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the Brazilian legal system incorporates the basic principles used as pillars for the protection of the rights related

to major sports and entertainment events.
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Biotechnology IP Due Diligence
BY ANA CRISTINA MULLER, FABIANA FAGUNDES AND RODRIGO FERREIRA | BARBOSA, MUSSNICH & ARAGAO

Brazil is recognised worldwide for its great natural endowments and cultural richness. In recent years it has
been making great strides in its economic and social development. The economic stability over the past 15
years has led to substantial growth in the local market, prompting companies all over the world to revise
their business plans for the country, particularly with respect to exploitation of raw materials and the local
market.

One of the sectors that has developed the most is agribusiness. Building on the traditional strength in
producing agricultural products for both the domestic and export markets, Brazil has become one of the
world’s leading producers of plant and animal products. Besides this, there is growing interest in developing
new technologies based on the great local biodiversity, in areas such as new pharmaceuticals from flora and
fauna, expanded output of renewable energy sources like biofuels and other new sustainable materials and
technologies.

With an eye on this potential, companies are making consistent investments in research and development
of new products and services, as well as in acquiring promising new technologies already developed by others
through joint ventures or mergers and acquisitions.

According to the “Mergers & Acquisitions Review Fourth Quarter 2008” report, published by Thomson
Reuters, in 2008 there were some 40,000 M&A transactions announced in the world, involving US$2.9
trillion.

To lay the groundwork for these deals, it is necessary to perform a due diligence investigation, to confirm the
situation of the target firm’s assets and liabilities, recurrent revenue stream, potential competitive advantages
and possible risks of going through with a transaction, so as to assess whether the expected future profitability
of the target company is sustainable in the long run.

Although one may think that conducting a due diligence in a company has become a commoditised work,
experience has shown that due diligences made without the proper definition of scope, or in disregard of
the real potential risks peculiar to each industry sector, can result in as bad a result as not conducting a due
diligence at all.

Superficial due diligences can be quite misleading, as they will not identify the real risks associated with a
certain transaction, leading to the conclusion that no specific attention should be driven to a critical aspect of
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the target company.

A misleading due diligence report can impair the ability of the potential buyer to take correct decisions
as to proceeding, or not, with the transaction, and can deprive one’s ability to establish proper remedies and
assurances for any non-assessed risks in the transaction agreements. Not only is this true in relation to tangible
assets and effective liabilities, but also to hidden liabilities and intangible assets. In M&A transactions it is
increasingly common to evaluate the target companies regarding their intangible assets, such as trademarks,
patents, industrial designs, copyrights, plant varieties and trade secrets. Indeed, in an ever more high-tech
world, in many cases firms’ intangible assets can be worth far more than their more traditional material ones
(property, plant and equipment).

So, to maximise business opportunities it is fundamental to know the rules on intellectual property and to
establish an effective policy to protect these intangible assets.

One of the most promising areas where intangible assets are the key to value is biotechnology. This is also an
area where the IP rules vary greatly from country to country, particularly regarding biotechnology developed
from living organisms. In this respect, Brazil has a legal and regulatory framework with many peculiarities, to
which proper attention must be paid.

Biotechnology has attained a level of development that transcends the life sciences. It has become a multi-
sector and multidisciplinary endeavour that relies, for instance, on computer technology, telecommunications,
medias, and the development of post-genomic era. Many specialised area have appeared, such as bioinformatics,
biopharmaceutics, telemedicine, which combined enable, for instance, the development of transgenic plants
to produce functional or medicinal foods or cosmeceuticals.

Therefore, a due diligence investigation involving a biotechnology company must be more detailed than
an examination of a traditional company, to evaluate legal questions involved in exploitation of resources
originating with living things, to verify obedience to questions of ethics, biosafety and access to genetic
resources. Failure to observe the laws and regulations in these respects can mean the suspension or loss of
intellectual property rights, besides penalties such as fines and even jail for criminal violations.

Therefore, it is crucial when performing a due diligence examination of a technology company to observe
questions that go beyond those covered in a common due diligence procedure.

A common IP due diligence procedure normally examines questions such as ownership of intellectual
property, licences and assignments, validity periods of patents and other IP rights and payment of their
maintenance/renewal fees, scope of protection of assets, target market and competitors, litigation, possible
infringement of third-party rights and enforceability, among others.

While the above list may seem exhaustive, when the target firm’s intangible assets involve a germplasm bank
and new plant varieties, including genetically modified ones, some other important points must be observed.

Initially, every germplasm bank of the target company should be analysed regarding its state of protection
and capacity to supply economically attractive characteristics for the development of new varieties, to enable
assessing the capacity for maintaining this stock of seeds and lineages in operational and economic terms, in
the short and long run. In this sense, it is crucial for the prospective purchaser to review all the procedures
and policies followed by the target company to protect its confidential information. Therefore, during the due
diligence process, the prospective buyer should: (i) evaluate how and where the company stores its confidential
information and restricts access to it; (ii) confirm that the company requires its employees and service providers
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