
Protecting Technology in a Global Market

By Evan R. Witt 

Innovation and technology drive our economy. With the help of international
treaties and agreements, foreign markets are becoming increasingly important.
Successful businesses must be able to protect and profit from their innovation.

U.S. and foreign patents represent one way of protecting innovation in our techno-
logical economy. However, many businesses, especially small businesses, face
impediments to protecting their goods and services abroad. This article will offer
some suggestions for obtaining effective foreign patent protection. 

Each nation typically has its own laws governing patent rights. Even though
patent rights vary by country, generally a patent grants the inventor the right to
exclude others from making, using, offering to sell, selling, or importing the inven-
tion in the country. Patents contain “claims” which legally describe the invention
and define the scope of the patent right. The rights granted by one nation do not
extend beyond the nation’s border. As a result, U.S. companies and inventors that
seek foreign patent protection must do so in every individual nation of interest. 

Businesses must weigh complex factors and issues to decide whether obtaining
foreign patents is appropriate. Some factors include costs, benefits, location of mar-
kets and manufacturing sites, and foreign patent laws and enforcement. Other
issues, such as long-term maintenance costs, possible future changes in market or
legal conditions, and projected life-span of the invention should be considered. No
single factor is controlling. All factors must be weighed in the analysis. 
Costs. Foreign patent protection is usually very expensive. Many businesses fail to
consider the “cradle-to-grave” costs of obtaining, maintaining, and enforcing foreign
patents. The total costs may include application filing fees, search fees, examination
fees, grant fees, maintenance fees (usually incurred yearly), U.S. patent attorney fees,
foreign patent attorney fees, and translation fees, if necessary. A government study
estimated that the total cost to obtain and maintain a simple foreign patent in nine
countries (Canada, France, Germany, Ireland, Italy, Japan, South Korea, Sweden, and
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Unlawful SOX
Helplines

By Jonathan Armstrong

The international corporate
governance community has been
greatly troubled by the reporting
of decisions from France and
Germany that have been said to
make the running of Sarbanes-
Oxley Act (SOX) helplines unlaw-
ful in Europe. Much of the furor
has been caused by mistransla-
tions of the decisions in both of
these countries, and a misunder-
standing of the ability of the
authorities in one country in
Europe to make cross-border rul-
ings. As we will see, the decisions
taken in France and Germany
affect only those two countries
and are not in themselves of pan-
European effect. Problems do
however remain in particular for
U.S. corporations that run whistle-
blower hotlines in Europe.

FRANCE
On May 26, 2005, the French

privacy regulator (known as
CNIL) refused requests from
CEAC (an affiliate of Exide
Technologies) and McDonalds
France to authorize the use of
anonymous whistleblower hot-
lines. In order to comply with
SOX requirements, both compa-
nies intended to set up anony-
mous employee hotlines and
had contacted CNIL to register
them under the French system of
mandatory prior registration
with CNIL of databases contain-
ing personal information. It is
important to stress that certainly
in McDonalds’ case, the hotline
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the United Kingdom) would be about
$160,000 to $330,000. GAO-03-910
International Trade, page 54. 
Benefits and Country Selection.
The benefits enjoyed with foreign
patent protection are closely tied to
the countries selected. A patent in
Monaco, for instance, may not pro-
vide the benefits of a patent in
Germany. Given the expense of for-
eign patents, businesses should limit
foreign patenting efforts to locations
that will provide the most appropri-
ate and useful protection they can
afford. An “ideal” country list may
include locations where the business
expects to sell or manufacture,
import, distribute, use, or transport
its products or services. The ideal list
might also include locations of
potential future market growth and
locations where competitors manu-
facture their products or services.
From this potentially long list of
“ideal” locations, business can select
a few key countries to achieve effec-
tive patent protection for less cost. 

Barriers to market entry may influ-
ence the locations to file foreign
patent applications. For example, if
the barriers to market entry are high
and the number of competitors is
low, then patent applications may be
filed in countries where competitors’
manufacturing facilities are located.
However, if the barriers to market
entry are low and competitors may
spring-up anywhere, then patent
applications should be filed in the
most important foreign markets. 
Foreign Patent Laws and Treaties.
Businesses should seek foreign
patent protection in countries that
provide appropriate patent protec-
tion and meaningful enforcement.
Certain inventions that are patentable
in the United States may not be

patentable in foreign countries, or
may have a narrower claim scope.
This applies particularly for some
software and business method,
biotechnology, and medical treat-
ment inventions. 

Most foreign nations have an
“absolute novelty” patentability stan-
dard that, in practical terms, means a
patent application must be filed in
that nation before any public disclo-
sure of the invention. Fortunately,
almost all commercially significant
foreign nations are members of the
Paris Convention — an international
union which facilitates filing foreign
patent applications. 

Under the Paris Convention, one
may file patent applications in mem-
ber nations after public disclosure of
the invention if a patent application
was initially filed in a member nation
before the public disclosure and the
subsequent patent filings are made
within a year of that first patent filing.
Thus, if a company files a patent
application for an invention before
the first public disclosure of the inven-
tion, foreign patent filings can be
postponed up to one year after the
original patent application filing date. 

The ability to postpone foreign
patent filings is a tremendous bene-
fit. Otherwise, businesses would be
forced to file domestic and interna-
tional patent applications before a
new product containing the inven-
tion is even marketed. 

The Patent Cooperation Treat (PCT)
provides a system that further facili-
tates the obtaining of patent protection
in many countries around the world.
Under the PCT, a single international
application is filed which “designates”
the various nations for which regular
national filings are desired. Currently,
nearly 130 countries and regional
patent offices may be designed in a
PCT application. (The number increas-
es regularly as more countries join the
PCT system.) Each international appli-
cation receives an international patent
search and optionally a preliminary
examination report whether the
claimed invention meets harmonized
patentability criteria. 

With the international search report
and the international preliminary
examination report, the applicant is
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Securing Protection
for Foreign
Investments

By Ian Meredith and 
Clare Tanner

As corporations, investment funds
and individuals continue to globalize
their operations, their exposure to
political risk in its various forms
increases. One way in which a degree
of protection can be secured is by
ensuring that investment vehicles are
structured in such a way that scope is
created to utilize the investor protec-
tion provisions contained within the
very significant number of Multilateral
Investment Treaties (MITs) and
Bilateral Investment Treaties (BITs)
that now exist.

OVERVIEW
Inevitably, parties engaged in all

forms of investment that create expo-
sure to politically unstable regions of
the world will, in the first instance,
seek to protect their position through
contract terms and the nature of their
commercial arrangements. In many
cases, however, they overlook the
additional levels of protection which
can be secured through careful struc-
turing so as to ensure that the
“investment” constitutes a qualifying
investment for the purposes of a MIT
such as NAFTA, the Energy Charter
Treaty, or one of the around 2,200
BITs which are currently in place
(and which are listed at www.world-
bank.org/icsid/treaties/treaties.htm).

WHAT FORM DOES INVESTMENT

TREATY PROTECTION TAKE?
Progressively, over the course of

the last 40 years, governments across
the world have entered into BITs in
order to afford their nationals with a
degree of protection against infringe-
ment of certain of their basic rights
by the host state into which their
national “invests.”

Whilst the precise wording of BITs
varies — and so must be checked care-
fully — most provide some or all of the
following seven areas of protection:

1. Protection against expropria-
tion. This is generally taken to be
regulatory or other legal measures

taken by the host state that deprive
an investor of substantially the whole
of the anticipated economic benefit
of its investments without prompt
adequate and effective compensa-
tion.

2. An absence of arbitrary or
discriminatory measures adverse-
ly affecting the investment. This is
a twin test with arbitrary actions gen-
erally taken to be those that infringe
the rule of law. Discriminatory meas-
ures are judged against the manner
in which the host state treats its own
nationals.

3. A right to fair and equitable
treatment. Whilst an evolving con-
cept, this is generally seen to be a
requirement that the host state main-
tains a stable investment environ-
ment consistent with reasonable and
investor expectations.

4. National treatment. Treatment
no less favourable than that accorded
to domestic investors of the host state.

5. Most favored nation treat-
ment. The host state may not treat
investors from one country less
favourably than those from another.

6. The right to the free transfer
of investments and returns.
Foreign investors are entitled to com-
pensation if they are adversely affect-
ed by currency control regulations or
other actions of the host state that
effectively freeze funds.

7. The provision of full protec-
tion and security by the host state
to foreign investments. The host
state must take measures to protect
the real and tangible assets of the for-
eign investor.

WHAT IS AN INVESTMENT?
The definition of “investment” in

most BITs is very broad. It includes all
embracing wording such as “every
kind of asset …” or “… every kind of
investment in the territory…”. The def-
inition of investment has been held to
include both direct and indirect invest-
ment. This means that, in addition to
affording protection to joint ventures
and standalone commercial activities,
the funding of projects, and even the
commitment of assets within a host
state, could constitute qualifying
investment. The definition is not, how-
ever, completely open-ended, and a
recent case under the UK/Egypt BIT

established that bank guarantees did
not constitute an investment under
that BIT. Where more restrictive defi-
nitions exist within a particular BIT,
this may not bar a qualifying invest-
ment if there is a “most favored
nation” clause and other BITs with the
same host state are on more advanta-
geous terms.

HOW ARE THE FOREIGN

INVESTORS’ RIGHTS PROTECTED?
The various MITs and BITs sit

beneath the Convention on the
Settlement of Investment Disputes
between States and Nationals of
Other States. The Convention estab-
lished the International Centre for the
Settlement of Investment Disputes
(ICSID). ICSID’s jurisdiction extends
to any legal dispute arising directly
out of an investment between a con-
tracting state and a national of
another contracting state (there are
now over 130 countries that have rat-
ified the Convention — see,
www.worldbank.org/icsid/constate/c
onstate.htm). ICSID tribunal awards
are enforced by the Courts of
Convention countries as if they were
final judgments of national Courts.

One of the significant developing
areas of international investment
treaty protection is the way in which
nationality is determined. It is not
necessarily the case that for a corpo-
rate entity its nationality is solely
determined by the state of its incor-
poration and it is possible to estab-
lish nationality through that of major-
ity shareholders and the primary
country of operation. Increasingly
parties are seeking to establish the
rights of minority shareholders to
claim nationality in order to gain pro-
tection of particular BITs.

CAN A FOREIGN INVESTOR

SEEK REDRESS AGAINST A PARTY

OTHER THAN A HOST STATE?
A foreign investor has scope to seek

redress against the component parts
of the host state, such as provinces or
municipalities (known as constituent
subdivisions of the host state) and
bodies performing a governmental
function on behalf of a host state or its
constituent subdivisions (known as
agencies of the host state). In order
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for a foreign investor to obtain such
redress, the host state must designate
the constituent subdivision or agency
to ICSID. For example, Australia has
designated The State of New South
Wales, whilst Kenya has designated
the Kenya Ports Authority. A list of
designated constituent subdivisions
and agencies appears at www.world-
bank.org/icsid/pubs/icsid-8/icsid-8-
c.htm. 

Generally, the host state must also
approve the consent to submit to
ICSID’s jurisdiction given by the 

constituent subdivision or agency.
However, some host states, such as
Australia, do not require such con-
sents to be approved. A list of the
host states which do not require such
approval also appears at
www.worldbank.org/icsid/pubs/icsi
d-8/icsid-8-c.htm.

WHERE DO CONVENTION

CLAIMS ARISE? 
Convention claims have traditionally

been connected with oil exploration,
gas transportation, electric/hydro
power generation and mining.
However, the Convention is not only
relevant to heavy industry. As of Sept.
12, 2005, there were 97 pending cases

before ICSID — including four cases
relating to fisheries and farming, seven
to telecommunications, two to insur-
ance and one to a law firm.

The perception that Convention
claims are of most relevance to corpo-
rations or individuals investing in
emerging nations is supported by the
statistics. For example, as of Sept. 12,
2005, there were 35 pending cases
against Argentina, seven against
Mexico, six against Egypt and five
against Ecuador. However, proceed-
ings against Western governments
have become more common. (See the
breakdown per country at left.)

A Canadian developer, Mondev
International Limited, brought pro-
ceedings against the United States
government claiming that the actions
of the City of Boston, the Boston
Redevelopment authority and the
Massachusetts court system, meant
that a real estate development project
was unfairly taken from Mondev with-
out proper treatment or compensa-
tion. The claim failed, but the Tribunal
had sympathy for Mondev and found
that the United States had succeeded,
but only on rather technical grounds. 

Most recently, a Canadian corpora-
tion, the Loewen Group, who had
brought proceedings against a
Mississippi competitor in the funeral
home and insurance industry in the
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There are 97 cases pending before ICSID, involving a wide range of countries (see table above
for breakdown). Equally surprising as the different countries involved in such cases is the range
of investments at issue. Of the 97 listed above, the usual areas are all covered - oil exploration,
gas transportation, electric/hyrdo power generation and mining. Also covered are cases relating
to fisheries and farming (four), investment in telecommunications (seven), cotton production
(two), insurance (two), a duty free concession (one) and a law firm (one). There are cases con-
cerning consumables (five) and concession agreements at ports and airports (three). There are
also a large number of cases concerning water and sewage contracts (seven).

Foreign Investments
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Offshore
Outsourcing:
Trends and Issues

By Vivian L. Hanson

The phenomenon of international
outsourcing has increasingly become a
part of the fabric of corporate
America. The pressure to cut costs and
to focus on core competencies has
forced many companies and institu-
tions to outsource a variety of infor-
mation technology, business process
functions and operations to external
vendors who can offer economies of
scale, specialized expertise and other
benefits. In order to take advantage of
further cost savings, companies and
institutions have inexorably turned to
service providers in such countries as
Canada, China, India, Ireland, Mexico,
the Philippines and Russia.

Today, companies are not only off-
shoring their informational technology
(IT) functions (such as application
development and maintenance work,
data processing functions, help desk
services and the like), but are also
engaged in overseas business process
outsourcing (BPO). BPO activities
range from call center operations to
such activities as financial analysis and
the preparation of radiology reports. 

The current offshoring trend has
been driven by a number of forces —
eg, difficult economic conditions in
the U.S., dramatic reductions in
telecommunications costs, increased
powers of the Internet, and improved
overseas supplier capabilities. The
primary driver is, however, cost sav-
ings. Forrester Research Inc., a
Cambridge, MA research firm, reports
that companies can experience cost
savings of as much as 25% to 40%
from offshoring.

Whatever the range of savings, off-
shoring is on the rise:
• Forrester Research estimates that, by

2015, 3.3 million high-tech and serv-
ice industry jobs will move overseas.

• The market research firm, Interna-
tional Data Corporation (IDC),
reports that the IT offshore market
will nearly double to $14.7 billion
by 2009.

• In the financial services sector,
Deloitte Consulting estimates that
approximately 2 million jobs, or
15% of the industry’s total, could
move overseas in the next 5 years.

FACTORS INFLUENCING THE

OFFSHORING DECISION
India is by far the undisputed leader

in the offshoring market, whether in
the IT sector or in the fields of call
centers, financial services, human
resources and the like. The main driv-
ing force behind this movement to
India is cost, but there are many other
factors building the offshoring market-
place. Many experts claim that India
has captured the offshoring market in
large part because of the initiatives of
the Indian government to encourage
outsourcing to India. These initiatives
include the building of telecommuni-
cations infrastructure, particularly in
technology parks, and incentives for
exporting of software from India. In
addition, broad-based English lan-
guage skills as a result of the British
colonial legacy, as well as a large, col-
lege-educated population with some 2
million English-speaking graduates
per year, particularly in the technology
area, have fueled the ability of India to
become increasingly competitive in
the marketplace. India boasts many
technical universities (including one of
the best in the world, the Indian
Institute of Technology), which gradu-
ate some 75,000 students per year.

Other countries, such as China, the
Philippines and Russia are gaining
market share, particularly as a result of
their lower-cost labor markets. Those
countries do not, however, have the
confluence of factors conducive for
encouraging broad-based, sophisticat-
ed outsourcing of IT and other servic-
es to their marketplace. For example,
while China may have an enormous
pool of low-cost labor, it does not
have the cultural compatibility (eg,
language skills), widespread, highly
sophisticated technical skills or a wel-
coming legal environment to attract a
wide range of outsourcing work.
While the Philippines has a large
English speaking population, low
wages and many government-sup-
ported incentives, comparatively
speaking it has a small population
with only about 380,000 college 

graduates per year, of which 15,000
are technical graduates. Russia, while
lacking the wide-spread English lan-
guage skills boasted by India and the
Philippines, has developed a niche
market of complex software develop-
ment and aerospace engineering,
thanks to its large population of engi-
neers and scientists, and Mexico is
capturing the market for Spanish-
speaking call centers.

In any event, in selecting a country
for offshore operations, companies
and institutions should consider such
factors — not in any particular order
— as labor and infrastructure costs,
the size and sophistication of the labor
market, domestic infrastructure, gov-
ernment support for industry, process
quality, cultural compatibility, political
risk and the local legal system. In
addition, careful consideration should
be given to certain cultural issues.

QUALITY CONTROL &
GOVERNANCE

One key issue associated with off-
shore outsourcing is quality control.
Quality control begins prior to negoti-
ating any vendor contract and contin-
ues with the active involvement of the
customer through the term of the out-
sourcing relationship.

A customer seeking to ensure that
an offshore vendor is capable of pro-
viding consistent, high-level services
should conduct thorough due dili-
gence of the vendor prior to executing
a contract. Any due diligence review
should cover such matters as the ven-
dor’s financial standing, sufficiency of
resources, expertise, skill levels and
competitiveness. In addition, a cus-
tomer may wish to determine the
availability of dedicated vendor man-
agement personnel to oversee the
project, whether appropriate industry
certification levels are maintained and
the existence and sufficiency of back-
up facilities. Such due diligence can
begin with informal discussions with
existing and prior customers, and be
followed with advice and recommen-
dations from industry experts.

Once the customer is satisfied with
the results of its due diligence efforts
and is proceeding to contract, it
should be certain to negotiate terms

continued on page 6
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which would facilitate quality control.
Such terms should not only cover spe-
cific service level requirements, refer-
ences to industry certification levels
and other quality assurance and per-
formance standards, but should also
include extensive and detailed gover-
nance terms with respect to the out-
sourcing relationship and the out-
sourced services. Such governance
terms are of particular importance in
overseas outsourcing contracts where
the difficulties and cost of manage-
ment and oversight are increased by
virtue of physical distance and differ-
ences in culture, as well as in stan-
dards and practices. 

The governance terms would
depend upon the nature and extent
of services moved offshore, but
should include such measures as the
following:
• Appointment of project managers,

both on the vendor and customer
sides, who would meet frequently
and would have specified manage-
ment, decision-making and report-
ing responsibilities;

• The establishment of a project office
for the outsourced services, particu-
larly in cases where services would
be performed in various locations or
where coordination would be
required amongst varying business
units within the vendor organization
and/or customer organization;

• The establishment of a steering commi-
ttee, with senior representatives

from both customer and vendor, to
oversee the outsourcing project
and to resolve disputes between
the parties;

• Appropriate training sessions at cus-
tomer facilities to educate vendor
staff about the business practices
and operations of the customer;

• Relocation of customer personnel to
vendor facilities to oversee, for
example, transition and implemen-
tation activities;

• Identification of measurable data
and adoption and use of tools to
measure performance; and 

• The establishment of regular repor-
ting requirements (applicable both
internally and by vendor) to sur-
face issues. 
To ensure quality control, the

terms negotiated in a contract will be
worth only the paper they are written
on unless there is appropriate man-
agement of the outsourced services.
Not only must the customer monitor
contract compliance, but it must also
adopt internal procedures and prac-
tices to maximize the benefits of the
offshore arrangement, as well as to
mitigate against its risks.

The customer should be actively
involved in the transition of services to
the offshore vendor, as well as with the
implementation of any phases of the
operations. In this regard, the matching
of a vendor’s environment to the cus-
tomer’s will be critical. A dedicated
team of customer personnel should be
assigned to the project with clear
instructions as to roles and responsibil-
ities. Furthermore, a project plan
should be developed that, among
other things, specifically identifies sub-
ject matter expertise and diagrams
appropriate knowledge transfers to
vendor counterparts.

One risk that the customer must
mitigate against is the potential loss
of subject matter expertise. As opera-
tions are moved offshore, there is a
risk that, over time, with personnel
movement and attrition, the cus-
tomer will lose its internal knowl-
edge base. To mitigate this risk, the
customer should engage in preplan-
ning and carefully track knowledge
developments and transfers to pre-
serve subject matter expertise.

The customer should also periodi-
cally review compliance with contract
terms and on an annual basis, for
example, review the offshoring rela-
tionship and establish targets to be
achieved.

BUSINESS CONTINUITY
Another key issue to address in any

outsourcing transaction — particularly
where critical functions and operations
are being outsourced overseas — is
business continuity. The customer and
vendor must develop and implement
viable contingency plans in the event
of any inability of the overseas vendor
to deliver services, whether as a result
of war, terrorism, natural disaster, gov-
ernmental action, power failures or oth-
erwise. Certain regions of the world
may pose greater political risks or may
be more prone to natural disasters.

Risk mitigation strategies include
the following:
• Establishment of disaster recovery

sites in geographically disparate
locations;

• Development of rigorous and detail-
ed contingency plans for each func-
tional area of outsourced services;

• Contracting for alternate source(s)
of services in the event the offshore
vendor is unexpectedly precluded
from providing services; and

• Contractual provisions for adequate
and periodic knowledge transfer
and delivery of, for example, source
code and back-up data from the off-
shore vendor to the customer or to
other service providers.
The customer should bear in mind

that disaster recovery or business
continuity measures are bound to
increase the fees charged for servic-
es. Of course, such costs may be mit-
igated by any economies of scale the
vendor is able to offer through
shared disaster recovery sites.

INTELLECTUAL

PROPERTY PROTECTION
Ownership and the licensing and

protection of intellectual property
rights are, of course, critical issues in
outsourcing, particularly in the con-
text of offshore outsourcing arrange-
ments. Offshoring greatly compli-
cates matters.

One of the first issues a customer
will need to consider in contemplating

Outsourcing
continued from page 5
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offshoring is whether software and
other technology currently licensed by
the customer from third parties will
need to be transferred overseas for
purposes of the offshoring, and
whether the third-party vendors will
permit such overseas transfer. 

Another issue to consider is whether
any proprietary customer software or
technology will need to be moved
overseas and whether the customer
should be concerned about doing so
in light of inadequate legal protections
offered in most lower-cost markets.
Even though China, India and other
countries have laws on their books to
protect against piracy and infringe-
ment, in practice they are generally
difficult to enforce. Once one copy of
a software application is leaked, it may
be impossible to prevent its wide-
spread distribution. A customer may
therefore wish to reconsider the off-
shoring of certain sensitive operations.
Alternatively, it may consider frag-
menting its outsourcing activities so
that, for example, application devel-
opment and maintenance work is
parceled out in a manner to ensure
that no single outsourcer is given a
complete copy or understanding of all
critical functions of a software system
or other technology.

Ownership of newly developed
intellectual property rights also
deserves careful attention. As in
domestic outsourcing transactions,
customers will typically wish to seek
ownership rights in software and other
technology developed for the cus-
tomer by the overseas outsourcer.
Ownership rights in offshoring con-
tracts will, as in domestic outsourcing
contracts, generally be based upon
negotiated terms. While parties may
agree to have such contracts governed
by U.S. law, a court in a foreign juris-
diction may not recognize its applica-
tion (see, “Governing Law”, below).
Accordingly, U.S. customers should
seek legal advice from local counsel to
determine the effect, if any, of the
application of local law to a contract
and to tailor the contract accordingly.

Case in point: India’s intellectual
property laws are quite similar to

those in the U.S. There are, however,
sufficient differences that could trap
the unaware. For example, while
Indian intellectual property laws
include the concept of “work made for
hire” and recognize assignments of
intellectual property ownership rights,
there are subtle differences. If the ter-
ritorial extent of assignment is not
specified as “worldwide”, assignment
will be construed to be limited to
rights in India. In addition, if an
assignee of rights does not exercise
the rights within 1 year of assignment,
the assignment would lapse under
Indian law unless the assignment
specifies otherwise. Accordingly, any
assignment of IP rights to software
developed in India should specify that
the assignment pertains to worldwide
rights and that it is a perpetual assign-
ment that would not lapse in case of
non-exercise within 1 year.

GOVERNING LAW AND

JURISDICTION
Most offshoring contracts between

U.S. companies and overseas ven-
dors are governed by U.S. law — for
example, New York law. This is typ-
ically the case because customers, in
the driver’s seat during negotiations,
insist upon U.S. law for reasons of
familiarity and enforcement. In addi-
tion, sophisticated foreign outsourc-
ing vendors negotiating with U.S.
customers are accustomed to having
their contracts governed by U.S. law. 

Choice of law and exclusive juris-
diction provisions might not, however,
be upheld by foreign courts. For
example, while Indian courts, which
follow English law on the choice of
law question, will generally recognize
the application of New York law, there
is some risk that the agreed upon
choice of law will not be recognized
for reasons of public policy. Similarly,
whether or not exclusive U.S. jurisdic-
tion is upheld will depend in large
part on which country has a greater
nexus to the transaction. As such, an
Indian vendor may be able to have an
action heard in an Indian court,
regardless of a U.S. exclusive jurisdic-
tion provision. 

Additionally, even if the U.S. cus-
tomer seeks and wins a judgment in a
U.S. court, it may not be able to enforce
the judgment in India. Most foreign

judgments cannot be directly enforced
in India, except certain decrees granted
by “superior courts” in “reciprocating
territories”. However, the U.S. is not a
reciprocating territory and, as such,
judgments awarded in the U.S. would
currently not be enforceable in India. As
noted above, a U.S. customer should
therefore be cognizant of what effect
the application of local laws could have
on the interpretation of the commercial
terms agreed to by the parties.

One point to bear in mind when
negotiating exclusive jurisdiction pro-
visions is injunctive relief. The nego-
tiator of a contract should be mindful
that if it insists upon the exclusive
jurisdiction of U.S. courts in all cases,
it may preclude its ability to seek an
injunction in the local jurisdiction. An
injunction granted by courts in the
U.S. may not be executed in a foreign
jurisdiction — this would certainly be
the case in India. Accordingly, the
parties may wish to consider a nonex-
clusive jurisdiction provision or an
exclusive U.S. jurisdiction provision,
except in the case of injunctive relief.

Parties to an overseas outsourcing
contract may also wish to consider the
alternative of an arbitration provision,
particularly if the contract involves an
Indian service provider, since U.S. arbi-
tral awards are generally enforceable
before Indian courts if properly drafted
to meet Indian requirements. India is a
signatory to the United Nations
Convention on the Recognition and
Enforcement of Arbitral Awards (com-
monly known as the New York
Convention).

DATA SECURITY
Data security laws present particular-

ly thorny issues for outsourcing trans-
actions, especially in offshoring. Most
of the developing countries to which
services are outsourced do not have
data protection laws consistent with
those of the industrialized countries
from which services are outsourced. 

The European Union (EU), for
example, has broad-based data pro-
tection requirements that govern the
collection, use and transfer of certain
personal data, while the U.S. has
adopted a sector-specific regulatory
framework protecting data. Whatever

Outsourcing
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was not yet running in France. The
company was simply seeking prior
authority from the CNIL. The pro-
posed hotlines allowed employees to
‘blow the whistle’ on perceived
wrongdoings by colleagues using
telephone, fax, post or e-mail. The
CNIL thought that these hotlines
were “disproportionate in view of the
objectives pursued and of the risks of
slanderous denunciations …”
Although both companies had appar-
ently complied with the 1978 French
Data Protection Act as modified in
2004, the CNIL decided that hotlines
would be illegal for the following
reasons:
• Lack of transparency. Individuals

who are the subject of a whistle-
blower’s allegations may not be
able to hear or reply to the accusa-
tions made against them. In their
decision, the CNIL said that French
personal data protection laws are
designed to make sure that individ-
uals whose data is being processed
know who has that data and can
have access to it, and if necessary,
correct it. The hotlines under con-
sideration however, were designed
to ensure anonymity. The hotlines

were then not “transparent” in the
manner that French law requires.

• Natural justice. Accused employ-
ees would not have the means to
defend themselves or oppose the
proceedings that may involve crimi-
nal charges.

• Professional ethics. The hotlines
were said to be disproportionate to
the aim they sought to achieve. 
The CNIL said it was aware of the

conflict with SOX and has asked the
French Employment Minister and the
competent authorities in the U.S. to
resolve this issue. We understand,
however, that in the meantime more
decisions are pending.

In its decisions, the CNIL did pro-
vide some short-term comfort in
pointing out that French law already
allows employees to report bullying,
sexual harassment or discrimination.
They can complain to their manage-
ment, to their employee representa-
tive (delegues du personnel or comite
d’entreprise) or even complain
directly to the Labor Inspector
(Inspection du Travail). 

GERMANY
Less worrying for many U.S.

employers is the German decision
from the Arbeitsgericht Wuppertal (the
German Labor Court in Wuppertal) on
June 15. The German and French deci-
sions are however not nearly as similar
as some earlier reports had suggested.
The Wuppertal case involved the
unnamed German subsidiary of a U.S.
stores group referred to in court as
“Firma X.-Stores, Inc.” and was also
said to make whistle-blowing hotlines
“illegal” in Germany. However, closer
examination of the German court’s
decision reveals that the court did not
make any general finding of the
unlawfulness of whistle-blowing hot-
lines. It did not address any issues of
data protection or privacy laws. The
decision deals solely with question of
German Works Council rights.
The Litigation

The circumstances leading to the lit-
igation were these: “Firma X,” a NYSE-
listed entity had issued a detailed
“Code of Business Conduct and Ethics”
on a global basis by placing it on its
Intranet, issuing a communication to
employees summarizing the key points
of the Code and informing them that

all employees were obliged to adhere
to the Code. They also had posters
made to bring the Code to the atten-
tion of employees. Crucially, when
doing so in Germany, they did not
involve their Works Council (a desig-
nated employee representative body
that exists in much of Europe), which
then applied to the Labor Court in
Wuppertal to order it not to implement
the Code as well as the telephone hot-
line for global company ethics. 

The Works Council argued that the
relevant parts of the Code and the
telephone hotline regulated conduct
and order in the German business
and therefore required its consent
under the Betriebsverfassungsgesetz
— the German legislation dealing
with Works Councils. In the absence
of this consent, the Code and hotline
had not been lawfully implemented
and should not be allowed. The
employer argued that the Code con-
tained only abstract guidance and no
mandatory conduct rules which in
many instances reflected only pre-
existing obligations under German
law, either under statute or under
implied duties under the employ-
ment contracts.

The court’s decision, which
stretches to around 27 pages, exam-
ines each contested provision of the
Code in turn and holds that some,
but not all of them, did in fact require
prior Works Council consent. In rela-
tion to the telephone hotlines specif-
ically, the Court states that: 1)
because the Code contained a specif-
ic whistle-blowing procedure and
threatens disciplinary action in case
of breach, it sets out mandatory con-
duct rules which require Works
Council consent; and 2) the telephone
hotline constitutes technical equip-
ment designated to monitor employ-
ee conduct the introduction of which
also requires consent.

In reality, then, the case does not
make any new point of law. It does
not ban SOX hotlines per se. It merely
applies long-standing principles of
German labor law requiring the
involvement of the Works Council in
the process of implementation.
Interestingly the French CNIL decisions
also stressed the need to consult the
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the applicable regulatory framework,
one important consideration for the
customer is that it will remain
responsible for compliance with any
applicable data security require-
ments. In contrast with other types of
responsibilities, it cannot shift
responsibility to the vendor. As such,
it is imperative that the customer
oblige the offshore vendor to comply
with any applicable requirements as
well. Given that an offshore vendor
is unlikely to be subject to such laws
independently or by virtue of simply
being a service provider to the cus-
tomer, the customer must contractu-
ally require compliance with data
protection standards. In addition,
careful analysis of the regulatory
framework may be required to
ensure appropriate deal structure
and data flow to comply with appli-
cable requirements.
TAXATION

Taxes are also a significant con-
cern in outsourcing arrangements. It
is important that the customer con-
sults with international tax counsel,
as well as local counsel, to minimize
tax liabilities when structuring any
transaction. 

In India, there had been some
uncertainty about whether foreign
companies that have outsourcing oper-
ations in India would be deemed to
derive income from offshoring opera-
tions, including those contracted to
third-party vendors, and therefore be
subject to Indian taxation. The Indian
Finance Ministry has, however, clari-
fied its position on the question of

such taxation. It stated, in essence, that
where a foreign entity outsources “inci-
dental activities”, such as call center
services, to India, any profits derived
from such incidental activities would
not be separately taxable in India; pro-
vided that the prices charged for such
outsourced services are at arm’s length.
On the other hand, where a foreign
outsourcing entity outsources the
whole or a part of its “core revenue
generating business activities” to an
Indian entity (assuming such Indian
entity qualifies as a permanent estab-
lishment of the foreign outsourcing
entity), the Ministry’s position is that
considerable profits derived by the for-
eign outsourcing entity would be
attributable to activities performed by
the Indian entity and therefore would
be taxable in India.

Whether or not outsourced activi-
ties in a foreign jurisdiction would be
taxable must be determined on a
case-by-case basis. Accordingly, any
proposed offshoring arrangement
should be carefully analyzed. 
OTHER CONSIDERATIONS

The customer should also evaluate
whether U.S. export controls apply to
any software it desires to ship to its
foreign vendor. If they do apply, the
customer should bear in mind that
not only must it comply with the
laws, but it will also be responsible
for vendor compliance as well.
Failure to comply could lead to both
monetary and criminal penalties. In
addition, customers operating in cer-
tain regulated industries may also be
subject to legislation or industry stan-
dards requiring specific considera-
tion. In the financial services sector,

for example, offshoring arrangements
may be scrutinized by U.S. regulators. 
CONCLUSION

In summary, the outsourcing of IT
functions and business processes
overseas has become an increasingly
wide-spread practice, particularly
among sophisticated multinational
corporations, with the potential for
significant impact on the way we
conduct business in the U.S. and
other industrialized nations today.
India has captured a bulk of this mar-
ket with its ability to offer language
and legal-system compatibilities, gov-
ernmental initiatives and highly
sophisticated vendors. It is, however,
experiencing growing competition
from such countries as China and the
Philippines, as well as from Eastern
European countries.

The customer seeking to negotiate
an offshore outsourcing contract
must grapple with issues and com-
mercial terms common to any
domestic outsourcing transaction. In
addition, it must be prepared for off-
shoring-specific issues and consider-
ations, including those outlined in
this discussion. With increased com-
petition in the international market-
place and further legislation address-
ing data security and other concerns,
customers and vendors will be
required to develop an even greater
sophistication in addressing increas-
ingly complex issues affecting off-
shoring transactions.

Outsourcing
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The Roots and
Practice of 
Chinese Law

By George T. Haley and 
Usha C. V. Haley

The traditional Chinese view
towards the law and government rule
continues today. According to the 2004
American Chamber of Commerce in
China White Paper, 92% of American

companies identified the top challenge
in China as unclear regulations. The
other challenges that the American
companies perceived also dealt with
the regulatory environment and
included, in order of importance,
bureaucracy, lack of transparency,
inconsistent interpretation of regula-
tions, poor intellectual property rights
protection and difficulty enforcing con-
tract terms. 

The Supreme People’s Court indi-
cated in an initial report on its records
that Chinese courts dealt with 23,340

civil and commercial cases involving
foreign parties between 1979 and
October 2001. The actual number of
cases could be much higher. Grass
roots and intermediate courts can hear
commercial cases involving foreign
parties under current practices.
However, the traditional overlap
between administrative and judicial
divisions contributed to local protec-
tionism in local Chinese courts and
hindered the fair handling of cases. In
response to these concerns, China’s

continued on page 10
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central government took dramatic
steps to improve the situation by
announcing that after March 1st, 2002,
only approved courts could handle
cases involving foreign interests. Such
courts include the high courts; inter-
mediate courts in municipalities, capi-
tal cities of provinces and autonomous
regions, special economic zones and
cities directly under State planning;
and some courts in the cities’ eco-
nomic and technological development
areas. Additionally, listed companies
and large companies in China were
required to hire chief legal advisers.
However, the new practices did not
apply to cases of border trade, real
estate and intellectual property-right
violations involving foreign parties,
the primary concerns of foreign 
companies. 

Historical developments can explain
many of the contradictions in China’s
legal system, including the central
government’s commitment to initiate
reform and the obdurate problems of
implementing this reform. The
Chinese economist, Chen Yun,
described the Chinese economy as a
“bird in a cage.” The owners must let
the bird fly, ie, the central government
must introduce market forces and
some measures of decentralization,
but only within the cage’s confines, ie,
the central plan, lest the bird escape.
Both the imperialist legacy and the
Maoist overlay failed to differentiate

between the functions of law and
administration; both placed the judi-
cial system at the same level as the
state’s bureaucracies in the political
hierarchy. Thereby, both the emperors
and the Communists failed to give
authority to the courts over adminis-
tration and limited the powers of judi-
cial interpretation. Despite its bur-
geoning market economy, law in
China still serves more as an instru-
ment of control than as a framework
to facilitate private transactions or to
protect rights. 

HISTORICAL INFLUENCES ON

CHINA’S LEGAL SYSTEM
Westerners generally differentiate

between common-law and code-law
systems. Yet both legal systems con-
verge, especially on issues of com-
mercial law. By guaranteeing their
citizens basic minimum rights, both
constitute rights-based legal systems.
Additionally, common-law countries
have adopted commercial codes to
apply in business situations.
Superficially, China’s legal system
appears similar to code-law systems;
yet, substantial differences exist.

China enjoys a public law rather
than a rights-based system as in the
West. Public-law systems do not
guarantee individuals’ rights; instead,
individuals’ rights exist at the rulers’
behest, and the rulers can withdraw
the rights at whim from either an
entire class of people or from a single
individual. To ensure that the emper-
ors could enforce their wills without
legal challenges, the imperial Chinese
courts desired that commoners pos-
sess no knowledge of the law. 

China’s public-law system seeming-
ly froze in the era of customary laws
until the 20th century.

The Communist government has
made several attempts to move
towards a code-based legal system,
including drafting five constitutions;
however, it has failed in practice. The
Chinese Communist Party’s (CCP)
overwhelming power, together with
no legal precedents and poor legal
training, have directed the country
towards a public-law system in prac-
tice. The Chinese judicial branch has
no independence from the executive
branch. On issues that the national or
provincial CCP hierarchies consider

strategically important, the courts fol-
low the governments’ directives. This
characteristic can be a significant con-
cern in some industries. For instance,
because of national security con-
cerns, the Chinese government has
always been suspicious of foreign
software and foreign-owned intellec-
tual property in the Information
Technology (IT) sector, and has
sometimes even encouraged the
cracking of computer codes.

Unlike the U.S., the Chinese legal
system also places much greater
emphasis on mediation of conflicts
rather than litigation in courts.
Mediation reflects the Chinese cul-
ture’s historical tendency to seek
social harmony through compromise.
The Chinese tend to view disputes
that result in blatant conflicts, such as
court cases, as systemic failures, not
as efforts to seek justice or equitable
settlements. Also, as indicated earlier,
until the early 20th century Chinese
law did not incorporate the concept
of commercial law, much less prac-
tice it. In the Communist era, no
commercial laws dealt with domestic
business until Deng Xiaoping prom-
ulgated his reforms, and adopted the
General Principles of Civil Law
(GPCL) and the Bankruptcy Law in
1986. Laws dealing with Foreign
Direct Investment (FDI) first
appeared in 1979. China’s evolving
Law for Foreign Business now com-
prises a nine-volume set available in
Chinese and English. For Western
companies in modern China, howev-
er, mediation produces compromises
in commercial complaints more than
victory for the aggrieved parties.

CHARACTERISTICS OF

CHINESE COMMERCIAL LAW
The Chinese government has en-

acted commercial laws approximating
those in Western democracies; yet,
these laws continue to operate within
the constraints of Chinese society and
culture. Compromise and negotiation
remain at the crux of China’s legal
structure. 

Foreign companies can settle com-
mercial disputes in China through
conciliation, arbitration and litigation. 
Conciliation v. Arbitration

Both negotiated settlements in
China’s legal system, conciliation and

Chinese Law
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arbitration, differ in practice and
effect. Conciliation comprises a con-
sensus-based dispute-resolution
process in which the parties to a dis-
pute meet with a third party to dis-
cuss mutually acceptable options for
the resolution of the dispute. The
contending parties choose mutually
agreeable individuals as conciliators.
The conciliators strive not to estab-
lish fault, but to help the parties
attain compromise. Conciliation car-
ries less cost and has more informal-
ity than arbitration. 

Governmentally approved centers
conduct both conciliation and arbi-
tration: 35 government-sanctioned
centers engage in conciliation; and
over 400 government-licensed arbi-
trators, about 25% of whom come
from foreign countries, perform arbi-
tration. In conciliation the parties
may negotiate any mutually accept-
able settlement. In arbitration, the
arbitrator must additionally consider
the settlement as fair. For disputing
joint-venture (JV) partners, fairness

includes the partners’ relative capital
contributions limiting the settle-
ments. Chinese arbitrators generally
assume at least a 10% capital contri-
bution on the part of the Chinese JV
partner even when they have not
made any contribution to capital.
Chinese law enforces arbitration, but
not conciliation without arbitration or
litigation, thereby giving this more
costly alternative a decided advan-
tage for foreign companies. Both
conciliation and arbitration have sub-
stantial procedural advantages over
litigation, as they utilize more devel-
oped infrastructures.
Business-Government
Influences on Litigation 

True litigation constitutes a relative
newcomer to China and many
Chinese managers consider litigation
as a failure. Additionally, especially
when the litigants operate in strategic
industries, the Chinese government
(central, provincial and municipal)
and CCP intervene openly in courts.
Consequently, the litigants must con-
sider the provincial and municipal
governments’ strategic interests, as
well as the central government’s.

Finally, the central government has
little effective control over provincial
governments. To succeed in China,
and to ensure smooth operations,
companies must build strong rela-
tionships with China’s many levels of
governmental authority. 

Kenneth DeWoskin, Partner,
Pricewaterhouse Coopers, China,
highlighted aligning companies’
interests with local interests to facili-
tate the building of sustainable and
profitable businesses in China. He
advised against excessive depend-
ence on legal instruments and for a
thorough understanding of regula-
tions and actual practices. Foreign
companies should embark upon
expansive and systematic identifica-
tion and selection of local partners to
obviate litigation. Finally, he recom-
mended that foreign companies
should invest in due diligence to
assess the real-revenue potentials of
investments in China and again side-
step time-consuming and often futile
litigation. In sum, it is always better
to avoid conflict and litigation in
China whenever possible.

Works Council or staff delegates on the
implementation of internal regulations
regarding health and safety, discipli-
nary procedures, harassment and dis-
crimination issues. 
UK

In the UK, Works Councils are less
of a concern, and the UK Information
Commissioner’s office has said that
their initial reaction is that they would
decline to follow the French approach.
Their view is that the appropriate use
of hotlines would not, in principle,
raise data protection concerns.
However, where organizations misuse
anonymous hotlines for inappropriate
information gathering purposes (eg,
recording details of employees’ roman-
tic relationships or other out of office
activities), there may be data protec-
tion implications. To date, the
Information Commissioner has not
received any complaints from individ-
uals affected by anonymous hotline
reporting.

However, the rulings are still likely
to be of concern to corporations
employing in the UK, since anony-
mous hotlines are commonly used to
enable compliance with UK whistle-
blowing laws in addition to require-
ments under SOX. Under the Public
Interest Disclosure Act, any employ-
ee who is dismissed or subjected to a
detriment on grounds of “blowing
the whistle” can be awarded unlimit-
ed compensation, regardless of age
or length of service. 
CONCLUSION

These cases are clearly a concern
to any corporation operating a hotline
with operations in Europe. While the
German decision is not as worrying
as first reported, it does emphasize
the fact that proper care must be
taken in adopting helplines and that
a “one-size-fits-one” approach to
each country in Europe must be con-
sidered. Approximately 33 countries
in Europe have some form of data
protection or privacy law in place.
While there are commonalities
between most of these sets of regu-
lations, each nation state appoints its

own privacy regulator to enforce its
laws. There are local variations, and
importantly even where the law
looks the same, interpretation and
enforcement will vary from country
to country. 

The French case is more of an
immediate concern with an objection
in principle to the type of hotlines
most U.S. corporations operate.
Organizations that deal with all calls
in the U.S. are likely to be particular-
ly at risk — for them, in addition to
issues caused by the collection of
data, additional issues with the trans-
fer of that data outside Europe will
have to be managed. While steps can
be taken to mitigate the effects of the
French decisions (for example, by
putting proper agreements in place
with the operators of an outsourced
hotline and by a proper legal audit of
the data flow), this will remain a sig-
nificant issue unless and until some
clarification is provided or CNIL
backs down — and that should not
be expected any time soon.
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better informed to decide whether to
initiate the national patent filings in
the various designated patent offices.
Only if the applicant is convinced, in
light of such reports, that it is worth-
while to seek patent protection in the
various countries, will it be necessary
to pay the national filing fees, the cost
of translations, and foreign patent
agent fees. This needs to be done 30
months from the original priority
patent filing date. Thus, under the
PCT, the decision and cost of filing
national patent applications can be
postponed an additional 18 months
later than under the traditional Paris
Convention system. 

The European Patent Convention
(EPC) is a system to make protection
of inventions in Europe easier,
cheaper and more reliable. The EPC
provides a single European proce-
dure for the searching, examination,
and grant of patents. Under the EPC,
a single application is filed with the
European Patent Office (EPO) that
“designates” the various European
nations for which patent protection is

desired. Once the European patent is
granted, the applicant must then val-
idate the patent in any or all of the
nations originally designated. A
European patent confers on the
applicant the same rights as would
be conferred by a separate national
patent granted. 
STEPS TO IMPROVE
FOREIGN PATENT EFFORTS

A few simple steps can dramatical-
ly improve the effectiveness of for-
eign patent efforts. 
1. Do not commercially use or
disclose information about the
invention before filing a U.S.
patent application. Non-confiden-
tial disclosures or sales of the inven-
tion before a U.S. application is filed
may limit or bar the ability to obtain
foreign patents for the invention. 
2. Understand, and comply with,
deadlines established under U.S.,
foreign, and international laws.
Specifically, the Paris Convention
requires foreign patent applications
to be filed within 1 year of the first-
filed patent application for the inven-
tion. Most foreign countries require
payment of annual maintenance fees
at specific deadlines. Some foreign
countries require other steps, like

requesting examination, within spec-
ified deadlines. 
3. Develop a sound foreign patent
strategy based upon a careful
review of long-term business
plans and foreign market inter-
ests. Regularly review foreign patent
holdings and assess whether the
business value provided by the
patents justifies their annual mainte-
nance costs, and abandon foreign
patents and applications that lack
sufficient value. 
4. Assess the nature and patentability
of the invention when deciding to file
foreign patent applications. If the
invention is a core item or very important
to the company’s business, then foreign
patents may be justified. Inventions with a
short lifespan or of marginal improvement
may not warrant foreign patents.
SUMMARY

Foreign patent decisions are com-
plex because of the many factors and
issues that must be weighed before
deciding whether the investment in
foreign patents is appropriate.
Businesses that carefully apply sound
foreign patent strategies may obtain
meaningful patent protection that
will produce a return on investment. 

Protecting Technology
continued from page 2

Mississippi Courts, brought a claim
which, whilst failing on technical
grounds due to Loewen having failed
to exhaust local remedies and the
claim being found to lack interna-
tional diversity, drew strong criticism
from the ICSID Tribunal concerning
the conduct of the Mississippi Court
and recognised that Loewen was
treated unfairly.

Claims under the Investment Treaty
regime against western governments
seem set to grow in number. 

PRUDENT STEPS TO

MAXIMISE SCOPE TO

BRING A TREATY CLAIM

When seeking to structure invest-
ments, parties give consideration to
the tax implications, the availability of
sources of future funding, regulatory
requirements and a host of other fac-
tors. Where commercial activities or
other enterprises which have potential
to fall within the definition of “invest-
ment” are contemplated, particularly
in countries with potential for political
risk, serious consideration ought to be
given to structuring the investment in

a manner which affords the investor
the opportunity to claim nationality in
a state which is a party to MITs and/or
BITs with the host state. Thereby
maximizing the scope for the investor
to take the benefit of investment
treaty protection.

Foreign Investments
continued from page 4
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