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Licensing Software in Latin America

The impact of technology transfer
laws on computer software licensing;
ways to limit impact

BY WILLIAM F. ATKIN*
and JOHN F. McKENZIE*

The single most important issue for companies that in-
tend to license or otherwise market computer softwarein
Latin America is to determine whether the jurisdiction
where the licensee, purchaser or lessee of the software is
located has a technology transfer law and, if it does,
whether that law is applicable to the proposed software
transaction. Most major Latin American jurisdictions
adopted some form of technology transfer legislation dur-
ing the 1960s and the 1970s in conjunction with their pro-
grams of industrialization and economic development.

Intheory, the technology transfer laws were drafted to
prevent technological imperialism in the region. As a
result, most of these laws provide for prior government ap-
proval and registration of all contracts involving the im-
portation of technology. These laws often limit the
amount of consideration that can be paid for imported
technology, require certain contract provisions, regarding
the effective transfer of the technology (e.g., mandatory
training provisions), and prohibit restrictions on the
licensees’ use of the technology subsequent to the ter-
mination of the license agreements.

Thelegislative history of the technology transfer laws
in each of the jurisdictions discussed in this article in-
dicates that the legislation is directed primarily to
transfers of manufacturing and production technology
and know-how. As discussed below, however, at least in
Brazil, Mexico and ‘Venezuela, the government transfer
laws have taken the positionthat software licenses are, in
effect, technology transfer transactions. As aresult, the
licensing of software to customers in each of these
jurisdictions is,.or may be, subject to the full range of
registration requirements and legal restrictions embodied
in the local technology transfer laws. The fact that the
technology transfer laws are directed principally to
manufacturing technology licenses; rather than to soft-
ware licenses {(which may be functionally more nearly
equivalent to: a lease of tangible personal property)
presents the United States software firm that wishes to
market its products in Latin America with a number of
difficult and unfamiliar problems. Of particular impor-
tanceis the extent to which the seftwarelicensor’s owner-
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ship and control of the intellectual property (trade secrets)
embodied in the softwareis placed at risk by the fact that
the technology transfer laws in these Latin American
countries generally prohibit post-termination contractual
restrictions on the licensee’s use of licensed technology.
Evenif the licensor’s program for protecting its intellec-
tual property is based on patent or copyright law, the
scope of protection is not clear, because there is authori-
ty in some of these jurisdictions for the proposition that
therestrictionsin the technology transfer laws supersede
the protection afforded by thelocal patent and copyright
laws.

This article will briefly survey the technology transfer
laws of Argentina, Brazil, Mexico, and Venezuela and their
application to agreements involving the importation of
computer software. We then review the impact of these
laws on the principal clauses typically found in software
license agreements, and briefly describe possible means
of limiting theimpact of the technology transfer laws on
theintellectual property protection of the computer soft-
ware owner/licensor.

SURVEY OF SELECTED TECHNOLOGY
TRANSFER LAWS AND THEIR APPLICATION TO
SOFTWARE LICENSE AGREEMENTS

Argentina

Scope: Application to Software License Agreements—
The transfer of technology from a foreign licensor to an
Argentine licensee is governed by the Argentine
Technology Transfer Law, Law No. 22,426 of March 12,
1981, and its Regulations, Decree No. 580/81 (hereinafter
referred to collectively as Technology Transfer Law). For
these purposes, “technology” is defined as, interalia, “any
technical knowledge for the manufacture of a product or
the rendering of a service.”

Itis not clear whether software falls within this defini-
tion of “technology” for purposes of the Technology
Transfer Law! Government sources, however, have unof-
ficially stated that the Argentine Technology Transfer
Registry, the agency charged with the administration of
the Technology Transfer Law, does not currently consider
software license agreements to be subject to the registra-
tion requirements of the Technology Transfer Law,
because software, unlike manufacturing know-how, is not
usually applied to a “productive process” or the “render-
ing of a service.” Some Argentine lawyers, however, are of
the opinion that, to the extent software is licensed to
either arelated or unrelated Argentine party whoin turn
will use the software torender services to third parties, the
software does constitute “technology” for purposes of the
Technology Transfer Law.
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Approval and Registration—If a software license agree-
ment comes within one of these situations where it con-
stitutes “technology” for purposes of the Technology
Transfer Law, and if the Argentine licensee is a related
party (an Argentina company in which the foreign licen-
sor directly or indirectly owns more than forty-nine per-
cent of the capital), the software license agreement is sub-
ject to approval by and registration with the Argentine
Technology Registry. Such approval and registration will
be forthcoming only after the Registry had determined
that the provisions of the agreement are not contrary to
normal practices between independent parties and that
the agreed-upon consideration *“‘bears a reasonable rela-
tionship” to the licensed technology. While the
Technology Transfer Law does not define what con-
stitutes. “normal practices,” the following provisions
might be considered to deviate from “normal practices”:
licensing obsolete technology, restricting exports or
disclaiming liability on the part of the licensor. The
Technology Transfer Law presumes that the considera-
tion or royalty bears a reasonable relationship to the
technology if the consideration does not exceed five per-
cent of the value of the goods manufactured or the ser-
vices rendered on the basis of the licensed technology.

If the licensee is an unrelated Argentine licensee, the

- Technology Transfer L.aw does not require prior approval

of the software license, but merely requires registration of
the agreement for statistical purposes only. Even though
the Technology Transfer Law does not regulate the terms
and conditions of such a license agreement, the
authorities may refuse the registration (even for
statistical purposes)if they believe that the royalties are
unreasonable or thereal purpose of the agreement isnot
the transfer of technology.

In either case, however, the Technology Transfer Law
does not regulate or otherwise limit the terms of the
license agreement. In the case of an agreement between
related parties, however, an excessive term may be re-
jected if found to be contrary to “normal practice between
independent parties.”

Failure to Register—If a license agreement falls within
the scope of the Technology Transfer Law and is not
registered, the agreement is still valid between the parties
but will result in the following adverse tax consequences
under the Argentine Income Tax Law and Emergency In-
come Tax Law (collectively the ITL): (i) the royalties will
not be deductible by the licensee for purposes of the ITL;
and (ii) payments to the licensor will be subject to a 45%
withholding tax, instead of the standard 18% withholding
tax.

Brazil

Scope: Application to Software License Agreements—
Under the Industrial Property Code, enacted on
December 21, 1971 pursuant to Law No. 5772, and
Regulation No. 15 promulgated by the National Institute
of Industrial Property (INPT), as subsequently amended
and complemented, INPI is charged with the responsibili-
ty of approving and registering agreements dealing with
the transfer of patented and unpatented technology,
know-how, trademarks, and technical assistance. In this
regard, INPI considers software license agreements and
other types of agreements involving the importation of
software into Brazil as the equivalent of technology
transfer agreements, and therefore treats such agree-

ments as subject to the approval and registration re-
quirements of INPI Regulation No. 15.

Approval and Registration—INPI views any license
agreement of unpatented know-how, such as unpatented
software, as a sale rather than a license of technology. In
such cases, INPI will only permit certainrights of a licen-
sor to the technology (e.g. confidentiality of trade secrets)
to be protected contractually, and then only during the
term of the license agreement. After expiration of the term
of the agreement, consistent with treatment of the trans-
action as a sale of technology, INPI will consider the
licensee to be the owner of the technology. Inmost cases,
the maximum term for technology transfer agreements
that INPI will approve is five years, even though INPI
may permit a licensor to impose non-disclosure restric-
tions on the Brazilian licensee for a period of up to two
years beyond the term of the license agreement.

Pursuant to INPI regulations, INPI may refuse to ap-
prove alicense agreement if it contains terms and condi-
tions deemed detrimental to the Brazilian licensee. For ex-
ample, INPT will not approve a technology transfer agree-
ment involving software if it recites that the licensee must
provide free of charge to licensor improvements to the
software developed by the licensee. INPI will probably
not approve broad limitations on warranties. Finally,
clauses which restrict the licensee’s product research and
development or which attempt to limit licensor’s liability
for infringement of the rights of third parties which are at-
tributable to thelicensee’s use of the software will not be
approved by INPI.

With respect to technology transfer agreements
generally, INPI closely governs the amount of royalties
payable by Brazilian licensees for foreign technology. Nor-
mally, the maximum royalty that INPI is likely to ap-
prove is 5% of the net sales price of the produets produc-
ed by use of the licensed know-how. Such a restriction on
consideration haslittle meaning in the context of software
that has no direct manufacturing application. In such cir-
cumstances, INPI will probably limit the consideration
payable by the Brazilian licensee to what INPI deter-
mines to be the value of the licensed software, based onthe
technical sophistication of the software and the perceiv-
ed benefits of the software to the Brazilian economy.

Agreements in Brazil involving software are also sub-
ject to the approval of the Brazilian Special Secretarial of
Information (SEI). SEI's review of the software
agreements will be based in large part on the guidelines
set out in SEI Regulation No. 22/82. In this Regulation,
SEI defines the term “software,” classifies software in
three categories, and states the priority of each category.
SEI gives priority to Category A, software developed in
Brazil by Brazilian residents or Brazilian legal entities
controlled by Brazilian residents. In spite of the
preference for Brazilian software, the SEI Regulations
contemplate approval of agreements involving foreign
software where there is no acceptable Brazilian
alternative.

To coordinate their jurisdiction over software licenses,
SEI and INPI have issued a joint regulation creating a
joint Review Board to determine the advisability of ap-
proving license agreements involving techmnology or
know-how related to the computer industry.? The joint
SEI/INPI Review Board will attempt to determine
whether the software covered by the proposed license
agreement is available locally, and, if not, whether the
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same or similar software is likely to be available from
Brazilian sources in the new future.

Failure to Obtain Required Approval—The failure of a
licensor of software to obtain INPI approval for a propos-
ed license agreement will have the following effects in
Brazil: (i) no royalty payments or other consideration may
legally be made to the licensor; (ii) any Brazilian tax
deductions normally available to the Brazilian licensee
under the license agreement will be denied: and (iii) there
will be serious doubt over the enforceability in Brazil of
the agreement against third parties.

Mexico

Scope: Application to Seftware License Agreements—
Mexico’s Law on the Control and Registration of the
Transfer of Technology and the Use and Exploitation of
Patents and Trademarks of December 29, 1981 (the
Technology Transfer Law) expressly identifies
agreements involving “computer software programs”
that have or may have an effect in Mexico as being subject
tothe approval by, and registration with, the Mexican Na-
tional Registry of Technology Transfers (the Technology
Registry). The Regulations to the Technology Transfer
Law, which were promulgated on November 16, 1982,
however, expressly exempt from the approval and
registration process (i) programs whose sole function is
recreation and entertainment; (ii) operating systems in-
corporated into products whose principal function is not
toprocess information (e.g., appliances, tools, and similar
items); and (iii) programs not capable of functioning on
computers where the internal length of a word may exceed
8 bits and the central memory capacity exceeds 48K. If
there is any doubt as to whether an agreement involving
software is subject to registration under the Technology
Transfer Law, the parties to the agreement must request
the opinion of the Technology Registry.

Registration. and Approval—Software license
agreements with a Mexican distributor and/or end user
must be submitted to the Technology Registry for ap-
proval and registration within 60 days after execution. If
so submitted, registration is made retroactively effective
to the date of execution. Otherwise, registration is effec-
tive only fromthe date of submlssmn of the agreement to
the Technology Registry.

The Technology Transfer Law identifies a number of
contractual provisions that will not be allowed in
technology agreements. Pursuant to those provisions of
the Technology Transfer Law, the Technology Registry
will. not approve agreements that contain, inter aliq,
clauses that:

(i) permit the licensor to regulate or intervene directly
or 1nd1rect1y in the administration of the licensee;

(i) require the licensee to assign or grant alicense to the
licensor with respect to the technology, patents,
trademarks, inventions or improvements developed by
the licensee, except in those cases where the agreement
provides for reciprocal exchange of information, or confers
some other analagous benefit on the licensee.

(iii) establish limits on the technological research and
development of the licensee;

(iv} require the licensee to purchase equipment, tools,
parts, or raw materials exclusively from a determined
source, when alternative sources exist on the national or
international markets;

{v) prohibit or limit the exportation of goods or services

produced by the licensee;

(vi) prohibit the use of complementary technology by
the licensee;

(vii) require the licensee to sell the goods that it pro-
duces to an exclusive client;

{vii) require the licensee touse on a permanent basis per-
sonnel designated by the licensor;

(ix) limit the production volumes of the licensee or im-
pose sale or resale prices on the licensee for local produc-
tion or exports;

(x) require the licensee to enter into exclusive sales or
representation agreements with the licensor, except in the
case of exportations, if the licensee accepts the obligation
and it is established to the satisfaction of the Technology
Registry that the licensor has adequate distribution
mechanisms or enjoys the necessary commercial prestige
to carry out the commercialization of the productsunder
better conditions than the licensee; and

(xi) require the licensee to maintain as confidential the
technical information supplied by the licensor; beyond the
effective term of the agreement or such other terms as
may be established by applicable laws.

The Technology Registry may also deny registration of
an agreement if the licensor does not expressly assume
responsibility in the event of infringement of industrial
property rights of third parties, if the licensor does not
guarantee the quality and results of the technology
covered by the agreement, if the licensed technology is
freely available in Mexico, if the consideration is “not in
proportion to the technology acquired’” or is an “un-
justified or excess burden” to either the Mexican economy
orthe licensee, if the term of the license is excessive (inno
case more than ten years), if foreign law governs the agree-
ment, or if foreign courts are given jurisdiction over
disputes relating to the agreement.

The Technology Transfer Law does not itself specify
any percentage limitation on royalties or fees, but Mex-
ican authorities have traditionally set an unofficial limit
of three percent of net sales on royalties paid by local
licensees to foreign licensors for manufacturing know-
how, patents, and trademarks. In the case of software
licenses, however, this unofficial limit makes little sense,
sinceit is calculated on the basis of net sales of products
produced using the licensed technology. To date, no of-
ficial or unofficial limit has been developed for software.
Thus, the royalties for each software license agreement
must be discussed and negotiated separately with the
Technology Registry.

Finally, many of the prohibited clauses outlined above
are directed to license agreements involving manufactur-
ing know-how, and, as such, are of little relevance in the
context of software licenses. In the past some of these pro-
hibitions have been overcome by characterizing the
license as an indefinite term lease agreement, subject to
termination for breach or by mutual agreement. This
avoids two different problems usually encountered under
the Technology Transfer Law: (i) a term not in excess of 10
years; and (ii) limiting the confidentiality provisionstoa
period not in excess of the term of the agreement.

Failure to Comply-—Technology transfer agreements
which are not approved by and registered with the
Technology Registry are without legal effect in Mexico,
and, accordingly, will not be recognized by any public
authority in Mexico or enforced by Mexican courts. For
income tax purposes, therefore, deductions are not allow-




" 4

2

i

TN

ed for royalties or technical assistance fees paid under
unregistered license agreements, and a licensee under an
unregistered agreement may not benefit from govern-
ment incentives. Furthermore, any person or entity that
fails to comply with the approval and registration re-
quirements may be subject to a fine of up to the amount
of the total consideration payable under the agreement, or
up to ten thousand times the general minimum daily
salary in Mexico City (as of June 11, 1984, the minimum
daily salary in Mexico city is 816 Mexican pesos).

Venezuela

Scope: Application to Software License Agreements—
Under the Venezuelan technology transfer rules, as con-
tained in Decree 2.442 and a series of other decrees incor-
porating Decision No. 24 of the Commission of the An-
dean Common Market, all contracts entered into after
January 1, 1974 between companies organized under the
laws of Venezuela and non-domiciled foreign companies
regarding the importation of technology, and/or the use of
patents and trademarks in Venezuela must be authorized
by, and registered with, the appropriate Venezuelan agen-
¢y, which, in most instances, is the Office of the
Superintendent of Foreign Investments (SIEX). Most
specifically, the agreements subject to SIEX approval
and registration are those involving the following:

(i) The right to use and/or exploit trademarks and to
distribute products bearing trademarks owned by non-
Venezuelan persons and companies;

(ii) The right to use and/or exploit patents and industrial
designs;

(iii) Technical know-how, in the form of plans, diagrams,
models, instructions, formulations, specifications, train-
ing of personnel, and generally, through any other means;

(iv) Basic and detailed engineering in order to erect in-
stallations, manufacture products, and carry on in-
dustrial and construction projects;

(v) Technical assistance in general; and

(vi) Services concerning the management and operation
of companies.

For purposes of these rules, it is completely irrelevant

whether the agreement provides for: a sale or simply a
license to use the technology, patents and/or trademarks;
or aroyalty-free transfer.
. -Several American software firms have sought rulings
from SIEX that Decree 2.442 was not applicable to soft-
ware licenses, arguing that the technology transfer rules
were intended to cover manufacturing licenses only. In
these ruling requests the parties sought to characterize
licenses granting the right to use computer programs as
leases of tangible personal property (ie., the media on
which the programs are inscribed), which are not subject
to review and approval by SIEX. The standard SIEX
response, however, has been to reject this characterization
and rule that the proposed software license agreements
are subject to SIEX review. Thus SIEX s position (albeit
not explicitly stated) is that computer program license
agreements are agreements for the importation of
technology within the meaning of Decree 2:442.

Notwithstanding STEX's standard response, in a recent
ruling, SIEX suggested that a sale of software does not
constitute alicensing of technology but rather the sale of
an asset subject to depreciation, and thereforeis not sub-

ject to SIEX approval. This ruling, however, cannot be
automatically extended to other forms of contracting for

technology, and, as such, theruling may be of little value
tomost software firms that purport to license, rather than
sell this software in order to maintain contractual trade
secret rights against their customers with respect to soft-
ware license agreements SIEX continues toexamine and
approve or reject software license agreements based on
the traditional criteria.

Approval and Registration—SIEX reviews license
agreements on the basis of the following rules. First, the
technology transfer rulesidentify certain contractual for-
malities that must be embodied in any license agreement
that is subject to SIEX review. These formalities include
the following:

(i) Identification of the parties, including the domicile
and nationality thereof.

(ii) Description of the technology, patents, and
trademarks. In this connection, the foreign company
must establish its legal title under Venezuelan law to the
patents and trademarks, if any, identified in the agree-
ment. This requirement is met only if the foreign company
submits to SIEX copies of the corresponding certificates
of ownership issued by the Venezuelan Industrial Proper-
ty Registrar.

(iii) Terms and conditions governing the transfer of
rights, information and related assistance to the
Venezuelan company. This rule requires that the agree-
ment provide for the actual proceduré and schedule of the
disclosure of information to the Venezuelan company, in-
cluding the place(s) and date(s) thereof.

(iv) Allocation of the consideration to be paid by the
Venezuelan company among the technology, patents, and
trademarks contemplated in the agreement.

(v) Terms of the agreement. The agreement may not ex-
tend beyond a term of five (5) years from the date of
registration of SIEX. By way of exception, SIEX may
authorize a term of up to fifteen (15) years from the date
of registration upon approval of the competent Ministry
of the Venezuelan government. It does not appear,
however, that STEX has ever applied this exception.

(vi) Form and place of payment. Under Venezuelan law,
the parties to a contact may choose a particular currency
as the currency of payment thereunder. The choice,
however, must be expressly provided for in the contract.

{vii) Obligation of the foreign company to provide train-
ing to the personnel of the Venezuelan company. Pursuant
to thisrule, the parties to the agreement must also submit
adetailed program to SIEX outlining the scope, location,
schedule, and personnel requirements of the training
courses to be conducted by the foreign company in perfor-
mance of this obligation. This training program is usual-
ly contained in a schedule to the agreement, and unless
presented to SIEX, the agreement will not be approved
and registered by SIEX.?

Second, SIEX will refuse to authorize or register
agreements containing any restrictive clauses. Of par-
ticular importance in the contract of software license
agreements are the following restrictions clauses, which
SIEX will generally reject:

(i) Clauses prohibiting the use of competing
technologies by the local company.

(ii) Clauses prohibiting the use of the technology by the
Venezuelan company upon termination of the contract.

(iii) Clauses requiring the Venezuelan company to
license or transfer to the foreign company inventions to
technical improvements developed by the Venezulan com-
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pany as a result of its activities under the contract.

(iv) Clauses requiring the Venezuelan company to pay a
royalty to the foreign company for technology which not
actually transferred under the contract.

{(v) Clauses providing for the payment of aroyalty in the
event that that Venezuelan company purchases the
technology, patents, and trademarks from the foreign
company.

{(vi) Clauses requiring the Venezuelan company to pay
taxes for the account of the foreign company.

(vii) Clauses which submit claims and disputes arising
under the contract to the jurisdiction of non-Venzuelan
courts.

{viii) Clauses by which the foreign company disclaims
all liability with respect to the use and application of the
given technology, patents, or trademarks by the
Venezuelan licensee.

Finally, as part of its review process, SIEX will carefully
examine the consideration to be paid by the Venezuelan
company to determine if such consideration is

“reasonable.” SIEX is required by law to make this deter-
mination by reference to the expected earnings of the
Venezuelan company under the agreement and the pro-
posed sales price of the products covered under this agree-
ment. Regrettably, SIEX has never published specific
guidelines illustrating the application of these statutory
standards. In the past, however, royalties for the use of
trademarks in excess of one percent of the gross receipts
derived from the sale of the products covered by an agree-
ment, and royalties for the use of patents, know-how, and
related technical assistance in excess of three and one-half
percent (3%2 percent) of thelicensee’s gross receipts from
the sale of products embodying the licensed technology
have generally been viewed as unreasonable by SIEX.
These guidelines, of course, make little sense in the con-
text of licensed software which has no direct manufactur-
ing application, since the basis for calculation is express-
ed in terms of a percentage of the gross receipts derived
from the sale of products manufactured pursuant to the
license agreement. In part because such software license
agreements do not fit within SIEX’s traditional
framework, SIEX has indicated its willingness to approve
fees for software licenses that are significantly higher
than are those that have been approved for other
technology license arrangements.

-Failure to Comply—License agreements subject to
SIEX regulations which have not been approved and
registered with SIEX are null and void for all purposesin
Venezuela, even as between the parties to the agreements.
Asa consequence, a foreign company will not be able to
enforce in Venezuela its contractual right to receive a
royalty or.other payments under an unauthorized and
unregistered license agreement, nor will it be able to en-
force any other terms of such an agreement in Venezuela.
Similarly, the licensee under such an agreement will not
be able to deduct for purposes of the Venezuelan income
tax amounts paid by it to the foreign licensor pursuant to
such an agreement

IMPACT OF TECHNOLOGY TRANSFER LAWS ON
COMMON CONTRACTUAL PROVISIONS

Problem Provisions in Standard Software License
Agreements .
As discussed above, the technology transfer laws in

each of the foregoing jurisdictions (except perhaps Argen-
tina) generally require the review and approval by the
technology transfer authorities of any proposed computer
software license agreement. During this review and ap-
proval process, the technology transfer authorities will re-
ject agreements containing certain clauses that are deem-
ed to be contrary to the underlying policies of the
technology transfer laws.

In this regard, in 1982 the United Nations Industrial
Development Organization (UNIDO) issued guidelines
that discussed a number of clauses typically found in soft-
ware license agreements and made recommendations as
to whether developing countries should authorize such
clauses. The recommendations contained in the UNIDO
Guidelines closely parallel the response of Latin
American technology transfer authorities to certain
clauses typically found in software license agreements.

Warranty of Noninfringement and Other
Warranties—Because of the rapid development and in-
novation in the software industry, licensors of software
typically wish to avoid giving their licensees a warranty
that the software does not infringe the proprietary rights
of any third parties. This is especially true with respect to
software that is not subject to patent or copyright protec-
tion, and thus is protected, if at all, by contractual trade

‘secrecy provisions. Even if such a warranty cannot be

avoided altogether, licensors may try torestrict the scope
of any noninfringement warranty by, inter alia, limiting
the geographical area of the warranty and by requiring a
final court judgment with respect to the infringement
before any indemnification of the licensee is required.

The UNIDO Guidelines recommend that software
licensors be required to warrant that their products donot
infringe the rights of any third parties. In our experience,
most Latin American technology transfer authorities will
not approve license agreements in which the licensors
either disclaim responsibility in the event of infr-
ingements of the rights of third parties or fail to give a
warranty of noninfringement. This position is consistent
with the underlying policies of the technology transfer
laws, which treat the licensee as a buyer of software under
an installment sales contract.

In our experience, a licensor has at least two possible
alternatives with respect to the warranty of noninfringe-
ment of third party rights: (i) omission of any reference to
infringements of third party rights, in which event the
reviewing authorities may be more likely not to detect the
lack of a noninfringement warranty; or (ii) a narrowly
worded warranty that sets alimit on the total liability of
thelicensor in the event of infringment, and qualifies the
licensor’s obligation to indenmify the licensee on the basis
of proper notice and control of any infringement litigation
brought by a third party against the licensee. If care-
fully worded and qualified, a warranty of noninfringement
of third party rights can come close to approximating the
protection of a total disclaimer.

Technology transfer authorities will also react negative-
ly to disclaimers of other types of product warranties and
in some jurisdictions they may require the addition to the
license agreements of certain types of warranties. For ex-
ample,in Venezuela, SIEX may require the inclusion of a
warranty by the licensor that the know-how has been com-
mercially used elsewhere by the licensor and is being
transferred to the licensee in the same condition as used
commercially by the licensor.




Even though some product warranties may be required
by the technology transfer authorities, acommon mistake
made by United States software firms is to extend to
Latin American licensees the typical warranties granted
to United States licensees. Such a step may be un-
necessarily generous, since civil law jurisdictions do not
traditionally require warranties as extensive as those nor-
mally granted in the United States.

Restrictions on Use of Software/Non-disclosure Clauses-
Softwarelicense agreements commonly impose a variety
of use restrictions on the licensee, such as the following:
(i) no copying; (ii) no disassembling; (iii) no disclosure to or
use by third parties; (iv) no sublicensing; and (v) no use of
the program on a computer otherthan one designated in
the license agreement. The UNTDO Guidelines specifical-
ly recommend that restrictions of use of the licensed soft-
ware to the licensee’s plant or other specific location not
be permitted.

Most Latin American technology transfer authorities
have, in the past, been willing to accept restrictions on the
licensee’s use of the licensed software provided that: (i) the
restrictions are reasonable; and (ii) the restrictions do not
exceed the term of the license agreement. The difficulty in
this area principally arises where the license agreement
attempts to impose limitations on use of licensed
technology subsequent to the termination of the license
agreement. Perhaps the most common restriction in this
regard is a non-disclosure obligation. The technology
transfer authorities are consistently adamant in rejecting
userestrictions extending beyond the term of the license
agreement, because any such restrictions are contrary to
the licensee’s deemed “ownership” of the software upon
the termination of the agreement.

The full implications of the prohibition on post-
termination use of licensed software should be emphasiz-
ed. This prohibition may place at risk the software licen-
sor’s ownership and control of the intellectual property
embodied in the software, at least if the licensor relies on
contractual trade secrecy provisions to protect its intellec-
tual property. Because the licensee may be deemed tobe
the owner of the software, and may not therefore be
restricted from using the software at the end of the term
of the license, and because the technology transfer laws
limit the time of such agreements to a relatively short
period of time (e.g., five years), the licensee may be free, at
least under local law, to reproduce and sell the licensed
software in its country of residence long before the licen-
sor intended to permit the software to pass into the public
domain. Moreover, customers, purchasing reproduction of
the software from the quondam Latin American licensee
would be under no trade secrecy contractual duty to the
software licensor. As such, the prohibition on imposing
restrictions on the licensee’s post-termination disclosure
and use of licensed software may be the single most dif-
ficult problem, and may be the single greatest risk, aris-
ing from the application of Latin American technology
transfer risks to computer software licenses.

" Insome jurisdictions, however, it may be possible toim-
poserestrictions on the licensee’s post-termination use of
licensed software, in the event that the license agreement
is terminated due to breach or default by the licensee.
Such a restriction may provide the licensor with adequate
protection, at least where the particular software product
is highly likely tobe obsolete by the stated expiration date
of ‘the license agreement. In our experience, the

technology transfer authorities have been sympathetic to
the obvious injustice to the licensor if a licensee is permit-
ted to terminate an agreement early by its own default
and thereafter continue to enjoy the full benefits of the
software as the “‘owner” without any adverse conse-
quences. This conduct would be particularly egregious
under thoselicense agreements that provide for a contin-
uing, periodic royalty. Because of these potential in
justices, the technology transfer authorities of several
Latin American jurisdictions do permit certain restric-
tions to exceed the early termination of an agreement due

- to a default of the licensee.

In some limited cases, the technology transfer
authorities have indicated a willingness to treat userstric-
tions in software license agreement differently from
restrictions in other types of technology license
agreements, For example, in Venezuela, SIEX has approv-
ed a software Iciense agreement requiring the return, or at
the option of the licensor, the destruction, of the licensed
software upon the expiration of the license agreement.
This different treatment for software does not appear to
bebased on any government mandated policy regarding
software; rather, it appears to be simply a reflection of the
recognition by the authorities that somehow software is
unique and is entitled to different treatment. It should be
emphasized, however, that SIEX approval for such a
restriction on post-termination use of licensed software
does not necessarily guarantee that the restriction will be
enforced by the Venezuelan courts. To the best of our
knowledge, such arestriction in a software license has not

yet been subject to judicial consideration in Venezuela,

and in any action brought by a foreign licensor to enforce
the clause, the licensee would be free to argue that the
clause violates the Venezuelan technology transfer rules,
notwithstanding STEX approval.

Consideration/Royalty—The technology transfer laws
in Latin America all attempt to control in some fashion
the amount of royalties or other consideration to be paid
for the licensed technology. Due to Latin America’s cur-
rent debt crisis, the technology transfer authorities are
reviewing the payment provisions of license agreements
even more cautiously than before. In this regard, the
UNIDO Guidelines do not, and, of course, cannot recom-
mend the proper amount of royalties or other considera-
tion payable for software licenses, but the Guidelines do
express a preference for a fixed or one-time payment for
both custom software and packaged or off-the-shelf
software.

As suggested above, the rules normally applied by the
technology transfer authorities to limit the amount of
consideration paid for technology are difficult to apply to
software licenses. The Brazilian rules offer an example of
this problem: INPI usually will not approve a royalty in
excess of five percent (5 percent) of the net sales price of
the products being produced by use of the licensed
technology. This rule cannot be easily applied to situa-
tions where the software has no direct manufacturing
application.

Typically, because a software license is often more akin
to a sale or lease than to a license of manufacturing
technology, the consideration will be stated as a one-time
payment or fee, or as a series of payments that arenot (and
cannot be) tied to a percentage of the licensee’s sales. Such
arrangements are more likely to receive favorable review
by the technology transfer authorities than are percen-
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tage royalties that exceed the permissible percentages
provided for in the technology transfer rules. This result
may be particularly applicable if the consideration
payable by the licensee is broken down‘into its component
elements (e.g., a basic license fee, an installation and train-
ing fee, an update service fee, etc.). It should be emphasiz-
ed however, that even if the license agreement provides for
the payment of a single fee, rather than a percentage royal-
ty, the amount of the payment will be subject toreview by
the technology transfer authorities, and may berejected
if it is deemed “unreasonable.”’

Term/Duration—The technology transfer laws limit the
term of alicense agreement to a period of between 5 to 10
years. Some jurisdictions will renew or extend these terms
for an additional period of 5 to 10 years, but normally will
do so only upon proof that new technology has been
licenised in connection with the extension. The UNIDO
Guidelines recommend that the duration of software
licenses be limited to a term no greater than the amount
of time required for the hcensee “to absorb and use” the
licensed software.

The duration of software license agreements is of par-
ticular importance because of many of the permissible
restrictions onthelicensees {including trade secrecy pro-
visions) will be approved for the duration of the license
agreement only. A commonly used means of limiting the
impact of the limitations on duration is simply to license
older technology,initially creating a built-in obsolescence.
Thus, after the agreement expires, the licensor will not be
particularly worried about thelack of an enforceable non-
disclosure provision. As noted above, however, the INPI
in Brazil may reject software licenses that cover only ob-
solete technology. A variation on this approach is to renew
or extend the license agreement by licensing new software
toreplace the obsolete software. Such arrangements will,
however, be closely examined to determine if the licensor
is, in fact, transferring valuable new technology or soft-
‘ware. Moreover, in order for this approach to be successful
the new software must be something not already encom-
passedin the licensor’s maintenance obligations.

Maintenance and Training Obligations—The
technology transfer laws do not specifically require that
software license agreements impose on the licensor the
obligation to maintain or update licensed software pro-
grams. Some of the technology transfer laws, however,
such as the Venezuelan legislation, impose a training
obligation on the licensor. The licensor should carefully
draft a training prov1s1on to assure that its obligation is

“to providetraining” and not “totrain.” Furthermore, any
such training responsibility should attempt to create an
objective measure of performance (e.g., number of hours
of training courses), identify when and where the training
will occur, identify the party responsible for costsrelated
tothetraining (e.g., the travel and hotel accomodations of
the licensee’s employees if they must travel to the licen-
sor’s offices for training) and limit the liability of the licen-
sor for acts of the licensee’s employees during the training.

Choice of Foreign Law/Jurisdiction—Because the
choice of law and choice of forum, clauses are routinely
buried in the back:of license agreements, together with
“boilerplate” clauses, many licensors and attorneys often
treat such clauses as afterthoughts in the contracting
process,.or believe that United States law and United
States courts should always be selected. Either situation
could potentially create significant adverse consequences

for the licensor. In the first place, it is absurd to draft an
entire agreement without knowing which law is going to
govern the agreement. This obvious observation aside,
some technology transfer laws do not permit the registra-
tion of license agreements that provide for foreign law as
the governing law, and/or provide for foreign courts as the
forum for dispute resolution. In Venezuela, the
technology transfer rules prohibit the registration of any
agreement that provides for jurisdiction in non-Venezuela
courts. SIEX has taken an expansive view of this pro-
hibition by stating that the governing law may not be non-
Venezuelan law. Similarly, the Mexican technology
transfer rules expressly prohibit the choice of foreignlaw
or foreign dispute resolution.

One possible alternative to the choice of law situations
is to be silent in the license agreement and rely on the
basic principles of conflicts of law in subsequently asser-
ting that United States law (the law of one of the states)
governs. If this alternative is followed, the facts on which
governing law will be subsequently determined (e.g., place
of signing the agreement, place of performance and
others) must be carefully orchestrated to assure that the
licensor will be able to argue successfully for thelaw of its
choice in the event of a dispute. By making this contrac-
tual omission, the technology transfer authorities may
overlook the issue and not specifically require the addi-
tion of a clause providing for locallaw as the governing law
of the agreement or requiring submission of disputes to
local courts.

In the area of jurisdiction, one means we have used to
avoid the exclusive jurisdiction in the courts of the licen-
see’s jurisdiction is to provide for some type of dual juris-
diction. One type of dual jurisdiction clause provides that
any lawsuit by the licensee against the licensor be brought
in the courts of the licensor’s residence, and vice versa.

Multiple Transactions—The process of submitting a
software license agreement to the local technology
transfer authorities, negotiating the terms and conditions
(e.g., the consideration) with them, and ultimately obtain-
ing their approval is a time-consuming and expensive proc-
ess. As such, the application of the technology transfer
rules in these jurisdictions can be particularly prob-
lematic for those United States software firms that
distribute relatively low value, off-the-shelf software to
multiple customers. If such firms were required to obtain
the approval of the technology transfer authorities for
each proposed license transaction, they would be effec-
tively foreclosed from the particular markets, in that the
administrative and legal costs of obtaining each approval
would substantially exceed the licensee fee that potential
licensees would be willing to pay for the software.

At least in this context, the technology transfer
authorities in the jurisdictions surveyed in this Article (at
Venezuela and Mexico) have shown a significant degree of
flexibility in interpreting and applying their technology
transfer rules. In Venezuela, the technology transfer
authorities have approved the terms of a master software
license agreement. Thereafter, the licensor has not been
required to obtain prior approval of each subsequent
agreement if the terms are the same as the previously ap-
proved master agreement. Instead, the licensor simply

‘notifies the authorities of each new agreement. This pro-
_cedure significantly facilitates the marketmg of off-the-
‘ shelf software.

In Venezuela this procedure has developed as amatter
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of administrative practice. In contrast, the Mexican
technology transfer regulations actually provide a
mechanism by which a licensor may avoid the necessity of
having repeatedly to register the same essential con-
figurations or format when software is licensed to dif-
ferent users in Mexico. Pursuant to this mechanism,
only the first license agreement must be filed for approval
and registration with the Mexican technology transfer
authorities. The application for this original registration
must include the following information:

(i) Classification of the program in accordance with the
Regulations;

(ii) Name and version of the program,;

(iii) Date of release of the program in the country of
origin;

{(iv) Price; ‘

(v) Company or office in which the program originates,
indicating country of origin;

(vi) Name and general information identifying the
users;

(vii) Computing equipment with which the program is
tobeused, and in the case of alease agreement, term of the
corresponding agreement;

(viii) Description of the functions of the program; and

{ix) Direct technical support relative to the program.

An annual report must be filed with the Registry con-
taining the information described in points (i), (ii), (iv), (v),
(vi), (vii), and (ix) above with regard to each agreement con-
cluded during the year. Failure to file the annual report
will render the subsequent agreements null and void, and
may lead to the application of other legal sanctions.

Due to the novelty of the foregoing approach, the Mex-
ican authorities have been quite reluctant to make it
available to foreign soft ware licensors. The flexibility of
the Mexican technology transfer authorities, however, is
reflected in their willingness to permit a variation of the
procedure mandated by the regulation described above.
Under this alternative procedure, a model agreement is
registered with the Mexican authorities. Thereafter, each
time that the same form of agreement is used, the licensor
simply files a copy of the original approval together with
the agreement, thus limiting the Technology Registry’s
review only to the financial terms of the specific transac-
tion. Under this procedure, the time required to obtain
final approval of the subsequent agreements may be
reduced to as little as three weeks (as opposed to two
months or more for a full review).

PREEMPTION OF STATUTORY PROTECTION

Perhaps one of the most serious unanswered issues
regarding the application. of the Latin American
technology transferlaws to software license agreements
is whether such laws have preempted the possible protec-
tion of software under other statutory provisions (e.g.,
patent.and copyright laws). This problem is in addition to
the dire consequences that may result if alicensor’s trade
secrets enter the public domain of the licensee’s jurisdic-
tionby operation of law subsequent to the termination of
a license agreement registered under a technology
transfer law. ‘ :

.. The Latin American technology transferlaws havenot
replaced traditional statutory schemes for protecting in-
tellectual property, such as patent and copyright laws.
Thus, in addition to the approval and registration of a

software license agreement under the technology transfer
laws, the licensor/owner may also register the software
under the patent or copyright laws.

As in the case elsewhere in the world, the law in Latin
Americais not clear as to whether the best protection of
a software owner’s intellectual property rightsin the soft-
ware is by means of patent, copyright, or trade secret.
Several jurisdictions have specifically excluded software
from protection by patent (e.g., Mexico and Brazil).
Copyright protection tends to be favored by more jurisdic-
tions than does patent protection. For example, although
not clearly determined at this time, software may be
copyrightable inter alia, in Argentina, Brazil, and
Venezuela.

Since software license agreements will be approved
under the technology transfer laws for a term of from 5 to
10 years (after which the licensee will be deemed to be the
owner of the software for all purposes, with norestrictions
on such ownership), and since the software owner may
also obtain local copyright or patent protection from a
period of 10 to 20 years, a potential conflict exists between
the technology transfer rules and the copyright or patent
laws. For example, if copyright protection of a particular
program is granted for a period of 20 years, the 20 year
protection would be inconsistent with a deemed sale of the
software program under the technology transfer laws
after, for example, 5 years.

The theoretical issue raised by the potentially inconsis-
tent terms of protectionis whether the limited term of the
technology transfer laws preempts the more extended
terms under other statutory protection schemes such as
patent and copyright laws. This problem is not unique to
software, but could arise in the context of many different
types of technolgoy license agreements.

In our experience, to date this preemption issue has
always been avoided by renewing the term of the license
agreement, thereby postponing any direct confrontation
between the technology transfer laws and other statutory
schemes of protection. If this issue is ever directly con-
fronted in a Latin American jurisdiction, which legisla-
tion would prevail is not clear. Nevertheless, software
owners should enter into license agreements aware of the
potential preemption problem.

The technology transfer laws throughout Latin
America create an additional obstacle for the licensing of
software to Latin American users. As discussed above
however, the adverse impact of the technology transfer
laws may be avoided or minimized by creative and careful
drafting. Furthermore; many of the technology transfer
authorities have displayed a great deal of flexibility in
modifying the application of the traditional rules with
respect to software licenses. For these reasons, software
owners need not necessarily shy away from Latin
American markets merely because of the technology
transfer rules. ‘

FOOTNOTES

1. The Argentine government is currently examining an amendment
tothe Technology Transfer Liaw that would specifically bring software
within the scope of that Law.

2. SEI Regulation No. 013/81 and INPI Regulation No. 053/81 dated
February 12,1981,

3. With respect to this requirement in particular, the focus is on
agreements involving the license of manufacturing technology. In the

context of a software license, it may be possible for the licensor to |

discharge this obligation by (Froviding for training of the licensee’s per-
sonnel in the installation and use of the software on the licensee’s equip-
ment for the licensee’s particular purposes.
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