Regulation on Industrial Co-operation in Denmark

1. Introduction

Foreign suppliers who sign contracts with the Diamsmed Forces for defence equipment
and/or services exceeding DKK 25 million are regdito sign an Industrial Co-operation
Contract with the Danish Enterprise and ConstrmcAothority (DECA). The Industrial Co-
operation Contract must be signed 30 days pritiecsigning of the contract with the Danish
Armed Forces.

The Industrial Co-operation Contract covers 100qgagrt of the value of the contract relating
to defence equipment and/or services to be signéidtiae Danish Armed Forces. Under the
terms of the Industrial Co-operation Contract, fineign supplier must enter contracts with
Danish companies for defence-related products.lithestrial Co-operation Contract will in-

clude a fulfilment plan and a final date for théfifment of the Industrial Co-operation Con-

tract.

Under the terms of Industrial Co-operation Consatis agreed that contracts with Danish
companies cover all qualifying defence-relatedgaations such as research and development
projects, transfer of technology and know hownireg, marketing assistance, financial assis-
tance, purchase orders, subcontracts, and otheo\agapco-operation projects concerning 1)
defence-related products, technologies, or servReproducts, technologies, or services for
securing infrastructure and other public securityks naturally related to defence material
technologies, and/or 3) products, technologiesgovices for use in civil aerospace and space
naturally related to defence materiel technology.

The regulation is based on Danish law as detaietEkecutive Order on Industrial Co-
operation in connection with Procurement of DefeBgaipment Nr. 992 of 4 October 2006
and 'Circular on Industrial Co-operation in connectioritiv Procurement of Defence Equip-
ment No 75 of 4 October 2006".

2. Objective

The objective of the Industrial Co-operation Coctisais to enhance Danish defence related
companies' technological level, market access angperation with foreign suppliers of de-
fence equipment and/or services.

3. General requirements
An agreement on industrial co-operation is denotaeshdindustrial Co-operation Contract”
(ICC). ICCs are in the English language.

There are standard agreements for:

» Defence equipment and /or services procurementeeixtg DKK 100 million (ICC1)

« Defence equipment and /or services procurementgelet DK 25 million and DKK 100
million (ICC2)

« Defence equipment and /or services procurementgeleat DKK 5 million and DKK 25
million (ICC3)

e IC-Addendum (addendum to an existing ICC)

» Banking Agreement

» Pre-qualification Banking Agreement



As a main rule ICCs are entered between DECA aed#nent company of the foreign sup-
plier. In case of mergers between two or more attguiring company will be responsible for
the fulfilment the obligations. The ICCs will benewved and a revised fulfilment plan will be
inserted.

If a foreign state is the vendor in a procureménhew defence equipment by the Danish
Armed Forces, DECA will sign an ICC with the foreigupplier involved.

4. Specific requirements
Definitions and delimitation

The industrial co-operation shall be on a technokldevel equivalent to that contained in
the procurement contract by DALO.

Products, technologies, and services are considgngcable if they are:

+ defence-related,

» for securing infrastructure and other public sdguiasks and naturally related to de-
fence material technologies, and/or

« for use in civil aerospace and space and naturalfjfed to defence materiel technol-
ogy.

In the interpretation of defence-related produteshnologies, and services the following will

be considered significant:

e itis adirect part of a product, where industaatoperation is required when procured
by the Danish Armed Forces,

» itis used for manufacturing or processing of adpiet described in the above,

» a Danish export or production license is requiteetause the product is covered by
EU’s weapon list, EU’s dual-use list or the Danlslvs on Weapons or War Materiel,

* itis adjusted to special military specifications,
* it has a specific function in relation to the naty assignment and/or

» it concerns development of defence-related products

Medical and health products will only apply if thiegtve specific military application.

Procurements of defence equipmand/orservices between DKK 5 million and DKK 25 mil-
lion (ICC3)

For contracts with the Danish Armed Forces betw2i€K 5 million and DKK 25 million the
foreign supplier must notify DECA and sign an IC@3.an ICC3 the foreign supplier com-
mits to enter an ICC2 or ICC1 should the supplign <ontracts with the Danish Armed
Forces exceeding DKK 25 million within 5 years.

Procurements of defence equipmantl/or services between DKK 25 million and DKK 100
million (ICC2)

For contracts with the Danish Armed Forces betwiKK 25 million and DKK 100 million
the foreign supplier must sign an ICC2.

Procurements of defence equipmamd/orservices exceeding DKK 100 million



For contracts with the Danish Armed Forces excepBIKK 100 million the foreign supplier
must sign an ICCL1. In an ICC1 the foreign supp@mmits to sign defence-related contracts
with Danish companies for an amount of at leagp@0cent of the contract value no later than
4 years after signing the contract with the Daismed Forces.

Early fulfilment of an ICC1 is encouraged and via# rewarded. A foreign supplier signing
contracts with Danish companies for more than 30cpat within 4 years will be granted a
reduction in the total obligation correspondinghie over-fulfilment. If, for instance, the for-
eign supplier has signed contracts with Danish aonigs for 40 per cent within 4 years, the
total obligation will be reduced from 100 per cém®0 per cent. If the figure is 50 per cent,
the total obligation will be reduced to 80 per cetit. Hence signing of contracts for 65 per
cent of the total obligation within 4 years corresgs to a 100 per cent fulfilment. However,
multipliers cannot be used in combination with te@uction for over-fulfilment.

A foreign supplier must undertake to issue a bamkantee to DECA guaranteeing that con-
tracts with Danish companies will have been sigioe@n amount equal to at least 30 per cent
of the contract value no later than 4 years afigmiisg the contract with the Danish Armed
Forces. The bank guarantee must be issued 3 yiarshe contract with the Danish Armed
Forces, covering the unfulfilled balance of thetfiBO per cent at that time. 4 years after the
contract with the Danish Armed Forces DECA willwrdown on the bank guarantee for an
amount equal to the unfulfilled amount of the fBStper cent at that time.

A draw down on the bank guarantee in an amountléquhe unfulfiled amount of the first
30 per cent at that time liquidates all obligatioekted to the first 30 per cent of the indus-
trial co-operation commitment, but does not reletagesupplier from the obligation to fulfil
the remaining part (i.e. 70 per cent) of the ICC1.

In order to avoid the effect of a bank guaranteéhan ICC1, the foreign supplier is encour-
aged to place orders for the first 30 per cenhefdbligation prior to the award and entering
of the specific contract with the Danish Armed FescThis is allowed within the framework
of a so-called Pre-qualification Banking Agreemendier which orders can be signed up to 2
years prior to the award of the contract with treniBh Armed Forces. The resulting benefits
of these contracts do not have to be achieved poiaontracting with the Danish Armed
Forces. Before entering the contract with the Dadiemed Forces it is still a pre-requisite to
enter an ICC. The balance of the Pre-qualificaBamking Agreement will be subtracted to
the offset obligation when entering an ICC.

In extraordinary cases, extension of the deadiganding the fulfilment of the 30 per cent
requirement may be approved. In such cases therdgalewn on the bank guarantee will be
postponed corresponding to the extension.

Addendum (additional contracts to the existing ICC)

If the foreign supplier has an unfulfilled ICC aisdawarded additional contracts by the Dan-
ish Armed Forces, the foreign supplier is requit@egign with DECA an IC-Addendum in-
cluding a revised fulfilment plan. If, however, thdditional contracts are exceeding DKK
100 million a new ICC1 including the special reganents must be signed.

Banking Agreement and Pre-qualification Banking &ggnent
The objective of a Banking Agreement is to encoeregntractors and their supplier commu-
nity to engage in new or continued co-operatiomidainish companies.



A foreign supplier may request a Banking Agreemeith DECA. A Banking Agreement
may apply either when the terms of an existing BZ€ completed or in preparation of future
ICCs. Future contracts with the Danish Armed Foeres future ICCs do not need to be iden-
tified at the time the credits are banked.

Banking Agreements are valid for 5 years. If theddrin the Banking Agreement has not
been fully utilised within this period, the remaigiamount will no longer apply and will be
nullified. Furthermore banked credits cannot beliaggo fulfil the first 30 per cent contract-
ing requirement.

When the terms of an existing ICC are fulfilled an8anking Agreement is requested by the
foreign supplier, the use of new multipliers wititrbe accepted in the Banking Agreement.

However, during the pre-qualification for a specifontract with the Danish Armed Forces,
any qualifying transaction may, during a 2-yeaiqeeprior to the signing of the contract with
the Danish Armed Forces, include multipliers andyrba accepted in a Pre-qualification
Banking Agreement for all the foreign bidders oe ginocurement.

Banked credits cannot be transferred to third @suti

Multipliers and business case

In general a foreign supplier's industrial co-opiera obligation will be credited with the
value of the contracts it has entered with Dan@hganies. Certain contracts including R&D,
training, technology transfer, marketing assistarfagancial assistance, or other transac-
tions which substantially benefit and enhance delrtological level and market opportunities
of Danish companies may incur multipliers.

Multipliers do not apply under a Banking Agreemethien the terms of an existing Industrial
Co-operation Contract are fulfilled, however, itascepted in a Pre-qualification Banking
Agreement.

All projects including multipliers need pre-approagt DECA before commencing.
Multipliers above 10 will not be approved.

Multipliers are normally not approved for financiriganish companies expenditures on
wages.

Marketing assistance is normally not approved witimultiplier. However, offset credit can
be accepted for the resulting sales in a limitetetperiod and within a preset financial frame.

Transfer of technology or know-how can be creditgith multipliers of up to 10. The multi-
plier related to transfer of machinery or equipmsrdependent on the uniqueness of transfer
and its availability on market conditions. Normadlymultiplier above 5 will not be approved
in connection with transfer of machinery or equipitne

Immaterial transfer of knowledge such as transféicences and other IP-rights or training
can be approved with a multiplier. If the value mainbe determined on market basis, it can be
established based on the value for receiving cognpan



Multipliers may be included in satisfying any portiof the Industrial Co-operation Contract.
However, multipliers can not be used in combinatiatih reward for the over-fulfilment un-
der the 30 per cent requirement.

For each project involving multipliers a businease&must be submitted to DECA. The busi-
ness case should normally include:

« the objective of the project

« information on the market opportunities (incl. rstienes, estimated value on a short
and long term)

« information on the uniqueness in the project

« information on the structure of the project (legeparticipation from both Parties, IP-
rights, risk management, criteria for success)

- alternatives for the Parties.

Every request for multiplier must be pre-approvgdiECA before commencing a project.
DECA will evaluate each project and business casieally before pre-approval. If neces-
sary, DECA may consult external expertise in the@ation of the projects.

The value for the receiving company will be closelgnitored by DECA. If the receiving
company has less benefit from the project tharirmdlin the request for pre-approval, it will
be taken into consideration in future IC-projectgilving either the foreign supplier or the
Danish company.

It is the foreign supplier who is responsible fabsnitting the business case to DECA. The
Danish company can, however, assist at any leedPtrties may find relevant.

Swap/Mutual Abatement

Industrial co-operation obligations incurred by i3#&ncompanies when selling defence
equipment in other countries may be swapped (miytabkated) for a foreign defence equip-
ment suppliers’ similar obligations in Denmark.

Based on a request in writing concerning a potesti@p from a Danish company or a for-
eign supplier, DECA may set up an agreement innyithhe authorities responsible for indus-
trial co-operation in the country of the foreigrpplier.

Performance period

The ICC must be fulfilled no later than 10 yeargiathe signing of the contract with the Dan-
ish Armed Forces, depending on the size of thestrdl co-operation obligation and the de-
livery period to the Danish Armed Forces.

5. Reporting and fulfilment

Annual report on fulfilment

Once a year, on 1 February, the foreign supplieedgsiired to submit a report to DECA con-

cerning the fulfilment of the ICC. The report mis& forwarded both electronically and in

hard copy. In the report, the foreign supplieraguired to account for contracts concluded
and invoiced transactions. The report must be basddECA'’s format designed for this pur-

pose.



In connection with all supplies or services excegdd)KK 1 million, DECA will ask the Dan-
ish company(ies) involved for confirmation, which to be endorsed either by the Danish
company’s managing director or chart of accountantthermore, DECA may carry out ran-
dom checks.

DECA will inform the foreign defence supplier, irriting, of the result of its review and ap-
proval of claims.

6. Sanctions

In case of violation of an ICC, the foreign suppliell be excluded from concluding any new
contracts with the Danish Armed Forces until thestanding industrial co-operation obliga-
tion, including an eventual bank guarantee, haen lbelfilled.

The names of foreign suppliers that have been dedidrom concluding new contracts with
the Danish Armed Forces will be made public onDE€A’s website.

7. The Advisory Board for Industrial Co-operation Contracts

An Advisory Board for Industrial Co-operation Caattts has been established. The members
of the Advisory Board are appointed by the Danishidiry of Defence, Danish Defence Ac-
quisition and Logistics Organization, ConfederatadrDanish Industries, Defence and Aero-
space Industries Association in Denmark (FAD) dmel €entral Organisation of Industrial
Employees in Denmark. The Advisory Board is chalygdECA.

At least twice a year the Advisory Board is infodnen the status of new ICCs and the ful-
filment of existing ICCs. The Advisory Board is @albriefed on any exemptions from stan-
dard requirements in new ICCs.

Furthermore, the Advisory Board is consulted inesasoncerning the delimitation of the area
of application of industrial co-operation, matt@fsprincipals concerning the exclusion of
foreign defence equipment suppliers from obtainneyv defence contracts, and the pre-
approval of multipliers higher than 3.

8. Special circumstances

The Regulation on Industrial Co-operation in Derkmagay not have any delaying impact on
defence equipment procurements of the Danish ArRades if the security of the Realm

does not allow for the timely signing of an ICC.dach a case, the foreign supplier is re-
quired to sign an ICC with DECA at the earliestgble opportunity after the award or enter-
ing of the contract with the Danish Armed Forcese Terms of the ICC still apply fully.

9. Exemption for the Industrial Co-operation Contract requirement

Not all major procurements of defence equipmerseovices imply an obligation to enter into
an ICC. The exceptions are orders placed in Dennaadguisition of used or civilian equip-
ment, documentation, official journeys and trainingconnection with the acquisition pro-
jects, and building and construction works.

Furthermore, Denmark and other countries may hatered into an agreement that allows
for the exemption from the ICC-requirement.

10. Co-ordination between the Danish Armed Forcesand DECA
Request for Quotation



When issuing a Request for Quotation (RfQ) to fgmesuppliers concerning the procurement
of defence equipment or services the Danish Armmdds must include in the RfQ the in-
formation that 30 days prior to contracting witle tBanish Armed Forces an ICC must be
signed with DECA.

At the same time the Danish Armed Forces will yoBECA and the Confederation of Dan-
ish Industries of the Request for Quotation. Thefication must include information on the
defence equipment or services procured, the redjtye of ICC, the registration number of
the RfQ and the list of foreign defence equipmepipsiers who have received the RfQ.

Document to the Parliamentary Finance Committee

When the Danish Armed Forces submit a pleading mlecdi on a defence equipment pro-
curement to the Parliamentary Finance Committedifal political approval, the pleading
document must state that a foreign supplier isgo an ICC with the Ministry for Economic
and Business Affairs, DECA, prior to the award aoatract by the Danish Armed Forces.

Guidance of foreign suppliers

DECA provides advice to potential foreign suppliersthe signing of ICCs. Among others
the Confederation of Danish Industries providesstesce to foreign suppliers in establishing
contact with Danish companies producing defencatedlproducts.

Contracts signed with the Danish Armed Forces

The contract signed between the Danish Armed Fandsforeign defence equipment sup-
plier must state that 30 days prior to contractimg supplier must have signed an ICC with
DECA, and that an ICC exceeding 100 million DKKludes a requirement for a bank guar-
antee.

DECA will give the Danish Armed Forces written rigt@tion once an ICC is signed with a
potential foreign supplier. The Danish Armed Forcas then sign a contract with the foreign
supplier.

The Danish Armed Forces will subsequently informd2?Ethat a contract has been signed
with the selected foreign supplier. This communaamust include information on the type
of defence equipment or services procured, thestragion number of the RfQ, contract, or
file, the size of the procurement relating to deteequipment or services, and the name of
the selected foreign supplier.

Internal guidelines of the Danish Armed Forces
The Regulation on Industrial Co-operation in Derkmaust be reflected in the internal guide-
lines of the Danish Armed Forces.



