often matters of much negotiation and dispute, and 
may be subject to antitrust and competition laws in the 
applicable territories. 

The recipient is generally requested to acknowledge that 
no agency relationship exists between the parties, and 
undertake that it shall not enter into any agreements or 
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incur any obligation on the supplier's behalf without the 
supplier's consent. 

As part of the technology transfer, the supplier may 
require a provision that compels the recipient to acquire 
additional materials, components or technology from the 
supplier, in addition to the base technology. In some cases, 
this requirement benefits both parties by giving the supplier 
income and establishing a source of supply for the recipient. 
On the other hand, it may also pose a hardship for the 
supplier by forcing it to commit itself to develop and provide 
future technology, or to guarantee a source of materials. 
Similarly, the recipient may find it onerous to purchase all 
of its materials, goods and technology from one outlet, if 
other suppliers exist. This type of provision is usually closely 
scrutinized under antitrust and competition laws. 

Some suppliers insist that the recipient not obtain any 
rights to competing technologies, thereby preventing the 
use of other processes, inventions and know-how. The 
objective may be to ensure that a particular standard of 
production is met, and quality control maintained. This 
provision is also used so that the recipient does not find 
itself in a conflict of interest position between the supplier 
and a third party. As expected, provisions of this type are also 
closely reviewed under antitrust laws. 

Limitation of Legal Liability 

Suppliers usually try to disclaim and limit their liability in 
one or more of the following ways (some of which may apply 
only to transfer by licensing): 

• Excluding consequential, incidental, indirect and 
special damages. 

• Limiting the supplier's overall liability to some stated 
amount or percentage of the value of the agreement. - 
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• Providing certain limited remedies for breach by the 
supplier, and specifying that these are the recipient's 
sole recourse. 

• Disclaiming responsibility for the recipient's manner of 
use of the technology and the resulting licensed products 
and services. 

• Excluding all warranties and conditions except as 
expressly provided in the transfer of agreement. 

Comparable limitations to protect the recipient may 
consist of: 
• Limiting the maximum amount of any indemnities the 

recipient must provide. 

• Capping the recipient's total liability under the 
agreement by reference to some stated amount, or a 
percentage of the agreement. 

• Limiting the recipient's liability for negligently disclosing 
any trade secret elements of the technology. 

Taxation 

Taxation aspects of technology transfer agreements may be 
complex. Because the impact of tax laws changes 
significantly with the form and method of exploitation and 
compensation, they must be reviewed very carefully. The 
scope of this booklet does not permit an examination of all 
taxation issues or an in-depth review of any particular issue. 

Tax treatment may depend upon the form of payments. If 
know-how is transferred in return for a lump sum payment, 

the supplier may be in a position to treat it as a capital 
receipt. If payment is made as a periodic royalty, it may be 
treated as income receipts to the supplier. Even royalty 
payments for an assignment or exclusive license would 
likely be an income receipt, whereas a lump sum payment 

for the same technology rights would ordinarily result in a 
capital receipt. 
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Successfully characterizing the payments as capital gains, 
instead of income, is a major concern of the supplier, due to 
the lower tax rate involved. However, the recipient may have 
a conflicting position since its tax deductions may be 
greater if the payments are considered income rather than 
capital accounts. 

In some situations, due to the particular provisions of the 
Canadian Income Tax Act, the same payments for 
technology that are characterized as payment in the nature 
of income of the supplier, may also be characterized as 
capital for the recipient. This results in both parties 
receiving less favourable tax treatment. 

The Recipient 

The technology recipient as payer for patent purchases or 
licenses may generally claim tax depreciation in the form of 
capital cost allowance; such depreciation is not available for 
acquiring patent applications. Trademarks may be deductible 
on a specified basis as "eligible capital expenditures". 
Payments for acquiring know-how are deductible 
expenditures in most cases. 

The Goods and Services Tax is structured to apply to 
technology transactions. The paying recipient of the 
technology must pay the tax to the supplier (as remitting 
agent for the federal government) at a rate of seven percent 
of any consideration paid or payable for supply of technology 
in Canada. This tax is not applicable to technology 
transferred from Canada for use exclusively outside Canada. 
The tax also does not apply to the Canadian recipient 
of foreign technology if the recipient is in the bus-
iness of making tax-exempt supplies; otherwise, the 
Canadian recipient must pay the tax directly to the 
federal government. 
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The Supplier 

If the supplier carries on the "trading of technology rights" 
as its ordinary business, all payments received by the 
supplier, no matter what their form or the structure of the 
technology agreement, will likely be normal business 
income which is fully taxable. In contrast, a supplier of 
technology who undertakes the transfer as an isolated 
transaction, may receive more favourable tax treatment. 

Any licensing or sale of technology rights, where the 
payments are based on the amount of "use or production 
from" technology property, will make such payments fully 
taxable as income in the supplier's hands. 

Royalty payments made for the assignment or licensing 
of technology rights relating to patents and trademarks, and 
based upon the extent of use of the technology, will be 
characterized as income even if the patent or trademark, is 
sold outright. If the payment is a lump sum not based on 
use of the technology but as compensation for an interest, as 
in the case of the supplier giving up its rights to use the 
technology in a particular market (i.e. exclusive license or 
sale of patent rights), then ii will be characterized as a 
capital receipt of the supplier. 

Payments for assignments or licenses under copyright are 
rarely considered as capital receipts, unless it can be shown 
that the supplier of the rights is not engaged in a profession 
or trade that involves the creation of, or dealing in, such 
copyrighted works. 

Canadian tax law generally does not treat know-how as 
property in the ordinary sense. The view is that a "sale" of 

know-how means that it is ultimately not disposed of, but 
only "disclosed", and therefore remains with the supplier 
for its use after such disclosure. Payments for know-how will 
only be treated as capital receipts if the supplier of the 
know-how is itself preclude d. in the future from using such 

technology in a certain market (i.e. exclusive license) in 
return for a lump sum payment not based upon use. 
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A non-resident supplier of technology may be subject to 
withholding tax on payments made by a Canadian recipient 
to the non-resident, at a rate of 25 percent as reduced by the 
applicable tax treaty. The withholding tax applies to two 
general categories: management or administration fees, and 
rents, royalties or similar payments for certain types of 
information and services. In most cases, the withholding tax 
will apply whether the payment is a capital gain or income. 

International Provisions 

Canada adheres to several international conventions 

regarding industrial property rights; e.g. the Berne 
Convention and the Universal Copyright Convention, when 
dealing with copyright issues. Since these two copyright 
conventions do not form part of the domestic law of Canada, 
except to the extent that they are included in the Canadian 
Copyright Act, parties to technology transfer agreements 
that have effect only in Canada, do not need to review 
the conventions. 

Similarly, Canada's membership in the International 
(Paris) Convention for the Protection of Industrial Property, 
which relates to patents, industrial designs and trademarks, 
is significant only to the extent that its provisions are 
reflected in the Canadian Patent Act, the Industrial Design 

Act and the Trade Marks Act. With Canada's recent 
ratification of the Patent Cooperation Treaty, important new 
provisions came into being to assist Canadian technology 
owners in protecting their inventions internationally 
(see Chapter 2). 

There are no international treaties or conventions of 
which Canada is a member, that deal with trade secrets. 

In a technology agreement that is international in scope, 
in that part or all of the technology is being received from, 
or will be used in, a foreign country, it is advisable to address 
certain additional issues such as: 
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• Approval of the transaction by government authorities of 
the technology recipient's country. 

• The applicable law for interpreting the agreement. 

• The process and forum for dispute resolution. 

• Applicable language for interpretation and notices. 

• Provisions relating to currency, rate of exchange and 
currency repatriation restrictions. 
Some of these international issues are quite complex and 

it is essential that they be reviewed with counsel familiar 
with the laws and requirements of the foreign jurisdiction. 

Miscellaneous Provisions 

Various other provisions (sometimes called "boilerplate") are 
usually found in technology transfer agreements. Among 
them are clauses dealing with the following matters: 

• Whether the supplier or recipient may freely transfer any 
of its rights or obligations to another party. (The restric-
tions range from a general prohibition, to a prohibition 
subject to consent that is not to be unreasonably with-
held or delayed, and to permitted assignments without 
consent in limited circumstances, such as to subsidiaries 
or certain affiliates). 

• Official notices, their method of delivery (i.e. telegram, 
facsimile, personal delivery, mail), the address and name 
of the individual to receive the notices, as well as when 
they are deemed to have been received after sending. 

• Force majeure or events beyond the control of either 
party, which prevent or delay one or both of the parties 
from carrying out their obligations, the types of events 

which will excuse such delay, the length of time to which 
such delay will be excused, and whether ultimately the 
agreement will be terminated if the force majeure event 
continues beyond a certain date. 
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• Whether arbitration will be an optional alternative to the 
courts or an attempt to exclude review by the courts, a 
description of the arbitration body, its location, proce-
dures and whether an appeal from it is permitted. 

• The manner of executing the agreement and whether it 
requires certification or legalization, witnesses or 
corporate seals. 

Attachments 

Normally, various attachments also called appendices, 
exhibits or schedules, follow the main body of the 
technology agreement containing the legal provisions. They 
are used as a means of eliminating technical, financial or 
complex administrative details from the body of the 
agreement in order to simplify it. Attachments also permit 
the agreement to be concluded even though some of the 
material in the schedules is not available. Although it is not 
recommended that parties enter into an agreement or the 
concluded negotiations if all the schedules have not yet been 
completed, they sometimes complete negotiations on the 
body of the agreement, subject to the schedules being 
finalized to both parties' satisfaction at a later time. 

Attachments may consist of the following: 

• Particulars of trademarks, registrations and applications. 

• Particulars of patents, registrations and applications. 

• Particulars of copyrights, registrations and applications. 

• Particulars of industrial designs, registrations 
and applications. 

• Particulars of assignments, licenses or other grants 
relating to the rights to the technology. 

• A description of the scope of the technology, as related to 
design, engineering, manufacturing, management, 
marketing, and a description of the licensed products. 
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• A description of the improvements included in 
the transaction. 

• A description of the parts of the technology and improve-
ments that are excluded, if any. 

• Lists of the documentation such as manufacturing, 
drawings, materials specifications, vendor data, 
manufacturing procedures and facilities, tooling, 
production planning, quality assurance (see Appendix Q). 

• A description of the technical assistance. 

• An outline of the training program, the various 
disciplines and estimated training periods. 

• Pricing and payment terms, escalation provisions and 
tax treatment. 

• Supply and performance bonds. 

• Licensed product specifications, tolerances, quality 
assurance and acceptance testing procedures. 
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4 
Undertaking and Completing 

the Transfer 

Obtaining Legal Advice 

A seemingly profitable technology transfer arrangement, 
with the right party and the right technology, which is 
contained in a poorly drafted agreement, may be partially 
successful. It can, however, be vulnerable to significant 
problems in the future. Such unanswered questions as tax 
liabilities, future obligations_regarding improvements, or 
liability to third parties, will subsequently arise to strain 
the relationship. 

This guide offers basic assistance on various aspects of 
negotiating and preparing technology transfer agreements 
in Canada. But in this format, it cannot address the diverse 
legal issues that could arise in every transaction (see 
Appendix U for further reference). It is most important that 
timely legal advice be obtained from a lawyer who is 
knowledgeable both in the negotiation, and preparation of 
technology transfer agreements. 

A person with a combination of legal training and 

knowledge of the peculiarities of technology transfer has a 
role to play, whether acting as a lawyer or as a business 
counsellor. As well as being an expert in technology transfer 

transactions, this counsellor should become familiar with 
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the relevant industry, as well as the commercial, tech-
nological and financial concerns of the party being 
represented. The extent of assistance the counsellor should 
provide will depend upon the experience of both the supplier 
and the recipient in dealing with technology transfer, the 
complexity of the transaction, the presence of international 
considerations and the availability of resources within 
the two organization to devote to the technology 
transfer project. 

Following are some of the specific areas in which a lawyer 
familiar with technology transfer issues may give assistance: 
• Preparation of a "Request for a Proposal" to acquire or 

supply technology, and the proposal itself. Both 
documents can ultimately form a "mini-contract" which 
could govern the parties' relationship, if a formal 
technology transfer agreement was not executed. 

• Preparation of a "heads of agreement", memorandum of 
understanding or letter of intent, which will establish the 
scope of the technology agreement. 

• Advice on both domestic and foreign laws which could 
affect the agreement. 

• Structuring the formal technology transfer agreement. 

• Assistance in negotiating the agreement. 

• Business advice based on the lawyer's past involvement in 
other technology transfer projects. 

The Process of Negotiation 

There are various stages in the negotiation of a technology 
transfer agreement. The following is a brief outline of the 
more important phases in chronological order: 

• First, the technology requirements are established, 
together with the search for, and identification of, a 
suitable party to the technology transfer and the 
technology itself. 
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• Next is usually the preparation and presentation of the 
offer, or request for a proposal to supply technology. This 
document identifies the prospective parties, briefly 
describes the technology offered or sought, and 
summarizes the proposed business arrangements and 
financial consideration contemplated. Samples of the 
technology and its products and a comparative review 
of alternative technologies may also be provided 
or requested. 

• In conjunction with this second stage, the parties enter 
into a secrecy or nondisclosure agreement that protects 
both the technology and any other business information 
disclosed by either party. It is very important to have a 
well-drafted nondisclosure agreement, since it may be the 
only agreement that governs the status of the protected 
information if negotiations break down and the transfer 
agreement is not completed. The cost of such an 
agreement is relatively nominal, but its value can be 
enormous if the parties have a falling out. The non-
disclosure agreement generally restricts the use of the 
information to evaluations necessary to complete 
negotiations. It prohibits duplication or dissemination of 
the information to third parties, requires that it be 
returned upon breakdown of negotiations to the party 
supplying it, and provides that the party who obtains 
it acquires no rights except as specifically described in 
the agreement. 

If a technology transfer agreement is entered into, it will 
usually contain its own confidentiality provisions which 
will be stipulated as superseding those in the non-

disclosure agreement (see Appendix R for a summary of 
the provisions of such a confidentiality agreement). 

• After internal reviews of the preliminary information, 

further negotiations are conducted either by correspon-

dence, through an agent or by direct meetings. Visits 
between the parties may take place to view sites, existing 
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technology facilities and markets and, most importantly, 
to establish a relationship of mutual understanding and 
respect. During this period, there could be ongoing 
parallel negotiations with several potential partners. 

• The supplier may grant an "Option Contract" to give the 
potential recipient the time necessary to evaluate the 
technology and make a decision before the supplier 
approaches any other party. The option contract governs 
the right to exercise the option. It details duration and 
confidentiality provisions, any payment for the option, 
the form for acceptance of the option, the obligation to 
return all technology materials disclosed if the option is 
not exercised, drafts of the technology transfer agreement 
and any other applicable agreements that will come into 
effect upon the exercise of the option. 

• The negotiation of the terms and conditions of a complex 
technology agreement may take several months to 
conclude. The period of negotiation reflects the number 
of meetings necessary to deal with legal, commercial, 
technical and financial matters and can involve the 
parties, their consultants, as well as lawyers, and 
government officials in the jurisdiction involved in 
the agreement. 

• The final agreement may be set out in a single legal 
document containing all the provisions relating to 
technology transfer, or it may be set out in a series of 
interrelated documents addressing various phases, 
segments or components of the transaction. The benefit 
of using separate agreements governing such areas as the 
licensing of copyright, trademark, or patents, or for the 
supply of trade secrets and services, is that it permits 
individual administration of each area. It may also 
facilitate the separate registration of certain rights, and 
government authorities' evaluation and preclearance of 
the various elements of the transaction. The difficulty 
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with this method is that the highly desirable integrated 
approach to the transfer of technology may be threatened 
by the independent documents. This can be alleviated to 
some extent by having the documents cross-referenced to 
each other, such as by crosstermination provisions 
(reciprocal) and clauses incorporating external materials 
by reference. 

The final agreement between the parties may contain 
some or all of the following components: 

• The overall transfer of technology agreement. 

• Licensing and assignment of rights agreements (unless 
they are part of the overall transfer agreement). 

• Agreements governing the supply of goods and services 
(unless they are part of the overall transfer agreement). 

• The constitution and bylaws of any new entity to be 
established, together with shareholders' agreements. 

• Financing documentation. 

• Proposed subcontracts. 

(See Appendix S for a case study of technology transfer 
situations.) 

Technology transfer agreements that are international in 
scope will require the negotiation of various items not 
normally present in a domestic agreement. They include 
stipulations as to the controlling language, applicable 
currency and rate of exchange, governing law, various 
government approval processes and the procedure and 
forum for dispute resolution. 

Complying with Canadian Legal 
Requirements 

Agreements dealing with technology transfer occurring 
solely within Canada are less complex to structure and to 
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implement than agreements to transfer technology into 
many other countries. Canada has no regulatory scheme 
governing technology transfer agreements, as is the case in 
other jurisdictions. 

Some countries, such as Mexico, Brazil and Argentina 
have laws that may affect either the content or substantive 
provisions of the agreement and/or require approval and reg-
istration of the agreement (as well as making it available for 
public inspection). Canada has few provisions affecting the 
agreement's content, and only a very limited approval and 
registration process for certain specific components of it. 

In general, any technology transfer agreement in Canada, 
whether expressly described as a technology transfer 
transaction or as part of the sale of a product, joint venture 
or other transaction, is governed primarily by the law of 
ordinary commercial contracts. As a result, the parties are 
generally free to create their own terms and conditions. 
Although technology transfer agreements may in some cases 
be enforceable even if they are oral, it is recommended that 
all relationships having a technology transfer component be 
set out in writing to ensure that no future misunder-
standings arise concerning their terms (see Appendix 0). 

Contract law requires that an agreement be clear and 
unambiguous. The courts will uphold and enforce the 
ordinary and plain meaning of the agreement, although 
technical phrases will be given their technical meanings. If 
some of transfer agreement's provisions are ambiguous, the 
courts may try to determine the parties' intention, usually 
by reference to the surrounding circumstances. This may be 
a long, uncertain and arduous process, undertaken through 
litigation, which is invariably expensive. In a number of 
recent cases dealing with technology transactions, 
the courts have refused to enforce agreements because of 
their ambiguity. 

The major provisions of those few laws that do have a 
direct impact on technology transfer agreements in Canada,  
can be discussed under the following categories: 
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Registration 

In some situations it is a requirement to register some of 
the rights granted in technology transactions, but not 
necessarily the technology transfer agreements as a whole. 
• Trademarks: Technology transfer agreements that grant 

rights to use trademarks require registration of the 
licensed recipient under the Trade Marks Act as a 
"registered user" of the registered trademark. 

• Patents: Technology transfer agreements which include 
an assignment of, or exclusive license rights under a 
patent, must have the assignment or exclusive rights 
registered. A non-exclusive license under a patent does 
not have to be registered. 

• Industrial designs: Technology transfer agreements 
which include an assignment of, or exclusive license for a 
registered industrial design, must have the assignment or 
exclusive rights registered. A non-exclusive license does 
not require registration. 

• Copyrights: Technology transfer agreements which 
contain only an assignment, or license of an interest in 
copyright, are not required to be registered. 

• Trade secrets: Technology transfer agreements that deal 
only with rights to use trade secrets are not required to 
be registered. 

Writing 

A written contract is required in certain cases. As pointed 
out above, however, documenting the agreement is very 
important, even if not legally required in all circumstances. 

• Trademarks: Although an agreement granting someone 

the right to use a trademark is not specifically required to 
be in writing, the mandatory application for registration 

of that person as a registered user must be in writing. 
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• Patents: Assignments and exclusive licenses under a 
patent must be in writing. The assignment must be 
attested to by an affidavit of a subscribing witness. 

• Industrial designs: An assignment of, and exclusive 
license for an industrial design registration, must be 
in writing. 

• Copyrights: An assignment of copyright must be 
in writing. 

• Trade secrets: An agreement dealing with trade secrets 
need not be in writing in order to be enforceable. 

Compulsory Licensing 

• Trademarks: There is no provision for compulsory 
licensing of trademarks, although the nude Marks Act 
does permit an application to remove a registered owner's 
trademark from the register for non-use. 

• Patents: If after three years from the date of issue of a 
patent, the patented technology has not, been 
commercially exploited and the patent owner cannot offer 
reasons deemed satisfactory under the Patent Act, anyone 
can request a compulsory license (except in patents 
related to pharmaceuticals and food products). 

A more liberal compulsory license under a patent is 
available, in some cases for medicinal and food products. It 
does not require the applicant to prove that the patented 
invention has not been exploited by its owner. However, the 
availability and scope of such licenses have been curtailed in 
recent years by the Patent Act amendments in 1987, which 
were discussed earlier. 
• Industrial designs: There are no provisions for 

compulsory licensing of industrial designs. 

• Copyrights: There are two main types of compulsory 
licenses. The first is a license to reproduce a published 
work after 25 years from the death of its author. 
The second is a license to print and publish a previously 
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published work, if the copyright owner fails to print the 
work or to adequately supply the market. 
The previously available compulsory license to make a 

contrivance (i.e. record or tape) to reproduce sounds and/or 
mechanically perform a work where such work has been 
previously recorded, was eliminated by the Copyright Act 
amendments in 1988. 

• Trade secrets: There appear to be no legal provisions for 
the compulsory licensing of trade secrets. 

Anti-Competitive Behaviour 

Canadian laws relating to competition policy and antitrust 
concerns in technology transfers are very complex and in 
some cases difficult to analyze. It is clear that a provision 
allowing the technology supplier to regulate resale prices of 
articles produced by the recipient using the technology, is 
prohibited. Recent amendments to the Competition Act 

allow the courts to declare license agreements void if the 
intellectual property owner uses its exclusive rights to lessen 
competition. Whether, and to what extent, the various 
provisions in the Canadian Competition Act and in the 
Canadian Criminal Code apply, are difficult questions that 
should be reviewed by legal counsel in the context of a 
particular technology transfer agreement. 

Financial and Statistical Reporting Requirements 

The Canada Corporations and Labour Unions Returns Act 

requires that Canadian companies who are recipients of 
technology must file on an annual basis, a form signed by 
two officers, containing information describing transfers 
of technology into Canada to such companies, from 
non-resident suppliers. Previously, a recipient who in any 
one year had entered into or renewed licensing agreements 

with a non-resident supplier that were valued at more than 
$5 000 had to provide detailed information on a license-by-
license basis. Since April 11, 1986, this requirement is no 
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longer applicable. A disclosure of the aggregate annual 
technology transfer fees paid for scientific R&D, patent 
royalties, know-how licenses, industrial design fees and all 
other payments must, however, be disclosed. Software 
license fees are excluded from reporting requirements. 

Canada does not impose other reporting requirements, 
exchange controls or similar financial restrictions on 
payments made to non-residents for technology (except for 
withholding taxes on certain services and royalties). 

Control of Technology Exports 

The Canadian Export and Import Permits Act requires that 
a permit be obtained from the Export Controls Division of 
External Affairs and International Trade Canada before 
technical data can be exported from Canada. The Act 
controls exports by regulating geographical areas of 
destination (Area Control List) and by specifying certain 
goods on an Export Control List (ECL). The ECL, which is 
exceedingly technical in its descriptions, lists products 
under five groupings: Industrial Goods, Munitions, Atomic 
Energy, Technology and Miscellaneous Goods. 

"Technology" is defined to mean "technical data, 
including technical drawings, photographic imagery, 
models, formulas, engineering designs and specifications, 
technical and operating manuals, whether in written form 
or recorded on disk, tape, ROM or other medium." Group 4 
(Technology) contains a list of specific technologies that are 
controlled (i.e. technology for metal working manufacturing 
processes). Of greater significance is that Group 4 also 
controls technology described by the catch-all phrase of 
"technology for use in the development, production, 
installation, operation or maintenance of equipment and 
materials in Groups 1, 2 and 3:" Excluded from this catch-all 
clause is technology that is either described in sales 
literature, is generally available to the public or is esse-  ntial 
for the installation, operation and maintenance of any 
product that has received or is eligible for an export permit. 
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Lowest 

Appendices 

Appendix A 

Levels of Protection 

for Technology Rights 

Highest 

Statutory Rights 

• Patents 

• Trademarks 

• Industrial Design 

• Copyright 

Common Law/ 
Trade Secret Rights 

• Know-How Eligible 
for Statutory Protection 

• Know-How Not Eligible 
for Statutory Protection 

Publicly Available 
Know-How 
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Appendix B 

Technology as One of 

Five General Categories 

I Technology Recipient I 
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Industry 	I Basic Research Development I Engineering I Manufacturing Construction Management Marketing Design 

00 

Scope of the Technology 
Industry Specific 

1.Included Technology 

2.Exduded Technology 

Industry 	Basic Research 	Design 	Development 	Engineering 	Manufacturing Construction 	Management 	Marketing 

.ê> 

r* 



00 
4›. e, 

,.,.. ›,. , 

Scope of the Technology 
Process/System Specific 

1.Included Technology 

Process 	Basic Research 	Design 	Development 	Engineering 	Manufacturing 	Construction 	Management 	Marketing 

2.Excluded Technology 

Process 	Basic Research 	Design 	Development 	Engineering 	Manufacturing 	Construction 	Management 	Marketing 

• 



Product \ Basic  Research Development Engineering l Manufacturing 1 Construction Management Design Marketing 

Construction Product Basic Research 1 Design Manufacturing Development Management Engineering Marketing 

Scope of the Technology 
Product Specific 

1. Induded Technology 

00 
01 

2. Exduded Technology 
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Appendix F 

Three Essential Components 

of Technology Transfer 

( Rights to) ( Access to ) (Ability to use) 
Tech nology 	Technology 	Technology 

[I7echnology Recipienti 
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Appendix G 

Purchase vs. Licence 
of Technology Rights 

Technology 
Owner/Supplier 

Licence(s) ) Purchase/Sale 

I New Owner' Existing Owner' 
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Appendix H 

Purchase/Sale of 

Technology Rights 

Technology Owner 

Statutory 	Trade Secrets 
Rights 	Know-How 

[

Agreement of Owner 
1.To Supply to Recipient 
2.Not to Use 
3.Not to Otherwise Disclose 

Purchaser/New Owner I 
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Trade Secrets 
Rights 

Statutory 
Rights 

Appendix I 

Licensing 

Technology Rights 

Technology Owner 

V  
io
,,.....à....n•n \ 1 	Licence— 

Agreement of 
Supplier 

Not to Enforce 
Monopoly Rights 	n  

Licence— 
Agreement ofof Supplier 

1.To Supply to Recipient 
2.To Maintain Secret 

1 	Licensee 
I 
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Industry-

Technology Stage 

Basic Research 
Design 
Development 
Engineering 
Manufacturing 
Construction 
Management 

c> 

I  
Scope of the Technology Rights 

Industry Specific 

Products of 
Technology 

Rights to Technology 
To 	To 	To Reproduce 	To 	To 	To 

Receive 	Use 	Documentation 	Modify 	Improve 	Retransfer 

Rights to Products of Technology 
To 	 To 	 To 	To Use with 11-ade 

Sell 	 Distribute 	 Import 	Names/Goodwill  



Process/System 

Technology Stage 

Rights to Technology 
To Reproduce 	To 

Documentation 	Modify 
To 

Improve 
To 

Retransfer 
To 
Use 

To 
Receive 

To 	 To 	 To 	To Use with 'frade 
Sell 	 Distribute 	 Import 	Names/Goodwill 

I  
Products of 
Technology 

CD 

Scope of the Technology Rights 
Process/System Specific 

Basic Research 
Design 
Development 
Engineering 
Manufacturing 
Construction 
Management 

Rights to Products of Technology 



Product-

Technology Stage 

Basic Research 
Design 
Development 
Engineering 
Manufacturing 
Construction 
Management 

c..0 
C..., t 

et 

Q.. 
›. 
r-, 

Scope of the Technology Rights 
Product Specific 

Products of 
Technology 

Rights to Technology 
To 	To 	To Reproduce 	To 	To 	To 

Receive 	Use 	Documentation 	Modify 	Improve 	Retransfer 

Rights to Products of Technology 
To 	 To 	 To 	To Use with 'frade 

Sell 	 Distribute 	Import 	Names/Goodwill 



(.0 

Qualifying and Restricting 
Process/Machine Rights 

Rights to Process/Machine Technologies 
Qualifications/ 	 To 	To 	To Reproduce 	To 	To 	To 
Restrictions 	 Receive 	Use 	Documentation 	Modify 	Improve 	Retransfer  

Territories 

Time Period 

Exclusivity 

Field of Use 

Market Restrictions 

Extent of Use 

Manner of Use 
Q. 



1Product 

Territories 

Time Period 

Exclusivity 

Field of Use 

Market Restrictions 

Extent of Use 

Manner of Use 

cm e. Qualifying and Restricting 
Product Rights 

Rights to the Products 

ez.. 
›.-. 

To 	 To 	 To 	 To 
Manufacture 	Sell 	Distribute 	Import  



Appendix 0 

Accessing the Technology 

Technology Supplier 

Patents 
Industrial Design 

Trademarks 

Trade Secrets 
Know-How 
Copyright 

[

1. Registrations 
2.Prosecution Files 
3.Prototypes/Samples  

1.Know-How Documentation 
2.Prototypes/Samples 
3.Tooling/Equipment 
4.Materials/Components 
5.Production Planning 
6.Manufacturing Facilities 
7.Business Information 

i 
I 	Recipient 

I 
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Appendix P 

Acquiring the Ability 

to Use Technology 

Technology Supplier 

Statutory 	Trade Secrets 
Rights 	Know-How 

rSupplier's 1 1. Training Recipient's 
Qualifications Particulars 

\ 

1. Compliance with 
Instructions 

-"t  r. Education 1-1117. Scope 

2 ,  Equipment Meeting 
Specifications 

3.Parts/Materials 
Meeting 
Specifications 

4.Skills/Education 
of Recipient 

5.Recipient's Facilities 

I 

3.Staff Exchange 

4.Consulting 

5.Maintenance 

\--I 

Recipient 

2.Location 

3.Language 

4.No. of People 

5.Facilities 

6.Cost 

7.Training Level 
	n 
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Appendix Q 

Example of a Deliverable Documentation 

The supplier shall provide the documentation specified 
below in accordance with the following: 
1. Unless noted otherwise, [ ] copies of all technical 

information in documentary form shall be provided 
in good-quality machine-reproducible form, size 
8-1/2" x 11" [or the metric equivalent]. Items not readily 
duplicated such as photographs and vendor catalogue 
bulletins, shall be provided in [ ] copies. 

2. Drawings will each be provided as a single mylar 
reproducible and [ ] prints. All manufacturing drawings 
will use the [ ] system of measurement and will be 
provided in increment sizes of 8-1/2" x 11" [or the metric 
equivalent]. The documentation delivery destination shall 
be to the appropriate recipient office in [ ] if by 
registered mail, or free of charge unloaded at the [ 
airport if by air express. 

A. Manufacturing Drawings, Materials 
Specifications 

The supplier will provide the recipient with: 

1. All manufacturing drawings, each having a parts list 
showing the material used, produced, and used in its 
manufacturing function by the supplier, for each of 
the products. 

2. Materials specifications and data sheets outlining the 
materials specifications and procurement tests required 
(if any). 

3. The recipient may decide to integrate into its final 
product, fully manufactured items similar to those used 

by the supplier. Furthermore, the recipient may select to 
make its own arrangements to purchase such items from 
vendors recommended by the supplier. On the other 
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hand, the recipient may choose to obtain manufacturing 
licenses for the manufacturer in [recipient's territory] 
of such normally purchased items. In either case, 
the supplier will provide a full description of the 
items, appropriate vendor catalogue data and a list of 
approved vendors. 

In instances where materials specifications are 
unavailable to the supplier or where vendors of supplier-
approved materials are unwilling or unable to service the 
recipient, the supplier undertakes to use its best efforts to 
assist the recipient in identifying alternative material and/or 
sources of supply. 

B. Manufacturing Procedures 

The supplier shall furnish procedures as called for on the 
manufacturing drawings, planning sheets, quality assurance 
manual and inspection plan. The following procedures used 
in the manufacture of products shall be supplied: 

1. Planning sheets which are referenced to manufacturing 
drawings, and which outline each step in the manu-
facturing for each component in microfiche form. (The 
planning sheets include anticipated or estimated labour 
times for each operation plus the necessary skill code 
(qualification) of the operator.) 

2. A description of qualification for each operator code 
shown on the planning sheets. 

C. Manufacturing Facilities 

The supplier shall provide technical information 
in documentary form describing the facilities necessary 
for the manufacturing of products. The supplier's role 
in the provision of such information shall be advisory and 
shall consist of reviewing and giving opinions and recom-
mendations on the recipient's plans, based on the supplier's 
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experience in the manufacturing of the products. The 
supplier shall provide the recipient with a complete 
description of the facilities used by the supplier in its [ ] 
plant including major dimensions, capabilities, and the 
names of its material-suppliers. Such facilities may include: 

D. Tooling 

The supplier shall provide to the recipient, the descriptions 
and drawings (where they exist) of all special tooling used by 
the supplier in this manufacturing of products. This will 
include such tooling as: (to be listed as required). 

E. Production Planning 

The supplier shall provide the recipient with copies of the 
production schedules used by the supplier in the 
manufacture of the initial products being supplied for the 
[ ] system proposed for [ I. Technical specialists on the 
supplier's staff familiar with production control of products 
in all their facets (scheduling, material ordering, material 
flow) will be made available to the recipient in [ ] to consult 
with their recipient counterparts in the production control 
methods and systems used by the supplier, and proposed to 
be used by the recipient. From these consultations, the 
recipient will implement whatever control system it deems 
necessary to ensure adequate control in the manufacturing 
of the products. 

F. Quality Assurance (QA) 

The supplier shall provide the recipient with all QA 
procedures, instructions and documentation as used by the 
supplier in the manufacturing of products at the supplier's 
plant. This will include such documentation as: 
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1. Quality Assurance Manual. 

2. Individual inspection plans for each product, which 
outline the manufacturing sequence, material 
acceptance, inspections and hold points for 
customer inspection. 

3. Quality control process instructions outlining the 
procedures for such items as recipient's product lines. 

4. Non-destructive test procedures and acceptance criteria 
for all tests carried out on products, such as recipient's 
product lines. 

5. All quality control system instructions such as: 

a. control of drawings; 

b. control of paper flow from marketing to engineering, 
to drafting, to the work station; 

c. approval of vendors; 

d. control, handling and identification of incoming 
materials; 

e. sampling procedures; and 

f. reporting of manufacturing errors. 

6. Auditing of vendors and all supplier operations from 
marketing to shipping, inclusive. 

7. All inspection records for each of the products built by 
the supplier for use at [ ]. 

8. List of gauges, instruments and tooling necessary to carry 
out the inspection procedures. 

9. Test procedures and test reports for each of the products 
built by the supplier for use at [ 1. 
All the QA documentation supplied to the recipient will 

be the same as used by the supplier during the manu-
facturing of products being supplied for [ 1. 

To complement the provision of this documentation, the 
supplier's QA engineers will conduct training programs in 
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[ ] to enable the recipient to become completely familiar 
with all aspects of the supplier's quality assurance system, 
and the supplier will assist in the implementation of such a 
system at the recipient's facility at [ ]. 

The QA program used by the supplier at its [ ] plant 
has been qualified as meeting the [ ] Standards 
Association requirements. 

Upon implementation by the recipient of a QA program 
into its facility, the supplier will review the system and make 
a formal report of the supplier's opinion on the suitability of 
the program. 

The recipient has sole responsibility for obtaining any 
certification or approval of the recipient's QA system that 
may be required from the [ ] agency. If applicable, the 
recipient is entitled to use the supplier's report as a part of 
the approval process. 
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Appendix R 

Elements of a Non-disclosure Agreement 

Supplier's Concerns Recipient's Concerns 

Confidential Information Definition 
• business information 
• technical information 

• written/verbal 

• owned by supplier/ 
affiliates/third parties 

Term 
• disclosures prior to 

agreement 
• indefinite term of secrecy 

Return of Information 

• on request 
required 

• on termination 

Non-use 
• use only as specified 

• not as springboard 
for new products 

No Reproduction 

• copies only as specified 

• authorized copies to have 
proprietary notices 

• marked confidential 

• verbal only if confirmed 
in writing 

• specify what prior 
disclosures covered 

• definite/short term 

• copy kept as legally 

• copy kept for evidentiary 
purposes 

• new similar products can 
be independently developed 

• copies for internal use 
• copies as legally required 
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No Disclosure 
• disclosure to employees 

on need-to-know basis 
• employees to sign 

non-disclosure agreement 

• administrative problems 
of employees signing 

Exclude Warranties/Representations 
• non-infringement of 	• guaranteed confidentiality 

others' rights 	 (use only best/reasonable 
efforts) 

• utility/value of info 
• completeness/correctness 

Relationship 
• no licensing (except for purpose) 
• no contract for services/products 
• no commitment re future contracts 

Application of Agreement to Information 

Applies if : 	 No application if : 

• unique format/ 	 • in public domain 
compilation even if 
information is public 
knowledge 

• public through breach 	• becomes public domain 
• recipient didn't disclose 	• already held by recipient 

its prior knowledge 
• no clear evidence of 	• independently developed 

independent development 	by recipient 
• third parties info if 	• received from third party 

supplier originally provided 
• required by law to be disclosed 
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Appendix S 

Summary of a Case Study 

During the period of their employment by Employer, 
Andrew and Barbara began to develop a silicon chip testing 
device. The Employer was operating in the field of 
electronics, but was not producing such testing devices. 
While the device was still in the development stage, Andrew 
and Barbara approached Employer for permission to spend 
additional company time, resources and funds on such 
development and commercialization. The Employer, after 
analyzing its marketing strategy, declined to provide such 
assistance. Andrew left the Employer and, together with 
Barbara who continued to work for the Employer, proceeded 
to develop a first-generation prototype of the device. 

Subsequently Barbara left the Employer and, together 
with Andrew, established a company, Newco, through which 
they continued to work on the device to produce a second-
generation model. Newco began marketing the device and 
was fairly successful in selling it. Newco realized, however, 
that additional investment was needed to further refine the 
device and to expand its marketing and distribution. 

After reviewing the technology used in the device, Venco, 
a venture capital company, invested in Newco as an equity 
participant. With the additional capital from Venco, Newco 
entered a more aggressive development and marketing 
program for the third generation of its product. 

In order to meet the growing market demand in Canada, 
Newco orally subcontracted the production of the device to 
Subcontractor, with the right to purchase all the devices 
manufactured by the Subcontractor. 

Newco decided that it could not practically service the 
European market due to various business considerations 
and therefore orally licensed a company, Licensee, to 
produce and distribute the device in Europe. 

At this stage Newco decided to file a patent application in 
Canada for the device, as well as in the U.S. By now Barbara 
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had left Newco after disposing of her shareholding, 
and could not be located, having taken up residence in 
Southeast Asia. 

Employer realized that there were significant profits to be 
made from the device. The company approached Newco and 
Venco, and claimed that the device technology belonged to 
it. Both Subcontractor and Licensee became concerned that 
their rights might be threatened. After much negotiation it 
was agreed that the Employer would provide additional 
equity funds to Newco and become a joint shareholder with 
Andrew and Venco. 

Missing Technology Agreements 

The timely establishment of technology agreements that 
fully addressed the questions of ownership and related issues 
would have decreased, if not fully prevented the number of 
disputes and concerns that occurred. Some of the ways that 
this could have been done are: 

1. Confidentiality and ownership of inventions agreement 
between Employer and Andrew, as well as Employer 
and Barbara. 

2. Assignment agreement transferring rights to the device 
technology from each Andrew and Barbara to Employer. 

3. Confidentiality and invention ownership agreement 
between Andrew and Newco, as well as Barbara 
and Newco. 

4. Assignment agreement transferring rights to the device 
technology from each of Andrew and Barbara to Newco. 

5. Warranties and representations of Newco concerning 
ownership and rights to the device technology, included 
as part of the equity participation agreement between 
Venco and Newco. 

6. License provisions included as part of the written 
subcontract between Newco and Sub-contractor. 
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7. License agreement in writing between Newco 
and Licensee. 

8. Waiver by the Employer of all claims to the device 
technology included as part of the equity participation 
agreement between Employer and Newco. 
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Appendix .  T 

Terminology or Wording that may 
Be Useful in Documentation 

Acceptance Date: 

The date on which the technology transfer has been 
substantially completed as determined by the acceptance 
procedure. 

Acceptance Procedure: 

The procedure to be used to determine that the technology 
transfer has been substantially completed as further 
described in the agreement. 

Affiliate: 

An affiliated body corporate within the meaning of the 
definition of "affiliate" which is contained in Section 2 of the 
Canada Business Corporations Act. 

Agreement: 

This agreement comprising Sections _ to ___, together with 
attachments _ to _ inclusive attached hereto, together 
with all supplemental, amending and confirming documents 
as provided for in this agreement. 

Apparatus: 

The apparatus and equipment that is devised for, and used to 
create the products in conjunction with the process, which 
is the subject of and is described in the Patents, patent 
applications, documented information, and in attachment _ hereto. 

Associate: 

A person falling within the relationship described in the 
definition of "associate" which is contained in Section 2 of 
the Canada Business Corporations Act. 

Business Day: 

Each of Monday, Tuesday, Wednesday, Thursday and Friday, 
except when such day is a statutory holiday observed in _ . 
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Commencement Date: 
The date from which the royalties are calculated as further 
described in Section 	of this agreement. 

Control: 

The control exercised over a body corporate within the 
meaning of the definition of "control" which is contained in 
Section 2 of the Canada Business Corporations Act. 

Copyright: 

The copyrights relating to the copyrighted or copyrightable 
material contained in the technology, short particulars of 
which are set out in attachment hereto. 

Deliverables: 

Those items which are to be provided by the supplier to the 
Recipient pursuant to this agreement, which may include 
tooling, special equipment, standard equipment, apparatus, 
products, product parts, materials and prototypes, as more 
particularly described in attachment hereto, but which do 
not include the information of show-how. 

Development: 

Any new and significant or material improvement, 
development or change in the technology and which meets 
the test set out in attachment hereto. 

Documented Information: 

All information physically recorded whether in print, 
photographically, electronically or in any other manner, and 
more particularly described in attachment hereto. 

Dollars ($): 
Dollars in the lawful currency of Canada. 

Effective Date: 
The date upon which this agreement becomes effective after 
all conditions precedent set out in Section have either 
been fulfilled or waived. 

Equipment: 
The special equipment and the standard equipment. 
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Field of Use: 

The use or activity to which the recipient's exploitation of 
the technology is restricted, as described in attachment 

hereto. 

Fiscal Year: 

A period of 12 consecutive calendar months commencing 
on  
Included Developments: 

The developments that meet the test set out in attachment 
hereto, and which are to be provided to Recipient by 
supplier as part of the technology, but only to the extent 
described in Section . 
Industrial Designs: 

Those industrial designs relating to the product, short 
particulars of which are set out in attachment hereto, 
together with all renewals, extensions, divisions 
and replacements. 

Information: 

All information relating to the technology, including but not 
limited to documented information, the subject matter of 
the patents and industrial designs and the know-how 
information, but which does not include show-how 
or deliverables. 

Know-how: 

(a) All information relating to the technology whether 
documented or not, including without limitation the subject 
matter of the patent applications, but excluding the subject 
matter of the patents and Industrial designs, and (b)those 
skills and expertise relating to exploitation of the technology 
as possessed by the Supplier's personnel. 

License: 

The grant of certain rights relating to the technology as 
described in Section ___. 

109 



Market: 

The market to which product distribution by the recipient is 
restricted as described in attachment 	hereto. 

Net Selling Price: 

The Recipient's invoice price of the products sold, leased or 
otherwise disposed of by the Recipient to any third person in 
an arm's-length transaction and not returned for credit, 
excluding normal discounts actually granted by the 
Recipient as well as the value of raw materials, intermediate 
goods, parts or other components supplied directly or 
indirectly by the supplier, insurance fees, packing and 
transportation charges, duties and taxes actually incurred 
and paid by the recipient in connection with the supply of 
the product. 

Party: 

The supplier or the recipient. 

Patents: 

The letters patent covering inventions embodied in the 
processes/apparatus/products, short particulars of which 
are set out in attachment __ hereto, together with all 
reissues, renewals, extensions, divisions, modifications 
and replacements. 

Patent Applications: 

The applications for letters patent covering inventions 
embodied in the process/apparatus/products, short 
particulars of which are set out in attachment hereto, 
together with all other applications for letters patent 
relating to the process/apparatus/products made by the 
Supplier during the term of this agreement. 

Person: 

An individual person, a firm, partnership, corporation, or 
any other legal entity, but excluding the parties. 

Process: 

The processes and methods that are devised for, and utiliied 
to produce the products, in conjunction with the apparatus, 
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as described in the patents, patent applications and other 
documented information and in attachment 	hereto. 
Product: 

That which is produced/used/sold/otherwise disposed 
utilizing the technology, and which meets the specifications 
described in attachment __ hereto, and which is/is not 
considered proprietary to the Supplier. 

Quality Assurance: 

Those procedures used to assure the achievement of 
predetermined engineering and related standards of quality 
established or utilized by Supplier. 

Royalty: 
Those amounts set out in this agreement. 

Show-how: 

The advisory and consultation services, assistance and 
training relating to the technology as described in 
attachment __ hereto, but not including the information or 
deliverables. (see "Deliverables") 

Special Equipment: 
Equipment devised for and utilized to produce the products, 
which itself is not the subject of the technology and is not 
generally commercially available, and which is further 
described in attachment __ hereto. 

Standard Equipment: 

Equipment utilized to produce the products which itself is 
not the subject of the technology but is generally 
commercially available, and which is further described in 
attachment __ hereto. 

Subsidiary: 

A body corporate that is controlled by another body 
corporate within the meaning of the definition of 
"subsidiary" which is contained in Section 2 of the Canada 
Business Corporations Act. 
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Taxes: 

All taxes, levies, assessments and charges of any kind 
whatsoever resulting directly or indirectly from this 
agreement and imposed by any subdivision thereof or any 
public or other body or authority therein, which taxes shall 
include but not be limited to exchange, income, excise, 
sales, use and other charges (including administration, 
penalty and interest charges) relating thereto. 

Technology: 

The technology relating to the process/apparatus/product 
and consisting of the information, the know-how not 
contained in the information, show-how, deliverables and 
included developments. 

Territory: 
The area covered by the countries listed hereafter, as they 
are now known or as they may hereafter become known. 

Tooling: 
The tooling as further described in attachment 
hereto, but does not include standard equipment or 

• special equipment. 

Trademarks: 

The trademarks relating to this agreement, short particulars 
of which are set out in attachment hereto, together with 
all renewals and extensions. 

Trade Secrets: 

Information, know-how and show-how held in confidence by 
the Supplier as a trade secret, as further described in 
attachment hereto. 

Training: 

The training and education program, disclosure of know-
how, skills and expertise, and associated services relating to 
this agreement, all of which are part of the show-how, as 
further described in attachment hereto. 
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