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INTELLECTUAL PROPERTY AS SECURITY

Introduction :

Entrepreneurs seeking to procure capital for their business ventures are typically faced with the age-old problem that in order to procure capital, one needs existing capital to secure the new capital sought.  The problem is particularly acute in the case of start-ups based on new technologies, whose only assets of significant value are often in the form of intellectual property.  While the underlying ideas may have the potential to earn the venture a fortune, it is very rare that no further structural or complementary business assets are required in order to realise the value of the ideas.   The very need for financing therefore occurs as a result of a need for further capital to realise the value of the intellectual property.  The use of intellectual property as security may well in many circumstances provide a means to obtain secured investment into such a venture. 

Whilst this article is intended to highlight some of the legal issues involved in the use of intellectual property as security, it does not purport to be a complete treatise on the topic and specifically does not deal with the position of secured creditors in insolvency or liquidation situations.

Intellectual Property:

Intellectual property may loosely be defined as concepts of the mind which are protectable by law.   For the purposes of this discussion, intellectual property may be categorised as either registered or unregistered.  

Registered intellectual property is the subject of statutory rights such as patents, trade marks and registered designs, which are registered in the Patent, Trademark and/or Designs Office concerned. 

Unregistered intellectual property is property which is not registered in any official register.  Unregistered intellectual property may be the subject of statutory rights, as in the case of copyright, or the rights in respect thereof may be established by common law, such as the rights relating to confidential information and technical know-how.

Registration of Hypothecation on the Intellectual Property Registers: 

In South Africa, the Trade Marks Act, Patents Act and Designs Act all provide for the registration of hypothecation in the official records in respect of trade marks, patents and designs respectively, and applications therefor.  

The Trade Marks Act provides most comprehensively for hypothecation.  Section 39(3) of the Trade Marks Act provides that: 

"The assignment or transmission of a registered trade mark shall be subject to any deed of security hypothecating it".  

Section 41(1) provides that: 

"A registered trade mark may be hypothecated by a deed of security."  

Section 41(3)(a) provides that: 

"Where a deed of security has been lodged with the Registrar in the prescribed manner, the Registrar shall endorse the register to that effect."  

Sub-section 4 provides that: 

"A deed of security in respect of which an endorsement has been made in accordance with the provisions of sub-section (3) shall have the effect of a pledge of the trade mark to the person or persons in whose favour the deed of security has been granted."  

Sub-section 5 provides that: 

"An assignment or transmission of a registered trade mark in respect of which a deed of security has been endorsed in terms of sub-section (3) shall not, without the written consent of the person in whose favour the deed of security has been granted, be registered by the registrar in terms of section 40", 

and sub-section 6 provides that :

"Where the debt or obligation secured by a deed of security in respect of which the register has been endorsed in terms of sub-section (3) has been discharged, any person may apply to the Registrar in the prescribed manner for the removal from the register of any endorsement in relation thereto made under sub-section (3)." 

Both the Patents Act and the Designs Act deal far more briefly with the issue.  Section 60 (5) of the Patents Act provides that: 

"The hypothecation of a patent or an application for a patent may, on application in the prescribed manner, be entered in the register."  

Sub-section 6 provides further that:

"After the entry of an attachment or an hypothecation in terms of this section, the patentee or applicant for a patent shall not alienate or encumber the attached or hypothecated patent or application for a patent or grant any license under such patent."

Sections 30(5) and (6) of the Designs Act read substantially similarly to the above provisions in the Patents Act.

Pledge of Intellectual Property:

A pledge generally is defined as a contract whereby a person places property in the hands of another as security for his debt.  As intellectual property is, by its nature, not susceptible to physical delivery, the delivery must be effected by way of a cession of the right in security of the obligation.  The rights of the pledge may be further strengthened by the registration of a notarial bond in respect of the intellectual property concerned.

Notarial Bonds over Intellectual Property:

A notarial bond is a bond which hypothecates movable property and which is attested by a notary public and registered in the Deeds Registry in the area in which the debtor resides and carries on business and for any other areas in which he may carry on business.

The Value of Intellectual Property as Security:

In principal, the value of security may be determined in a positive sense by the realisable value attainable for the sale of the intellectual property in the event of default by the debtor, or in a negative sense, by the leverage exerted on the debtor to fulfil his obligations.

Essentially, the realisable value of the secured intellectual property is the value thereof in the hands of another.   That other may be the creditor himself or a third party to whom the creditor can sell the intellectual property concerned.  With the exception of technical know-how, intellectual property rights are negative rights, in the sense that they are merely rights to prevent others from using the concepts concerned.  The value to another therefore depends largely on the means available to that person to make use of the intellectual property in generating income.   Thus, depending on the intellectual property concerned and whether the creditor is able to identify and procure a willing buyer, the realisable value of the intellectual property may be quite considerable.   Alternatively, particularly in the case of a poorly advertised public auction or where the required structural or complementary business assets are not available to a third party such as in the case of specific complementary business assets which in themselves could be the subject of intellectual property rights, the realisable value of the intellectual property may well be negligible.  

Conversely, the value of the security over the intellectual property as leverage on the debtor to fulfil its obligations is determined by the extent to which the debtor's interests are tied in to the intellectual property.

Conclusion:

The use of intellectual property as security may in many cases allow for secured investment into ventures which otherwise would not have been in a position to provide any security for potential investors.    The value of the intellectual property as security may vary greatly, however, and it is important for potential investors to carefully scrutinise the facts in any given situation in order to establish whether securing the intellectual property will adequately secure their investments, or at least provide additional leverage over the proprietors of the venture.
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