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royalties or technical fees which the manufacturer may
pay to recepients abroad.

Also under the Law for New and Necessary In-
dustries any business enterprise benefiting from said
law must restrict its payments for the use of technology,
patents, trademarks and tradenames to a certain per-
centage fixed in each instance to the Department of
Industry and Commerce.

Also in the case of certain industries in which
the Government exercises a monopoly, such as
petroleum, electricity, etc. The Government corpora-
tions operating such industries have a limitation re-
garding the amount of royalties which they may pay
for foreign technical assistance or for the use of patents,
trademarks and tradenames.

While no one can say which is the amount of
royalties which can be collected from a Mexican
licensee without problems, one may say that any
amount below 4% of net sales is quite acceptable, in
general, although, of course, there may be variations
in specific fields of the industry. In any event all
license agreements should be in written form and
while there is no general obligation to register same it
is most convenient to do so specially in the case of
trademarks to prevent their lapsing for lack of use.
In some instances, the registration of license agree-
ments is obligatory for tax purposes and to show that
the rates charged do not exceed those set forth by the
limitations established if the licensee is enjoying tax
exemption benefits or if the field of its industry is sub-
ject to restrictions as [ have explained above.
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Mariano Soni

COMMENTS ON RESTRICTIVE PROVISIONS
IN LICENSE AGREEMENTS

by
Mariano Soni*

“Industrial Property does not constitute an ob-
stacle to the economic integration of the countries”,

“To allow a patent to fulfill its role in the
access to technology and industrial development of a
country or region it is necessary that a sound and ef-
ficient patent system exists and is put into practice.”

“The controversies about the eventual wvalue of
a patent system have come from the fact that in many
areas the patent systems have not been kept up to
date with the needs which have arisen from the
economical and industrial development of countries
or regions. In order to accomplish these purposes it
is necessary. . . to give emphasis to prompt publication
and accessibility for the interested circles, and further
to have a good classification system which allows ef-
ficient searches for desired subject matters, as well
as means to permit the working of a patented in-
vention in a country or region either by the patentees
or through licensees”.

“Royalties should be considered legitimate pay-
ment to purveyors of technology in consideration for
their rights and in compensation for their work and
investment in the creation of the technology and for
their assistance to its users and to the collectivity in
general”.

“Royalties must be adequate to compensate the
purveyor of the technology and at the same time
equitable to avoid undue hardship to the user or the
owner”.

“The principle of free negotiation between the
parties to agreements relating to the transfer of tech-
nology should be retained”,
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“That the recognition of the rights of the suppliers
of technology to receive a compensation and the
declaration in favor of the principles of free registra-
tion do not imply to ignore the right, that is also an
obligation, of the Sate to take the necessary measures
to prevent any abuse from one party against the
other or of any of them in detriment of the public™.

The above quotations are part of the Resolutions
adopted at the Third Congress of the Interamerican
Association of Industrial Property, held in Caracas,
Venezuela, from May 18 through 21, 1971.

We fully endorse the above mentioned principles,
but we cannot and should not close cur eyes to the
reality that our countries are facing.

We believe that it is beyond dispute that in-
dustrial property plays an essential role in the in-
dustrialization of developing countries.

Likewise we realize that the industrialization of a
developing country implies an expense. We do not
challenge the right of a licensor to recover, through
royalties and similar payments, the cost of research.

We feel, however, that either due to ignorance,
bad faith or nearsightedness, the essence of the li-
cense agreements, for the transfer of technology, that
is technical services, know-how and patents and trade-
marks, in general, in many instances have moved our
governments, to consider them in a more deep and con-
cerned manner and to try to regulate them.

It appears to us that the problem of currency,
in those countries where an exchange control exists,
has passed to a secondary place.

Our countries are now more concerned with other
aspects.

It is believed that it has been tried in vain to
convince the governments to the contrary, that the
main purpose of the license agreements is to export
currency at lower tax rates than those applicable to
the ordinary income of a company {(in those cases
where the licensee is a subsidiary of the licensor).
Moreover, in some cases the transferred technology
has been inadequate, obsolete or useless.

We consider the former ideas as the cornerstone
of the problem, and our governments after analyzing
it, have also noted several other provisions that con-
stitute a restriction on the development of the li-
censees, and consequently of the country.

Which are those provisions in the license agree-
ments that are now under scrutiny in many countries,
and specially in Latin America? We call them
restrictive provisions and following are some examples
of the same:

I} Total prohibitions to export goods.

2) Prohibition to export to certain countries.

3) Exportations may be effected enly according
to prefixed quotas.

4) Exportation prices of goods are established
by the licensor.

5) Prior approval of the exportation must be
obtained from the licensor.

6) Exportation may only be made to certain
companies or the sales must be made through
them.

7) Substitute products for those for which the
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license is granted may not be exported.
8) Exportation is permitted only to determined
countries.

9) Exportation is permitted only of certain
specific goods.

10} Disclosure of the contents of the agreement
is not permitted.

11} Licensee must acquire from the licensor the
equipment, tools, raw materials, or the inter-
mediary products used in the process.

12) Licensee is obligated to maintain production
standards.

13) Licensee must transfer to licensor any im-
provement developed by the former over
know-how, patents, etc.

14) Prohibition to export using licensor’s trade-
marks.

Our first impression after going through the above
mentioned provisions is of disbelief or amazement,
We have executed or assisted in the eXecution of
license agreements that contain, one, two or all of said
provisions, How is it that these agreements are hurt-
ing the economy and development of a country?

Many of the restrictive provisions in our opinion
are necessary; others may either be attenuated,
softened or eliminated.

Let us try to analyze them in detail.

1. Toral prohibition to export goods

Taking into consideration the situation of our
countries, usually lower wages, cheaper power, tax
incentives, preferential import duties (such as in the
LAFTA countries), etc., usually goods manufactured
in our countries and exported to other foreign countries,
have a lower price than the same goods manufactured
by the licensor.

Therefore, it is inconvenient and uneconomical
for the licensor, to permit the exportation of goods
manufactured under a license.

In certain instances the provision is sound and
duly based, such as in the case where the licensor
has licenses in other countries and obviously another
licensee should not export in order to avoid detriment
to the other licensee. However in these cases the
interest and benefit of the developing countries is not
taken into consideration, and obviously provisions
such as these do not favor the economic and industrial
growth of our countries.

2. Prohibition to export to certain couniries.
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This proviston may have its basis in those cases
where a licensee exists in the specific country. How-
ever this is not always the reason behind the provision.

As mentioned above in many instances the li-
censor has established its “exclusive” zone of in-
fluence, where it does not wish competition even
from its own licensees.

3. FExportation may be effected only according
to prefixed quotas.

Usually a provision such as this fixes a quota or
limit on the exportations that the licensee may make.
The limit may be on the amount of the goods manu-
factured or on the amount of money represented by
the exportations. In these cases, the licensor does
not mind the territories where the exportations are to
be made, but the intention is to stop in a predetermined
amount the developing capacity of the licensee, to
prevent competition, and to maintain the demand and
price of the goods due to lack of supply.

4. Exportation prices of goods are established

by the licensor.

This provision seeks to control the prices of the
goods in the international market. In many cases a
similar provision is used in order to maintain the
price of the goods in the country where the licensee
is established.

5, Prior approval of the exportation must be

obtained from the licensor.

As in the former cases, the licensor seeks through
this provision a control on the price of goods, the
purchasers and the territory where the goods may
possibly be exported.

Since it is usually on the discretion of the licensor
to grant or refuse the authorization to export, the
licensee may do very little or nothing at all to over-
come any objection of the licensor.

6. Exportation may only be made to certain
companies or the sales must be made through
them.

As discussed before, the licensor through this
provision may control the prices of the goods. Gen-
erally, the purchasing company is a subsidiary of the
licensor or has a sales or distribution agreement, where-
by the goods must be sold at certain prices, is deter-
mined territories and conditions.

7. Substitute products for those for which the

license is granted may not be exported.

This we believe, 1s one of the most serious causes
of discomfort in our countries.

It has two adverse effects: on one hand it dis-
courages the inventive ability and the research of the
licensee, in view of the fact that it may not export (and
in some cases not even sell in its own country) sub-
stitute goods that may be cheaper or better than the
licensed product.

On the other hand and as a consequence the
licensee may not expand in a parallel manner, that
may save the payment of royalties, since it may not
be able to sell or export the substituted goods.

8. Exportation permitted only to determined
countries.

As discussed in point 2 above, the provision may be

based on other commitments of the licensor. That is,
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the licensor may exclude certain countries, because
it has in them other licensees, and allow the exporta-
tion to other or determined countries.

9. Exportation permitted only of certain specific
goods.

This provision may be related to that discussed
under point 7 above. Likewise it may be based on
other agreements of the licensor. We may imagine a
licensee in Mexico that is authorized to manufacture
a complete TV set, and it is only authorized to export
to Peru certain components, since the licensor has
in the latter country a licensee that assembles the
complete set.

10. Licensee may not disclose the contents of the

agreement.

We believe that this provision should not be
considered “restrictive” in the light of the previous
analysis since it is beyond any doubt that both the
licensor and licensee should try to protect the informa-
tion, know-how, etc., transmitted under the agreement.

11. Licensee must acquire from the licensor the
equipment, tools, raw materials or the inter-
mediate products used in the process.

This provision is very criticized; on one hand the
licensor may in good faith try to maintain the licensed
goods’ quality standards by furnishing itself the raw
or intermediate materials for the finished good. But
on the other aspect, the licensor may try to increase
the revenue derived from the license by charging ex-
cessive prices for the raw materials or to establish
control on the price of the finished goods and eventually
of its exportation price.

12. Licensee is obligated to maintain production

standards.

We feel that this a “must” provision in all license
agreements and all governments should require that
such a clause be mandatory.

The reason is that the public should be guaranteed
that the licensee maintains the same standards in the
product as those of similar products purchased in the
international market.

Our present Law of Industrial Property establishes
in Article 164, which refers to the conditions that a
trademark licensee and the contents of the agree-
ment must fulfill in order to be recorded, as “authorized
user”, that the degree of control that the licensor shall
excercise over the use of the trademark be indicated,
as well as the limitations established with respect to
the characteristics of the products.

Similar requirements are provided by the
Colombian Law in Article 596 of its Commerce Code
to insure the quality of the licensed products or serv-
ices, and in the event of default, the proper authorities
may take the necessary measures to guarantee that
the products meet the quality standards.

13, Licensee must transfer to licensor any im-
provement developed over the know-how,
process, etc.

Usually this provision requires that the transfer
of the improvements be made to the licensor free or at
a token amount.

The provision in question represents a serious dis-
advantage for the licensee, since it is deprived of its
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improvements which may represent that no more
royalties are to be paid to the licensor.

In addition, we feel that it also discourages the
licensee from research, since it knows that the im-
provements that it may develop will benefit it in a low
grade,

Under our laws this provision faces another
problem, that is, the ownership of the improvement.

Article 163 of the Mexican Federal Labor Law,
provides that the rights to the ownership and ex-
ploitation of an invention made within a company,
shall be subject to the following conditions:

a) The inventor shall have the right to
have his name appear as author of the invention.

b) When the employee is devoted to re-
search or development of processes used in the
company, for the company’s account, the owner-
ship of the invention and the right to exploit the
patent shall correspond to the employer. The
inventor, in addition to the salary which he may

have received, shall have the right to receive a

supplementary payment, which shall be deter-

mined by agreement between the parties or by
the Conciliation and Arbitration Board, whenever
the importance of the invention and the benefits
which may be derived in favor of the employer are
not in proportion with the salary received by the
mmventor, and

¢} In any other case, the property of the in-
vention shall correspond to the person or persons
that created it, but the employer shall have the
preferential right, in equal circumstances, to its
exclusive use or to the acquisition of the invention
and of the corresponding patents.

Under the circumstances, it appears from the
above, that the licensee may not freely agree to the
provision in the license agreement in which it is
obligated to transfer the improvements to the licensor.

On this aspect, it should be noted that under the
Brazilian Law on Industrial Property, the ownership
of the improvements belongs to the emplover, subject
to certain conditions and the Peruvian Law provides
that the ownership belongs to the employee, as we will
see hereinbelow.

14, Prohibition to export using licensor’s trade-

marks.

This provision is of course very closely related to
many of the discussed before.

We feel however that to certain extent, it 18 more
related to the provisions prohibiting the manufacture
of substituted goods, since the licensee may be dis-
couraged from trying to improve the product, which
it cannot sell with the licensed trademark.

On this aspect it should also be considered that
a licensee may not try to promote a trademark as
much it would be desired, since when it is not author-
ized to export products bearing it, the prestige and
acceptance that the goods may have, will not benefit
itin the international markets.

Now let us take a look at the measures that certain
governments have adopted in order to curb what they
consider as abuses in this field.

First of all, we should consider the provisions of
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the Subregional Integration Agreement better known
as the Cartagena Agreement or the Andean Pact,
subscribed by Ecuador, Colombia, Peru, Chile and
Bolivia.

The well publicized Resolution No. 24, was
adopted in the meeting held from December 14 through
31, 1970, and it provides in Article 20 that the member
countries shall not authorize the execution of agree-
ments for the transfer of technology or patents from
abroad providing:

a) That the recipient of the technology
or the licensee of the patents is obligated to ac-
quire from a determined source, assets, inter-
mediate products, raw materials and other tech-
nology or the obligation to use permanently
personnel determined by the supplier of the tech-
nology.

In exceptional cases the governments may
accept such a provision when the goods or assets
in question have the same value or price in the
international market.

b) That the licensor fixes the price of sale
or resale of the goods manufactured with its tech-
nology.

¢) Restrictions on the volume and structure
of the production.

d) Provisions prohibiting the use of com-
petitive technologies.

e) Clauses establishing a preferential right
for the owner of the technology to acquire all or
part of the licensee’s production.

f) Provisions imposing upon the licensee the
obligation to transfer to the licensor the patents
or improvements to the technology in question.

g) Clauses establishing the obligation to pay
royalties on unused patents, and

h)  Any other clause of an equivalent effect.
This article provides expressely, that only in ex-

ceptional cases, duly approved by the proper authori-
ties, clauses that prohibit or limit in any manner the
possibility of exporting the finished goods manu-
factured under the licensed technology will be ad-
mitted.

Likewise it is established that in no event shall
clauses prohibiting exportation be admitted, when the
exports are to be made to the subregion countries, or
in the case of exportation of substitute products to third
countries.

In the field of trademark licenses, Decision No.
24, in Article 25 establishes that the following re-
strictive clauses shall not be admitted in the agree-
ments.

a} Prohibition to export or sell to deter-
mined countries products covered by the trade-
mark or the exportation of substitute goods.

b) The obligation to use raw or inter-
mediate products furnished by the trademark
owner or its affiliates. This provision may be ac-
cepted when the prices correspond to those of the
international market.

c) The fixing by the licensor of the sale or
resale price of the products.

d) Payment of royalties on unused trade-
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marks.

e) The obligation of the licensee to employ
permanently personnel furnished or appointed
by the licensor, and

f)  Any other provision of an equivalent ef-
fect.

The member countries must follow the privisions
of the Cartagena Agreement and in addition, some
of them are establishing their own Regulations on
this aspect. Such is the case of Colombia in Articles
559 and 599 of its Commerce Code in the Chapter deal-
ing with Industrial Property, which considers null and
void, clauses in license agreements that impose limi-
tations in the commercial or industrial aspect that are
not derived from the patent or trademark rights.

In Argentina, since 1970 the government began
establishing certain “Policies” orienting and regulat-
ing the transfer of technology.

For instance, Policies Nos. 116 and 152 provide
that the agreements for the transfer of technology
should not include clauses restricting exports, and in
those cases where such clauses exist, the agreements
should not be renewed.

The first Argentinian Law that regulated re-
strictive clauses, is Law No. 19,135 of July 22, 1971,
concerning the automotive industry.

Article 30 of this Law provides that the license
agreements should not contain restrictive clauses
such as the possibility of the licensor to regulate the
production, distribution, investment, research or tech-
nological improvement of the technology; the purchase
of equipment or raw materials from a determined
source; prohibition to export or subject to the prior
approval of the licensor; the transfer to the licensor,
either by onerous or free consideration; the improve-
ments, patents, trademarks, etc of the licensee; the fix-
ing of sale or resale prices by the licensor; the payment
of royalties on unused patents.

Of a special Importance is the provision in this
Law establishing maximum royalties which may not
exceed two percent of the net profits produced by the
licensed goods or services.

As mentioned before this is a specific law for
the automotive industry. However the law applicable
to all the transfers of technology was passed on
September 10, 1971, creating the National Registry of
License Agreements for the Transfer of Technology
(Law No. 19,231).

This Law in essence is similar in its contents to
the Law just discussed but it includes certain other
relevant concepts and legal conditions.

Agreements containing the following provisions
(we will only refer to those not already mentioned
before) will not be recorded:

a} The license of a foreign trademark or of
an Argentinian trademark owned by a person
residing abroad, when no tnnovtion or tech-
nological contribution is involved.

b) When the technology in question may be
obtained in the country.

¢) When the royalties are not balanced
with the value of the transferred technology.

d) When the interpretation of the agree-
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ments is subject to a foreign courts jurisdiction.

e) The Executive Branch may establish the
maximum percentages of royalties to be paid.

f) Agreements not recorded with the
Registry will be null and void and their observance
may not be claimed in the Argentinian Courts.

g2) Royalties paid under agreements not
recorded with the Registry, may not be deducted
for tax purposes.

h) In view of the fact that a currency ex-
change control exists in Argentina, foreign cur-
rency may not be obtained from the proper bank-
ing institutions, if the agreement is not recorded.

i) Tax incentives may be enjoyed by com-
panies that record their agreements.

In Brazil, Law No. 5772, establishing an In-
dustrial Property Code was passed on December 21,
1971.

The highlights of this Law are that the royalties
shall be fixed by laws and that the improvements to
the technology shall be the property of the licensee.
Limitations to the marketing and exportation of goods
may not be imposed by the licensor.

Of special interest is the provisions establishing
that the recording of license agreements will not be
effected when the licensor is domiciled abroad, and the
patent in question does not enjoy priority rights accord-
ing to International Agreements to which Brazil is a
party (we understand Brazil is bound by the Hague
Text of the Paris Convention and it is also a member
of the Patent Cooperation Treaty, 1970).

By means of this meteoric trip through South
America we have tried to give a general idea of the
situation in the mentioned countries, and now we
have finally returned to Mexico.

As indicated at the beginning, we feel that due to
factors that are not worth mentioning again, the con-
tents of the agreements for the transfer of technology
have been in many cases ill advised.

Our authorities for many years have been granting
tax exemptions for specific industrial areas, and with-
in the requirements to be fulfilled, it is established
that royaities, technical service fees, interest on loans,
etc,, paid to foreign companies should not exceed
certain limits; in recent years the figure has been es-
tablished at three percent, and in the last resclutions,
the percentages have not been determined in the reg-
ulations and are subject to the discretional powers
of our authorities.

Our authorities and several well known economists
have stated in recent months that the amounts paid
for royalties arc excessive (in 1966 Mexico paid
0.0166% of its gross national product, that is around
$8,500,000 U.S. dollars). The amount of royalties that
our country paid in 197} amounted to approximately
$64,000,000. U.S. dollars.

To our eyes, it seems clear that our government
shortly will try to remedy or control the situation.
Hearsay leads us to believe that a law, similar to
the Argentinian will be enacted during this year.

Consequently, I believe it is the time to propose
some recommendations,

1} In the light of the South American trends,
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it is suggested that when possible no restrictive
clauses, such as these discussed herein be in-
cluded in the agreements.

2) Patent and trademark license agreements
must include the transfer of technology.

3) Royalties should be in accordance with
the value of the transfer of the technology and
probably not in excess of 3% of the net sales of
the product embodying the technology.

4y The terms of the license agreements
should not be indefinite, probably a maximum of
ten years would be advisable,

5) “Most favored country” clauses should
also be considered in the agreements.

Mexico, D.F., September 1972,
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Lack of space and the expense is preventing
us from publishing Workshop Notes. I have a few
available and can Xerox them for you if I have
them. Just write me,
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Bernardo Gomez Vega

“NEW TENDENCIES IN LATIN AMERICA
FOR A CONTROL OF PATENT AND
TRADEMARK LICENSES”

by
Bernardo Gomez Vega

Dear Colleagues:

Probably it had been announced to you that the
subject of my lecture would be “New Tendencies
in Latin American countries for the control of patent
and trademark licenses”, and 1 had really intended
to speak to you in relation with such matter making
the necessary comments on the background of the
Treaty or Agreement of Cartagena, passing later to
the dictatorial laws issued in Brazil and in Argentina
for this control, but it so happens that the Review of
the Association of Lawyers of Buenos Aires, recently
brought to the public light its issue number 1/2
{(Volume Twentyeight), corresponding to January to
June of the year of nineteen hundred and seventy two,
where two interesting and exhaustive studies on this
matter were published, to wit: “Present tendencies
of the Industrial Property in Latin America” by Dr,
Ernesto D. Aracama Zorraquin and “Comments on the
(Argentinian) Law Number 19231 (Nineteen thousand
Two Hundred and Thirty One), relative to the Reg-
istration of Licenses and Transfer of Technology”
by Dr. Ernesto O’Farrell, both authors well recognized
as prominent Argentinian practicians of industrial
property law, Therefore, any attempt to try to prepare
a short lecture on the subject in question, would be
doomed in advance to be considered as a pale re-
flection of such interesting works which lectures I
strongly recommend to you and to all those interested
in the matter, be them lawyers, investigators or busi-
ness men. If you are so kind to permit me to make a
commercial ad, 1 suggest that you make a note in the



