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2. Introduction
ARE INTELLECTUAL PROPERTY RIGHTS A RELEVANT COMPONENT FOR THE TRANSFER OF TECHNOLOGY? The question of whether Intellectual Property Rights (IPRs) are an imperative factor in technology transfer is still controversial. While some argue that the flow of technology depends mostly on the owner’s certainty that he will maintain control over the investment made, others believe that IPRs are merely another among many factors to be considered in any international business transaction. Nonetheless, experience shows that intellectual property protection appropriate to the level of development will assist countries that have assimilated foreign technology to pursue new products through research and development (R&D) and accumulate nationally-owned technology. This effect inexorably leads the country to a higher stage of social and economic development. Presently, Brazil’s main challenge is to make the best choices in technology policy to improve the country’s state of development and social welfare.

Technology may be defined as information applicable to a business purpose. Under a legal standpoint, technology is composed of either proprietary or non-proprietary information, the former being embodied in trademarks, patented inventions or simply trade secrets, for instance.

Like capital in the so-called global economy, technology respects no physical boundaries and flows to all corners of the World. Firms may acquire technology either internally, through research and development, with all the risks involved in any endeavor, or externally, through the transfer of information detained by others. However, those who control knowledge of relative value and embodied in some form of negotiable right wish to preserve their technology while obtaining the best earnings from the authorized use by others.

In this scenario, IPRs may play an important role in attracting holders of proprietary technologies and persuading them of the safety of the environment to where their knowledge will go.

3. Historical background

CONTROL OF ANTI-COMPETITIVE PRACTICES 

IN CONTRACTUAL LICENCES

TRIPS AGREEMENT, ARTICLE 40.1

Members agree that some licensing practices or conditions pertaining to intellectual property rights which restrain competition may have adverse effects on trade and may impede the transfer and dissemination of technology.

THE DEVELOPMENT MODEL BASED ON IMPORT-SUBSTITUTION. Since the beginning of the 20th century, Brazil adopted an industrialization policy based on the substitution of imports. Accordingly, the importation of products manufactured locally was forbidden. The policy transformed an agricultural country into the 9th industrialized economy of the World. However, the import-substitution policy eliminated competition and erased the need for investments in technological development, once the relatively large domestic consumer market had no access to better quality and lower priced competing imports, while foreign players were kept away. In such a market, IPRs had a relatively unimportant role to play in the country’s growth.

TECHNOLOGY TRANSFER NEGOTIATIONS INTENSIFIES IN THE 1950S AND ARISES CONCERN IN THE FEDERAL GOVERNMENT TO POTENTIAL NEGATIVE EFFECTS. In the 1950s, the new model of world commerce reached Brazil, which began negotiating contracts related to the transfer of technology. The Brazilian government became concerned with the negative effects that these agreements could have on the country, among which: undue or excessive remittances of royalty payments, restrictive business practices, contracting obsolete or internally available technology, dependency on foreign technology, and, most importantly, on the country’s balance of payment. 

MEASURES TO ELIMINATE OR HINDER THE NEGATIVE EFFECTS OF TECHNOLOGY TRANSFERS (1950-60S). The import-substitution policy would have to be supplemented with other measures to ensure the country’s development. Therefore, Brazil enacted Law 3.470 of November 28, 1958, which established a limit of 5% of the gross earnings for royalty payments deductible for tax purpose. Later, the Ministry of Finance signed Administrative Rule 436 of December 30, 1958, imposing limits from 1% to 5% depending on the nature of the licensed right. Furthermore, Brazil enacted Law 4.131/62 which, among other restrictions, forbids the payment of royalties in patent and trademark license agreements between related companies.

MEASURES TO ELIMINATE OR HINDER THE NEGATIVE EFFECTS OF TECHNOLOGY TRANSFERS (1970-80S). In the 1970s, the Brazilian government implemented a new and more restrictive policy on technology transfer agreements, starting with the enactment of Law 5.648 of December 11, 1970, which created the Brazilian Patent and Trademark Office (BPTO), establishing its role of implementing measures to accelerate and regulate the transfer of technology and establish the best negotiating conditions of utilizing patents. Subsequently, Brazil enacted Law 5.772 of December 21, 1971, known as the Industrial Property Code (now revoked), which required technology transfer agreements to be recorded at the BPTO. The combination of the two latter laws gave the BPTO the legal basis to intervene more in depth in technology transfer agreements, which now had to be recorded at the Office in order to allow the remittance due and the deduction sought by the local Recipient of the technology. The final stroke came with the Office’s Administrative Act 15/75, which compiled principles and rules related to the drafting and recordal of technology transfer agreements. For instance, these agreements were now classified in five categories to facilitate their analysis.

FROM CONTROLLED INDUSTRY-BY-INDUSTRY LIBERALIZATION IN THE 1980S TO UNRESTRICTED LIBERALIZATION IN THE 1990S. By the mid 1980s, having implemented suplementary technical mechanisms to ensure the accuracy and pertiance of its interference, the Brazilian government had an extensive role to play in every technology contract, assessing the adequacy of each clause and the convenience of approving the final document presented by the private parties. Certain sectors of the Brazilian industry, however, suddenly seemed to have gained international competitiveness as a result of the country’s modernization process and become less dependent of the Federal Government’s protection. At this point in time, an industry-by-industry liberalization process emerges, benefiting selected sectors of the economy, i.e. the steel industry had achieved a high level of technological development, making the Country one of the largest exporters in the World, and therefore lacking the need for government control.

The liberalization process described above, however, would suffer an abrupt acceleration when political democracy is restored in the country in the early 1990’s and the elected government set forth a more radical liberalization process which was implemented through the BPTO’s Resolution 22 of February 27, 1991, which simplified the rules for recordal of technology transfer agreements. Soon after, Law 8.383 of December 30, 1991, permitted remittances of royalty payments made between a subsidiary and its parent firm. Normative Act 120 of 1993, follows, implementing the public policy of the Brazilian government to accept the contractual autonomy of the parties, taking even further the hands-off approach. For example, NA 120 states that the Office’s examination would be limited to verifying the situation with the licensed trademarks and patents, as well as the obedience to the limites imposed on fiscal deductability and royalty remittances.

Pressured by consumer dissatisfaction and realizing that it continued mostly to export primary goods once the industrialized products were of low quality, Brazil could no longer avoid opening its market to the rest of the World and local companies realized that in order to compete with the imported products they had to invest in products of higher quality and of lower costs, attainable only through new technologies. With the aperture of the market, the acquisition of technology becomes paramount for the survival of local industry. The year of 1994 marks a new era in the Administration’s policy regarding technology transfer agreements, characterized by a non-intervention approach toward such agreements.

4. The Impact Of TRIPS On Technology Acquisition By Brazil and The Current Standard Of IPR Protection

PATENTABLE SUBJECT MATTER
TRIPS AGREEMENT, Article 27.1 

Subject to the provisions of paragraphs 2 and 3, patents shall be available for any inventions, whether products or processes, in all fields of technology, provided that they are new, involve an inventive step and are capable of industrial application. Subject to paragraph 4 of Article 65, paragraph 8 of Article 70 and paragraph 3 of this Article, patents shall be available and patent rights enjoyable without discrimination as to the place of invention, the field of technology and whether products are imported or locally produced.

TWO IMPORTANT CHANGES AFFECTING TECHNOLOGY TRANSFER AGREEMENTS. In line with the liberalization movement described above, Brazil enacted the Agreement on Trade-Related Aspects of Intellectual Property Rights (TRIPS), through Decree 1355 of December 30, 1994, which came into force on January 1, 1995.
According to article 27.1, member countries are required to afford patent protection to all new inventions, irrespective of the field of technology.

When the TRIPS Agreement came into force, bringing with it the above mentioned principle, Brazil was still under the rule of the Industrial Property Code of 1971 (Law 5.772), and quickly saw to the signing of a new Industrial Property Law (Law 9.279 of May 14, 1996 or IPL). Accordingly, with the enactment of the IPL no longer was prohibited the patenteability of drugs, chemecal products, and food  products and processes. At this point, Brazil experienced an increase in the negotiation and signing of technology transfer agreements. This enhancement can be seen and is reflected in the amounts payed by local Recipients of foreign technologies under technology transfer agreements, as shown below.
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Brazilian Congress clearly intended to use the IPL to promote the advancement and modernization of the Brazilian society. In this sense, the most significant improvement found in the newly enacted Law in relation to technology transfer is the suppression of the historical function of the BPTO that had made the Office a party in each and every technology transfer agreement submitted for examination. We are speaking here of the legal authorization for the Office to find the best conditions for negotiating and utilizing patents. Hence, article 240 of the IPL modified article 2nd of the Law that had criated the Office and excluded the exact phrase of its sole paragraph that once justified its intervention. 
DESPITE FLEXIBLE LEGISLATION, THE ADMINISTRATION RESTORES CONTROL. However, despite a clear liberalization objective found in the texts mentioned above and the actual reduction felt in the Office’s interference, the Brazilian Office subsequently signed NAs 135 and 136 of 1997 and, suddenly, established in general terms the possibility of analysing negotiated clauses and verify the compliance to the Brazilian fiscal and antitrust legislations. Thus, since 1997 the BPTO reinstated a strict and questionable control on technology transfer agreements.

Therefore, despite the legislative advances seen with the implementation of the TRIPS Agreement and the enactment of the IPL, Brazil still finds the need to examine the merits of the negotiations on technology transfers, maintaining its historical interfering approach. Although the part played by the Office affords a certain amount of protection to local licensees, when indeed the balance of power in a relationship between the providers of technology and the recipient rarely exists, the relevant question is whether a government agency has the business expertise to make the kind of determination that is necessary in assessing the adequacy of contracts that are commercial in nature and involve the will of private entities. Obviously, the government has other concerns when analysing a technology agreement, and perceives them as an important economic and commercial tool to foster economic and social development.

5. Brazilian Technology Transfer Practices
BRAZILIAN IPL, Art. 62

The License agreement should be recorded at the BPTO to produce effects in relation to third parties.

In addition to what has already been said about the legal obligations related to technology transfer agreements and the BPTO’s practices, it is important to point out that currently under Brazilian law it is mandatory to have technology transfer agreements recorded before the BPTO, in order:

- for the agreement to be enforceable against third parties;

- for payments made by the Brazilian party to be remittable abroad; and

- for such payments to be tax-deductible for the Brazilian party from corporate income tax purpose.

In addition, the BPTO adopts the following classification of licensing and technology transfer agreements:

- Trademark License Agreements;

- Patent License Agreements;

- Technology Supply Agreements (for non-patented technology)

- Technical Services (Assistance) Agreements; and

- Franchise Agreements

Other rules and practices applicable will be analysed in the following section.

6. Case Study
PARTIES AND OBJECTS. A relatively large Brazilian company (Recipient) engaged in the trade, industry, importation and exportation of food, including food nutrition for animal and chemical products, has recently executed with a Japanese company (Provider) two technology transfer agreements in order to be granted licenses for 1) the acquisition of technical and operational knowledge, experience, information and assistance that the term know-how encompasses for manufacturing lysine feed grade in powder and liquid (product) and by-products, and 2) the use of inventions covered by two Brazilian patents related to technologies developed by Provider that increase productivity and reduce the costs in the manufacture of the Product.

IMMEDIATE ANALYSIS. The licensed technologies were not easily copiable since they related to know-how and later inventions for methods (processes) for the manufacture of Lysine which are otherwise unavailable. Recipient would not have had access to the know-how transferred by the Provider through the Tehnical Supply Agreement. As for the technology encompassed in the Brazilian patents, the unauthorized use of the same would constitute patent infringement.

TERRITORY, TERM, REMUNERATION AND NON-EXCLUSIVITY. The licenses granted by Provider to Recipient cover the territory of Brazil and over thirty other countries to where Recipient is entitled to export and distribute the Product.

The technology supply agreement, which relates to the furnishment of information protected in the form of know-how, was signed in February 1997 and was scheduled to remain in force for a 10 year period. According to this agreement, Recipient would pay Provider in consideration of the right and license the royalty of five percent (5%) on the Net Sales of the Product manufactured and sold during the term of the agreement. The agreement further provided that the license was non-transferable and non-exclusive, without the right to grant sub-licenses.

The patent license agreement, which relates to the license of two patented inventions, was signed in May 2002 and remains in force for the duration of the validity of the corresponding patents (2007 and 2017). According to this agreement, Recipient will pay in consideration of the right and license granted a four percent (4%) royalty on the Net Sales of the Product manufactured and sold during the term of the agreement. The agreement further provides that the license is non-transferable and non-exclusive, without the right to grant sub-licenses.

IMMEDIATE ANALYSIS. In Brazil, technology agreements related to know-how are tantamount to a sale and purchase contract. Thus, upon expiration of the term of either five or ten years of a technology supply agreement, the Recipient acquires the right to use the technology for which he has paid and can practice that technology without paying any royalties to the Provider. The recipient however may not disclose the technology to third parties for a period of 5 years. The BPTO also requires the validity of these agreements to be limited to a total of ten (10) years, having to be renewed on their fifth aniversary. Once the technology supply agreement had been recorded for a period of 5 years only and the improvements obtained by Provided were covered by two Brazilian patents, the parties decided not to renew the first agreement and simply sign and submit for recordal a patent license agreement covering the advancements made.

CONFIDENTIALITY AND IMPROVEMENTS. Both the technology supply agreement and the patent license agreement provide that Recipient should use the technologies furnished under the agreements strickly for the purposes of the agreements and treat them as confidential, extending this obligation to its employees who have access to the know-how. Furthermore, under the agreements all improvements made by Recipient related to the furnished know-how or licensed patents during the term of the agreement shall belong to the Recipient, who will have the right to acquire patents in the territory and will grant a royalty-free license with the right to sub-license in the territory to Provider, who will have the right to acquire patents in any other country.

IMMEDIATE ANALYSIS. Any technological information that is secret and commercially valuable supplied through a technology transfer agreement will be considered to be know-how and will receive protection under the Brazilian law. However, the BPTO imposes limitations on know-how agreements, as described above. Moreover, article 63 of the Brazilian IPL provides that improvements introduced to a licensed patent belong to the party who made the improvements, and the BPTO does not accept agreements which distribute the ownership otherwise.

FINAL ANALYSIS. Although the Brazilian company had to pay to the Japanese licensor royalty rates of 5% and 4% over the net selling prices of the products covered by the licensed technologies under the two agreements executed, the technology acquired was an important tool to allow the Brazilian company to increase its production and exportation of animal nutrition food. At present, the Brazilian company’s exportation of nutrition food represents 31% of its total revenue and this favorable balance was achieved mostly by virtue of the success of the patent license agreement executed with the Japanese company, which also helped to generate a considerable increase of the Brazilian company’s employment level.

The licensed technology encompasses patented inventions, as well as information protected exclusively as a trade secret. Had Brazil not amended its laws to protect products of agricultural nature, the transferred technology would not have been easily obtained by the licensee. The role of IPRs to the benefit of the licensee is evident.

6. Conclusion
TRIPS AGREEMENT, Article 7

OBJECTIVES

The protection and enforcement of intellectual property rights should contribute to the promotion of technological innovation and to the transfer and dissemination of technology, to the mutual advantage of producers and users of technological knowledge and in a manner conducive to social and economic welfare, and to a balance of rights and obligations.

In conclusion, although legislation governing the transfer of technology is presently liberal in Brazil, the Federal Government intervenes in commercial agreements of this nature through the authority of Office regulations. This policy is forcefully challenged by the private sector.  Clearly, the Administration’s objective is to balance the relationship between national recipients of sophisticated technology and foreign Providers, rather than being simply agnostic to technology transfer per se. Nevertheless, the TRIPS Agreement and subsequent national laws have increased the level of protection of Intellectual Property Rights in Brazil. Consequently, this has enhanced acquisition of technology in areas that historically did not have adequate protection, contributing to the country’s social and economic development.
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