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Introduction

We welcome you to the September 2015 issue of Clifford Chance's quarterly
Global Intellectual Property Newsletter which provides an update on recent IP
developments in major jurisdictions around the world. The current issue focuses
on the possibilities of using IP as security and helps to unmask potential asso-
ciated pitfalls.

We present articles from China/Hong Kong, Germany and Italy that provide an
overview of how IP rights can serve as security in their respective jurisdictions.
Additionally, our UK colleagues present a synopsis of the legally admissible
types of security interests that exist with regard to UK IP assets, and outline
which corresponding considerations companies should bear in mind. The cur-
rent issue also highlights pledges on IP assets in various jurisdictions. For ex-
ample, our Warsaw office provides certain background regarding the national
regime of pledges on IP rights, which is the most common form of security over
registered IP in Poland. Furthermore, our French colleagues outline the impact
of its national system in seeking IP securities, and set forth advice regarding the
drafting of pledge agreements. In addition, an overview of the national legal
standards of registering trademark pledges in the international trademark regis-
ters is provided by our Czech colleagues. In conjunction with discussions re-
garding pledges on IP assets from numerous offices, our Spanish colleagues
provide further insight regarding how IP rights can be subject to chattel mort-
gages in Spain.

To provide a more comprehensive view of IP rights that are used as security,
this issue also provides an article that analyses the ABN AMRO v. Berzona
judgment's possible effects on IP licenses in the Netherlands.

Our prior issues of the Global Intellectual Property Newsletter can be re-
trieved by clicking here


http://www.cliffordchance.com/search.html?query=IP+Newsletter&_charset_=utf-8&con_Submit=Search&contenttype=publication

6 Global Intellectual Property Newsletter

Issue 09/15

China/Hong Kong:

Taking Security
over IP — a per-
spective from
China

China's attempt in promoting the
use of intellectual property ("IP")
as security is not yet reflected in
existing legislation and mecha-
nisms for protection and enforce-
ment of security of IPs are not well-
developed in China.

In China, IP holders are able to
pledge the property rights of their IPs
(e.g., non-personal alienable IP rights)
as security for financing and other
forms of transactions.

Under PRC law, an IP pledge is sub-
ject to a written agreement between
an IP holder and a pledge holder and
will not become valid without being
duly registered with an appropriate
governmental authority. For example,
the court in Jiangsu held in a 2014
case’ that the pledge of 3 patents by
Zhu Hongwei was deemed invalid
since both parties (i.e., Jiangsu Jin-
mao and Zhu Hongwei) failed to
jointly register such pledge with the
PRC Patent Office.

Moreover, in China, IP holders are not
free to assign or license any pledged
IPs without the pledge holder's con-
sent. For example, a case?in Fuzhou,
Jiuxing Henglong, the patent owner
entered in a patent license agreement
with Fuzhou Nashida pursuant to
which Jiuxing Henglong granted a
license of the pledged patents to
Fuzhou Nashida. However, this pat-
ent license agreement was held void
by the Fuzhou High Court on the
grounds that the patent owner Jiuxing
Henglong failed to obtain consent
from the pledge holder Ye Jinxing

Key Issues

B In China, an IP pledge is subject to compulsory official registration. An IP
holder is not free to assign or license any pledged IPs without a pledge

holder's consent.

B Lacking sufficient legislative protection and guidance, the parties to an IP
pledge are advised to agree in writing regarding the specifics of the rights
and obligations of each party and any available remedies in relation to the
enforcement/realization of the rights in any pledged IP.

when granting this patent license to
the licensee, Fuzhou Nashida.

In addition to the above statutory
requirements on security of IPs, when
using an IP as security for a transac-
tion in China, some practical issues in
relation to the enforcement and/or
realization of rights in a pledged IP
should be taken into consideration:

1. The PRC law on IP pledges pro-
vides little guidance and/or remedies
in respect of:

B when the validity of a pledged IP
has been challenged or when an
IP holder has failed to maintain
the validity of a pledged IP (al-
though the PRC Patent Office
shall notify a pledge holder when
the relevant pledged patent has
been invalidated or expired or
when the relevant patent owner
has failed to pay annual fees
timely for maintenance of the
pledged patent);

B when a pledged IP has been
infringed upon by a third party or
when an IP holder has failed to
actively enforce its IP rights
against any possible infringers;

B when there is an ownership dis-
pute concerning a pledged IP; or

B when the value of a pledged IP
has been diminished.

In light of the vagueness of the PRC

law in this regard, the parties to an IP

pledge are advised to consider and

set out in detail in the relevant trans-
actional agreement (e.g., an |IP
pledge agreement) the rights and
obligations of each party and any
available remedies in connection with
the above mentioned circumstances.

2. Before entering into an agreement
concerning the use of an IP as secu-
rity for a transaction, the relevant
contracting parties are also advised to
consider the feasibility and/or difficulty
in fulfilling or realizing the rights in a
pledged IP. So far, China has not yet
developed a nationwide and sophisti-
cated platform for IP trading. In case
of a default in the payment by an IP
holder/debtor, it would not be easy for
a pledge holder/creditor to locate an
appropriate buyer for a pledged IP.
Moreover, when pledging or selling off
an IP, the evaluation and determina-
tion of the real value of a pledged IP
is still challenging given that China
currently lacks sufficient institutions
and/or professionals to provide a
reliable IP evaluation.
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China/ Hong
Kong: Taking Se-
curity over IP —a
perspective from
Hong Kong

Traditionally lenders tend to favour
companies using tangible rather
than intangible assets as security,
as realising the value of tangible
assets has been more certain.
However, as knowledge-driven
businesses start to dominate Hong
Kong's economies, intellectual
property ("IP") increasingly repre-
sents valuable assets for borrow-
ers and has become more impor-
tant than ever as a valuable asset
to be used as security for loans.

Since 2013, the Hong Kong gov-
ernment has been promoting Hong
Kong as an IP trading hub, with the
development of local IP intermedi-
ary services (such as IP valuation)
as one of its initiatives, which will
be useful for enforcing IP security.
It is expected that IP will become
more prevalent as a security asset
going forward. This briefing dis-
cusses the types of IP that may be
relevant to businesses and the way
a lender can take, and subse-
quently enforce, its security over
such rights in Hong Kong.

Considerations before tak-
ing IP security

If IP is the main security to be relied
on, careful due diligence needs to be
conducted to ascertain the value and
validity of the IP, especially for busi-
nesses that operate in multiple juris-
dictions (as IPs are territorial in na-
ture). The effect of any depreciation
on the value of IP should also be
considered. It is likely that IP will be

considered more valuable where such
IP is perpetual (by being renewable),
easy to secure, registered, regular
revenue-generating and able to retain
value independently of the business
that owns and uses it.

How to take security over
IP in Hong Kong

Although IP is intangible, taking secu-
rity over IP rights uses similar con-
cepts to taking security over other
forms of property. Generally, security
over IP can be taken by a charge
(fixed or floating charge) or mortgage
(assignment).

If the security provider is the not the
legal owner of the relevant IP rights,
but merely a licensee, the lender may
still take a mortgage or a fixed or
floating charge over the licence. In
either case, the lender will require the
owner of the IP and the security pro-
vider to enter into a tripartite agree-
ment under which, among others, the
owner gives consent to the security
interest being granted in favour of the
lender.

Legal Mortgage

If a mortgage (assignment) is taken
(in which legal title of the IP is trans-
ferred to the lender), usually the secu-
rity provider will ask for a licence-back
if it uses the IP in its day-to-day busi-
ness. The security provider will usu-
ally also ask for an exclusive licence
in order to prevent the lender from
licensing to the security provider's
competitors and to facilitate taking
infringement proceedings in its own
name.

There are, however, some disadvan-
tages of taking a mortgage. In the
first place, it will not be effective over
future IP rights. Also, it will impose
stringent obligations on the lender to:
(i) renew and maintain the IP; (ii) be
included as a party to infringement or
other proceedings; and (iii) be liable

for claims in respect of the IP (includ-
ing product liability claims).

Fixed Charge

On the other hand, a fixed charge
differs from a mortgage in that no
transfer of title takes place. The
charge is usually coupled with rele-
vant covenants in the loan and secu-
rity documentation obliging the secu-
rity provider to maintain the relevant
IP, attend to renewals and claims of
infringement and to use it in an ap-
propriate manner.

A fixed charge is usually preferable to
a mortgage because:

m the lender has the benefit of
security with priority over other
creditors but with no burden of
maintaining and defending the
charged IP;

B the fixed charge can apply to
future IP rights; and

B the lender still retains control
over the charged IP rights be-
cause, following a default, the
lender can appoint a receiver
over the IP rights and sell the IP
and apply the proceeds to dis-
charge the loan.

The only key disadvantage is that it
may not be effective against a bona
fide third party purchaser of the IP
without notice. However, this can be
easily mitigated where the IP and the
security interest are registered with
the relevant register.

Floating Charge

Floating charges can be taken over
the same IP rights as a fixed charge,
though usually it is only taken in the
case of IP rights that cannot be identi-
fied individually.

Most of the advantages of taking a
floating charge are the same as that
of a fixed charge, namely that the
lender is able to obtain rights over the
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charged IP rights without the burden
of maintaining the IP assets. However,
the lender for the floating charge will
only get paid after holders of fixed
charges, other preferential creditors
and settlement of expenses of the
insolvent estate.

A fixed charge is, therefore, often the
most practical method of taking secu-
rity over IP.

Perfection of security over
IP

In order for a lender to reap the bene-
fit of any security over IP, the mort-
gage or charge over the IP must be
properly perfected.

For a legal mortgage, title to the IP
must be transferred to the lender
pursuant to the mortgage document.
For registered IP, the transfer of title
needs to be recorded at each relevant
IP register.

For fixed and/or floating charges, they
should be registered at the relevant IP
register as soon as possible (and in
any event within six months from the
date the security is created). Failure
to register within such a period can
limit the remedies available to the
lender if the IP is infringed. Also, until
an application has been made for
registration of the security, the grant
of the security is ineffective against a
person acquiring a conflicting interest
in the IP without knowledge of the
grant.

Also, for charges, it may be prudent
for the lender to obtain a blank trans-
fer form for the IP signed by the trans-
feror with the transferee details left
blank. The form should be held in
escrow for use in the event of en-
forcement. Alternatively, if an appro-
priately drafted power of attorney for
sale is in place, such form may not be
strictly necessary.

Enforcement of IP Secu-
rity

In an enforcement scenario, options
available to a lender would depend on

what types of security were taken. In
particular:

B for a legal mortgage, the lender
can sell the IP and use the pro-
ceeds towards repayment of the
loan;

m  for a charge, the lender has pow-
ers of sale exercisable under a
power of attorney under the
charging document, together with
rights to appoint a receiver, who
will have the power to take pos-
session of the IP and/or sell the
charged IP; and

B if a floating charge is taken, a
lender may exercise its rights to
appoint an administrator (as long
as the floating charge covers
substantially all of the assets of
the company and not just the IP),
who will likely sell the business
(including the IP) and use the
proceeds to satisfy the loan/debt.

Key Issues

B Hong Kong has an established
legal regime for taking security
over IP.

B A fixed charge is often pre-
ferred (over a mortgage and a
floating charge) as the more
practical method of taking IP
security, particularly since the
lender may not have the ex-
pertise, nor desire, to take on
the burden of maintaining the
IP itself.

Conclusion

While each case needs to be re-
viewed on its own in light of the par-
ticular nature of the IP and the par-
ticular circumstances in determining
how IP security should be taken, in
most cases, a fixed charge is likely
the most practical method as dis-
cussed above.

Unlike China, Hong Kong's legal
regime in respect of taking security
over IP is well established. Although
IP has not been extensively used as
security as other tangible assets have
in the past, with the gradual change of
Hong Kong into a more knowledge-
based economy, IP assets have be-
come more valuable as security. With
the hopeful expansion of IP interme-
diary services in Hong Kong as part of
the government's initiative of promot-
ing Hong Kong as an IP trading hub; it
is envisaged that taking security over
IP will become more prevalent in the
near future.

Top
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Germany: A text-
book approach is
not enough — In-
tellectual proper-
ty as security in
corporate trans-
actions

The fact that intellectual property
qualifies as an object to secure a
loan or to form part of a complex
financial security transaction has
become common knowledge. Nev-
ertheless, recent practice has
shown an increasing interest in
custom made legal solutions and
tools to make use of intellectual
property as collateral. The reason
for this is that intellectual property
and particularly patents, trade-
marks and copyrights can have
substantial value. The demand for
tailored security solutions does not
only derive from the monetary
value of the intellectual property,
but is also driven by the essential
character intellectual property has
for many businesses.

Various interests in legal
options

Lending parties in a finance project
often consider intellectual property to
be much the same as any other col-
lateral. This applies to most corporate
transactions intellectual
property is of a minor importance.
Unless intellectual property is of an
outstanding importance for the busi-

wherein

ness or the only valuable asset(s), the
approach to include intellectual prop-
erty as an object of security follows
standardized textbook procedures. In
the event intellectual property plays a
more prominent role in the transaction,
the method of granting security is
chosen more carefully. And indeed,
the legal system provides for a basket
of options ranging from the predomi-
nant security mechanisms of the
transfer of security to pledges, the
granting of rights to use the intellectu-
al property and the granting of a usu-
fruct.

Security transfer of intel-
lectual property

The transfer of title by way of a secu-
rity transfer accompanied by the
granting of a back license to the
transferring party is still a popular
practice. The reason for the popularity
is the strong position of the secured
party. The secured party becomes
legal owner and obtains direct control
to realize the security. Legal owner-
ship ensures that the secured party
has legal control on the asset and can
sell the asset without greater obsta-
cles. In particular, in relation to a third
party the secured party is fully entitled
to dispose of the IP rights and there-
fore can directly realize the security.

The secured party’s benefit comes at
the expense of the grantor’s flexibility
to use and dispose of the intellectual
property. By transferring the right, the
collateral provider gives up its owner-
ship and its rights to use the intellec-
tual property. To compensate this loss,
the transferring party is granted a
back license to use its former intellec-

tual property in the ordinary course of
business. In particular, the latter can
become the stumbling block. The
back license requires a careful bal-
ance between the security grantor’s
interest to use and exploit the intellec-
tual property and the secured party’s
security interest in receiving owner-
ship and maintaining the value of the
intellectual property.

The security transfer has two ele-
ments: the security agreement and
the transfer of rights. Whereas the
transfer of rights, in principle, requires
a degree of certainty with regard to
the intellectual property to be trans-
ferred, the security agreement re-
quires more attention. The security
agreement stipulates the utilization of
the collateral, the realization of the
collateral and the re-transfer of the
intellectual property in case of the
fulfillment of all contractual obligations.
It has become the balancing element
between the security interest of the
secured party and the collateral pro-
vider.

Such balancing of the security trans-
fer on the basis of a back license
works for many businesses. In partic-
ular, if a company’s intellectual prop-
erty is of a rather passive nature — for
example as measure of protection for
a successful brand, the company
name or specific products — the secu-
rity transfer will not affect the conduct
of business and the business opera-
tions in a way that requires specific
attention.

Other business models, however, are
more focused on the use, disposal
and development of intellectual prop-
erty. While a company developing a
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specific product is likely to agree to a
security transfer, a high-tech compa-
ny or development service provider
will have more issues in transferring
its intellectual property. The task
becomes even more complicated, if
the intellectual property portfolio is
particularly complex and the intellec-
tual property is used for various pur-
poses and is actively pursued, such
as in litigation, licensing and/or coop-
erative ventures. In such situations a
security transfer of intellectual proper-
ty can have an impact on relation-
ships and obligations with third parties
because it can trigger termination
rights as a result of a change in own-
ership or may entitle a third party to
exercise a first right of refusal.

Pledging intellectual
property

The complexity and interests of the
parties involved in security transac-
tions results in an increase of security
pledges. As opposed to and distinct
from a security transfer, the pledge of
intellectual property has no effect on
the ownership of the rights. The crea-
tion of a pledge does not result in a
transfer of ownership.

The secured party only obtains the
right to receive satisfaction arising
from the proceeds of the realization of
the security. The pledger retains the
intellectual property and in particular

the right to use its intellectual property.

If the intellectual property has been
pledged, it is not necessary to agree
on a back-license. This is an im-
portant difference to the security
transfer for the security provider.

The interests of the collateral provider
and of the secured party can be
summed up as follows: On the one
hand, the collateral provider does not

Key Issues

B Unless intellectual property is of an outstanding importance for the busi-
ness or the only valuable asset(s), the approach to include intellectual
property as an object of security follows standardized textbook proce-

dures.

B In the event intellectual property plays a more prominent role in the
transaction, the method of granting security is chosen more carefully.
The legal system provides for a basket of options ranging from the pre-
dominant security mechanisms of the transfer of security to pledges, the
granting of rights to use the intellectual property and the granting of a

usufruct.

B In a more complex transaction scenario, a schematic textbook approach
no longer lives up to the expectations and demands of complex business
models and, hence, to balance the parties’ interests, the structure of the
transaction to supply collateral requires a combination of different tools.

wish to transfer the ownership of the
intellectual property right but to retain
the full control and authorization to
enforce and apply the intellectual
property. On the other hand, the se-
cured party is interested in maintain-
ing the pledged rights and the value
of the collateral. Such issues can be
addressed as obligations in the secu-
rity agreement itself.

An obstacle for the secured party is
the realization of the security pledge.
The parties are not entirely free to
stipulate how to realize a pledged
right. According to Sec. 1277 para. 1
of the German Civii Code
(Burgerliches Gesetzbuch, or BGB),
“the pledgee may seek his satisfac-
tion from the right only on the basis of
an enforceable judgment in accord-
ance with the provisions governing
execution, unless otherwise provided.”
The parties may, however, agree to
another type of realization, but they
are always bound by mandatory
statutory law. Therefore, a direct sale
would not be possible until the maturi-
ty of the pledge arises.

Grant aright of usufruct

The granting of a right of usufruct is
another option of security. The crea-
tion of a usufruct is applicable if the
usufruct is granted to a right that is
transferable. By way of creation of the
usufruct, the collateral taker is entitled
to the emoluments of the right.

If a right of usufruct is granted for an
intellectual  property  right, the
usufructuary would be obliged to
maintain the right. This means that
the secured party would be responsi-
ble to pursue legal actions against
infringements of the intellectual prop-
erty, to defend it against actions and
to pay charges and fees. Such obliga-
tions for maintaining secured rights or
defend them against third party at-
tacks are beyond the expectations of
a party requesting security. Therefore,
the parties can and will agree to alter
these obligations in favor of the se-
cured party.

The benefit of the usufruct is that the
secured party is entitled to directly
take the emoluments of the right.
Therefore, in particular in a situation
wherein the security grantor is en-
gaged in generating royalties from
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licenses, the usufruct might be a good
option for the secured party. It obtains
the right to collect the license fees for
licenses already granted and allows
the secured party the right to grant
new ones as well. However, the party
granting the right of usufruct retains —
at least on the basis of the security
agreement — the flexibility and owner-
ship in the intellectual property.

Granting of rights to use
intellectual property

In some constellations, the parties
could also consider the granting of a
license to the secured party. The
secured party receives a right to use
the intellectual property that is usually
accompanied with the right to transfer
the license and to grant sublicenses.
The secured party can participate in
the economic benefits of the intellec-
tual property on the basis of such a
license. If the exclusivity of the license
excludes the right of use by the secu-
rity grantor — at least conditionally in
the event that the security provider is
in default of its payment obligations —
the exclusive license can provide a
security position that prove as com-
mercially strong as a security transfer.
Obviously, granting a license for se-
curity purposes will only be useful if it
is granted as an exclusive license.
The exclusivity of the license, at least
to a certain extent, provides the se-
cured party the freedom to realize the
intellectual property.

Combining different op-
tions to achieve balanced
security mechanisms

Currently, most security transactions
involving intellectual property apply, to
a greater extent, one of the aforemen-
tioned tools to supply collateral in
intellectual property. The increase of
complexity in the application, use and

adaption of intellectual property, how-
ever, requires a more comprehensive
and flexible approach. To reflect and
balance the parties’ interests, the
structure of the transaction to supply
collateral requires a combination of
different tools. A schematic textbook
approach no longer lives up to the
expectations and demands of com-
plex business models. The combina-
tion of security tools provides for a
greater extent of flexibility and satis-
fies the parties’ security interests. If
carefully chosen, the combination of
different security tools provides a
strong position for the secured party
as well as a fair and suitable position
of the party providing such security.

Top
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Italy: Intellectual
property rights
as security in Ita-
ly

In Italy, IP rights can be used to
enable businesses to access credit,
however a number of issues have
to be addressed.

Introduction: general
overview of the main is-
sues

IP rights can assist businesses to
access credit, because cash receiva-
bles (crediti di denaro) can be se-
cured by IP rights under ltalian law
(Italian Legislative Decree No. 30 of
10 February 2005, Italian Code of
Intellectual Property, "CPI"); however,
statistics clearly show that IP rights
are relatively seldom used to access
credit by Italian small and medium
enterprises.

One of the main reasons may well be
that very few lItalian enterprises hold
significant trademark and patent port-
folios.

Furthermore, even enterprises that do
hold significant IP portfolios are sel-
dom in a position to assess the IP
rights' value reliably for prospective
lenders. In addition, the value of IP
portfolios largely depends how they
are managed and exploited by their
owner. Furthermore, IP rights are at
high risk for obsolescence, especially
when the IP portfolio is formed by
patents.

The insolvency of the owner of the IP
rights itself can also adversely affect
the value of the IP rights.

To defend against the risk of mis-
management of the IP portfolio, the
actions permissible to the own-
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er/debtor must be contractually limited,
which is another reason why security
over IP portfolios becomes less ap-
pealing.

From a legal perspective, the relevant
provisions of Italian law (see below)
do not clarify whether security inter-
ests over IP rights give rise to a pecu-
liar form of 'pledge’ — to be perfected
by way of the relevant registration —
or rather to a form of 'mortgage’ over
'movable assets'. It is in any event
clear, however, that security interests
over IP rights may not be relied upon
by third parties — including a trustee in
bankruptcy — unless the security
interests have been registered.

From a tax perspective, as long as
the security interest secures only the
obligations of the relevant grantor (i.e.,
the debtor's own obligations) a nomi-
nal fixed stamp duty amount will apply.

Under Article 6 of Part | appended to
Legislative Decree 131/1986, a pro-
portional stamp duty (0.5%) applies
on  security interests/guarantees
granted to secure third parties' obliga-
tions; this appears to apply both to
intragroup transactions and to per-
sonal guarantees. There is therefore
a risk, in these circumstances, of
significant disbursements.

Italian legislative frame-
work and legal nature of
the security over IP rights

Article 140 of the CPI provides that
security rights over intellectual proper-
ty can be created only for cash re-
ceivables, and Article 138 of the CPI
also requires inter vivos deeds that
"create, amend or transfer [...] special
privileges or security rights created
under Article 140" over intellectual
property to be registered formally with
the ltalian Trademarks and Patents
Office, the Ufficio Italiano dei Brevetti
e dei Marchi ("UIBM").

Key Issues

B Security is not frequently created over IP rights, mainly because it is often
difficult to determine the actual value of IP rights both initially and
throughout the full term of the loan, given the rapid change in value that

IP rights can sometimes have.

B Security over IP rights is atypical in the context of the Italian legal frame-
work; security interests over IP rights may not be enforced by third parties
— including a trustee in bankruptcy — unless they have been registered
with the Italian Trademarks and Patent Office.

B To take advantage of IP rights to access credit, it is necessary to create
contractual constraints that limit any actions by the owner that may affect
the value of IP rights. However such limitations may not be excessive, as
the owner of the IP rights must continue to be able to economically exploit

the IP rights.

B Another type of security, i.e., the special privilege under Article 46 of the
Italian Consolidated Banking Act, can be created only over non-registered
assets; therefore the more valuable IP rights, such as registered marks
and patents, which would offer greater security, fall outside the scope of

application of this special provision.

Article 138 of the CPI speaks in rela-
tion to industrial inventions, trade-
marks and all other intellectual prop-
erty rights (except copyright), which
are all subject to the same law for this
purpose. If more than one security
rights are registered, they will be
ranked accordingly to the transcription
date.

Security rights that are not transcribed
will be unenforceable towards third
party purchasers, creditors and also
any trustees in bankruptcy.

The issue of what the nature of such
security is, i.e., whether a pledge or a
mortgage, remains opens under lItal-
ian law.

According to the prevailing Italian
jurisprudence, real rights of security
over intellectual property should be
deemed to be a pledge, and specifi-
cally the special type of pledge over
"rights other than receivables" (diritti
diversi dai crediti) envisaged under
Article 2806 of the Italian Civil Code.

A different current of jurisprudence,
however, underscores that the legal
framework applicable to pledges over
intellectual property is closer to the
legal framework applicable to mort-
gages over personal property, which
must be registered to be effective.

According to supporters of the first
view, the reference to "special laws"
in Article 2806 of the Italian Civil Code,
and therefore in the CPI, would allow
derogation from the provisions of the
Civil Code that govern the ordinary
creation of a pledge, namely the de-
livery of physical possession. This
works to allow the creation of a
pledge over IP rights by way of tran-
scription and without any transfer of
physical possession.

Supporters of the second view, how-
ever, see the requirement for tran-
scription in the public records (also
with different rankings) as an element
that renders security over IP rights
more similar to mortgages than to
traditional pledges (which is based on
transfer of physical possession).
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Thus, if it is a pledge, it is an "anoma-
lous" pledge, and it is especially a
"transcribed" pledge that, in terms of
formalities requested and rights at-
tributed to creditors, is in practice very
similar to a mortgage over personal
property.

In conclusion, it is indeed clear that
such security is atypical and sui gene-
ris, for which gaps in the applicable
law will need to be addressed from
time to time applying by analogy the
rules and principles of the Italian Civil
Code to the extent compatible.

Contractual obligation of
the owner of IP rights

The grantor of the special pledge or
mortgage must have contractual
obligations to preserve the intellectual
property right, such as to pay all re-
lated taxes and to implement all nec-
essary renewals. The grantor must
also have contractual restrictions that
prohibit it from transferring the IP right,
without however being restricted with
regards to ordinary acts of "disposal",
such as granting a license for a patent,
which increase the value of the intel-
lectual property.

The grantor is required not to act so
as to prejudice the value of the IP
rights, pursuant to provisions that can
be more or less specific on a case by
case basis. The grantor is not re-
quired to use the IP right, even if use
is a necessary condition for the right
to continue to exist (such as for
trademarks); such obligation will need
to be contractual, because the obliga-
tion to preserve the security does not
include the obligation to exploit the
right (a contractual solution, which
takes into account the grantor's busi-
ness needs, must be reached in good
faith).

Finally, the contract should provide for
periodic reporting obligations as well
as obligations for the grantor to keep

suitable documentation, which may
also be reviewed periodically by the
beneficiary creditor.

The special privilege and
the provisions of the Ital-
ian Consolidated Banking
Act

The ltalian Legislative Decree 1 Sep-
tember 1993, No. 385 (Italian Consol-
idated Banking Act, "TUB") sets forth
a uniform set of laws to govern spe-
cial privileges as security for medium-
or long-term bank loans to businesses,
providing that they can cover exclu-
sively "movable assets, to be used in
the business activity of the company,
that are not enrolled in public regis-
ters" (Article 46 of the TUB). Applied
to IP rights, this means that a special
privilege can be created only over
non-registered IP rights, such as non-
registered trademarks, distinctive
signs other than trademarks, non-
patented inventions, copyrights and
related rights.

The consequence of this choice to
limit the security rights only to regis-
tered assets is that the more valuable
IP rights — such as registered marks
and patents, which would offer great-
er security — fall outside the scope of
application of Article 46 of the TUB.

Top

UK: Taking secu-
rity over UK IP
assets

UK IP assets are commonly used
as security in large scale financ-
ings. The UK Intellectual Property
Office ("UKIPO") operates an easy
to use register and the official fees
charged to record a security inter-
est are relatively low, and are
charged by proprietor and not by
numbers of IP assets against
which a charge is to be recorded
(unlike the Office for Harmoniza-
tion in the Internal Market).

Under English law it is possible to
grant security over both registered
and unregistered IP rights: copyright
works, trade marks, patents, regis-
tered design rights, database rights,
plant breeders' and topography rights.
As copyright licences and non-
exclusive trade mark licences are not
considered personal property it is not
possible to grant security interests
over these. Legal commentators are
divided over whether an exclusive
trade mark licence can be the subject
of a security interest, but patent li-
cences can be assigned or mort-
gaged (if this is not prohibited by the
terms of the licence). However, it is
only possible to record a security
interest against registered IP rights.
Grant of security over co-owned rights
requires the consent of all the co-
owners.

Legal nature of different
types of security interest

As IPRs are intangible rights it is not
possible under English law to grant
security which requires the lender to
have physical possession of the rele-
vant right (such as contractual liens or
pledges). However, in some cases, a
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Key Issues

B Advantages of legal charges
over other types of security in-
terest

B Nature of trade mark rights
means security interests which
involve transfer of title are risky
for the trade mark owner

B Ensure prompt recordal of the
security interest so the interest
has priority over interests cre-
ated later in time

B Efficient IP portfolio manage-
ment (in both recording and re-
leasing security interests) pays
dividends in context of corpo-
rate transactions

lender may take security over a chat-
tel, where the chattel's value is re-
lated to IP (e.g. a master recording).
The typical mechanisms used are
mortgages and charges.

Security can be taken by way of a
mortgage, but requires a transfer of
title of the asset from the rights-holder
to the lender. This option is usually
perceived as unattractive by both the
IP rights-holder and the lender. The
rights-holder will not typically want to
cede ownership to a lender (even on
a temporary basis, during the life of
the security interest) and with it, re-
sponsibility for maintenance and
enforcement of the rights. A lender
will not wish to assume responsibility
for the rights and may not have the
necessary expertise in any event to
manage these types of asset. It also
requires the lender to license use of
the rights back to the rights-holder
and also to arrange for re-transfer of
the rights on release of the security
interest. All of these steps will involve
both official fees (registration of the
change of ownership, recordal of the

security interest and licence, release
of the security interest, re-transfer of
ownership) and legal fees, which can
be disproportionate to the advantage
the lender is trying to achieve by
means of the security interest and this
security structure is not advised for
IPR, especially trade marks.

An alternative is to create a special
purpose vehicle to hold the IP rights
and then grant security over the
shares in that entity to the lender.
This model also entails some costs
(transfer of the IP rights to the SPV,
recordal of the security interest and
setting up an intra-group licensing
structure) and will likely also involve
careful consideration being given to
the tax consequences, to ensure the
transfer of the rights is managed
appropriately. The location of the
rights-holder SPV is also important,
as some lenders may be unwilling to
take security over the shares of an
off-shore SPV.

Lenders therefore usually create legal
charges (which can be fixed or float-
ing) in respect of IP assets.

Provisions in security
documents

Security documents will usually con-
tain the following types of provision
relating to IP assets:

®  Negative covenants — obliging
the rights-holder not to dispose of,
or grant further security over, the
IP assets. These protections are
aimed at preserving the position
of the lender in relation to the IP
assets.

B Positive covenants — obliging the
rights-holder to maintain the IP,
renew the rights at the relevant
time (and not to let rights lapse),
monitor potential infringements
and take steps to enforce rights
against third parties and preserve
the validity and enforceability of

the rights. Some lenders also
ask to receive an update of all IP
owned by the rights-holder each
year, to enable further security
recordals to be made over any
new IP, thereby enabling a lender
to ensure it has security over the
most valuable IP assets (e.g. a
new brand identity or a patent for
a commercially valuable inven-
tion). These provisions are
aimed at preserving the value of
the underlying assets, so that the
value of the lender's security in-
terest is preserved.

B Further assurance — obliging the
rights-holder to assist the lender
with the recordal process by exe-
cuting any documents required
by an IP registry (including any
local law forms of a global secu-
rity agreement).

Recordal process

Whilst there is no strict legal require-
ment in the relevant English IP stat-
utes that a security interest be re-
corded (and no time limit within which
the interest should be recorded), if a
charge is not recorded: (i) a good faith
acquirer of the IP asset who pays
value for the asset and who has no
notice of the earlier security interest
will not be bound by that earlier secu-
rity interest; and (i) any other party
taking security who is able to register
their later security interest ahead of
an earlier interest will have priority
over the later one. It is therefore
advisable to record the security inter-
est as soon as possible after its crea-
tion. Use of the relevant UKIPO form
for that particular IP asset class,
signed by the rights-holder, is usually
sufficient, and avoids the need to
submit documentary evidence of the
security interest itself, which will then
become publicly accessible.
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Interplay with the Compa-
nies House register

English company law requires deben-
tures to be registered at Companies
House, within 21 days of grant. It is
not clear how this requirement inter-
acts with the recordal process pro-
vided for in the English IP statutes,
which provides that recordal at the IP
asset register serves as notice of an
earlier interest (and a purchaser with-
out notice will not be bound by the
interest). It is therefore currently
unclear whether registration of the
interest at Companies House is suffi-

cient to serve as notice to a purchaser.

Best practice guidance
A company should:

B  ensure when a security is re-
leased, that the necessary recor-
dals of that release are also
made at the relevant asset regis-
try. It is very common for secu-
rity interests to remain on the IP
register, even though the inter-
ests have been discharged and it
is often very difficult to locate
signatories and arrange docu-
ments for release of extinguished
security interests. This issue is
commonly encountered on M&A
transactions;

B ensure timely review of the IP
register relating to the relevant
assets to see if there are any ex-
isting security interests which will
be released and will therefore
need to be removed prior to (or
upon) entry into the new security
documents. This will usually re-
quire a letter of consent from the
earlier lender and payment of the
official fee to the UKIPO to record
the release. If the earlier security
document is still in place, the
later lender will be taken to have
notice of it, and therefore be

aware that its later security inter-
est will rank behind the earlier in-
terest;

arrange for prompt filing of the
security interest at both Compa-
nies House and the IPR asset
register; and

ensure that the rights holder has
sufficient ability to manage its IP
during the period of the security
interest (i.e. that it is able to
manage it in the ordinary course
of business and does not have to
seek consent from the security
holder to every type of dealing
with the relevant IP).

Top

Poland: Pledge
on industrial
property rights in
Poland

The most common form of security
over registered IP in Poland is a
pledge. With some exceptions, the
pledged collateral may consist of
movables and transferable prop-
erty rights. A pledge entitles the
creditor to enforce its rights re-
gardless of who has become the
owner of the pledged asset and
with priority over the personal
creditors of the owner of the asset
(i.e. generally, creditors whose
receivables have not been secured
with a pledge).

Types of pledges in Po-
land

Without a doubt industrial property
rights such as patents, exclusive
rights to trademarks, utility models or
industrial designs may be subject to a
pledge. Polish law stipulates two
types of pledges: an ordinary pledge
and a registered pledge.

The main difference between these
types of pledges is the manner of
establishment of a pledge — apart
from execution of a pledge agreement
(which is sufficient itself in the case of
an ordinary pledge), the registered
pledge needs to be entered into the
register of pledges. Moreover, in a
registered pledge agreement, the
creditor may prevent the owner of the
pledged asset from disposing of that
asset without the creditor's consent
(disposal without such consent is
invalid), whereas no limitations on the
transfer of an object of an ordinary
pledge are allowed.
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The establishment of an
ordinary pledge

An ordinary pledge is established on
the basis of a contract which should
be made in written form with a certi-
fied date (usually the date is certified
by a public notary). Although the
Polish Industrial Property Law might
suggest that a pledge over a patent
(as well as trademark, utility model,
etc.) needs to be entered into the
patent register in order to be effective
vis-a-vis third parties, legal theorists
generally agree that such entry into
the patent register is of informative
nature only. From a practical point of
view, this means that a patent, trade-
mark or a design might be encum-
bered with a pledge even if the patent
register does not contain any refer-
ence to that encumbrance.

The establishment of a
registered pledge

Unlike an ordinary pledge, an agree-
ment on establishment of a registered
pledge should not only be made in
writing  (although  for registered
pledges, no certification of the date is
required), but should also be entered
into the register of pledges; the estab-
lishment of a registered pledge is
effective on entry into the register of
pledges. The register of pledges is a
public register; therefore, anyone can
verify whether a person or an entity
has established any registered pledge
over its industrial property rights.

A court recording a registered pledge
on industrial property rights in the
register of pledges is obliged to for-
ward a copy of its decision to the
Patent Office. However, similarly as
with respect to an ordinary pledge,
registration in the patent register is
merely for informational purposes.

Pledge on other rights
connected with Industrial
Property Rights

A pledge (both ordinary and regis-
tered) may also be established over
rights deriving from an application
filed with the Patent Office for grant of
a patent, design registration or protec-
tion right to a trademark. While it is
widely agreed that such a right may
be subject to a pledge, certain doubts
may arise regarding the status and a
possible expiration of the pledge if a
patent, design or protection right to a
trademark is successfully granted.

Though the Polish Industrial Property
Law doesn't contain any specific
provisions in this regard, the dominat-
ing view among legal theorists is that
the registration of a patent or other
exclusive industrial property rights
leads to a conversion, which means
that a pledge on a particular applica-
tion converts into a pledge on a
granted right without any additional
actions being taken. Nevertheless, in
order to avoid any confusion, we
recommend addressing this matter
expressly in the pledge agreement.

Pledge on IP licenses

An analysis of a license's transferabil-
ity leads to the general conclusion
that the licensee may only grant fur-
ther licenses (sub-licenses) with the
consent of the proprietor of an exclu-
sive right. Therefore, on the basis of
the Polish Civil Code, a pledge on
intellectual property license requires
the licensor's consent, which can be
obtained either before or after the
conclusion of the pledge agreement.
Such consent should be given either
in writing (in the case of a registered
pledge) or in writing with a certified
date (in the case of an ordinary
pledge) in order to be valid. A pledge
on intellectual property licenses is not
recorded in the patent register.

Key Issues

B Provisions on the transfer of a
right apply according to the es-
tablishment of a pledge on that
right.

B The establishment of a regis-
tered pledge requires entry in
the Register of Pledges.

B The recording of a pledge in
the patent register has no addi-
tional implications, and its role
is merely informational.

B The Polish Civil Code and
Industrial Property Law do not
provide sufficient protection for
creditors; therefore it is rec-
ommended to address the
specific issues arising in con-
nection with industrial property
rights in the pledge agreement.

Expiration

Considering that the pledge obligation
itself is not fundamental, but supple-
mentary, the main cause of its expira-
tion is the expiration of the receivable
which it secures. However, in the
context of industrial property rights,
the limited period of protection is
another important factor which should
be taken into consideration, in particu-
lar if the repayment term of a receiv-
able exceeds the protection term.

Furthermore, industrial property rights
may expire or be revoked for reasons
other than those mentioned above.
Due to the fact that some of them
may be caused by actions of the
pledgor, Polish law aims to protect
creditors' rights.

Firstly, even if the pledgor fails to pay
a renewal fee within the prescribed
time limit, the pledgee has the right to
make such a payment, because ac-
cording to Polish Civil Code the
pledgee may carry out all acts and
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pursue all claims which are aimed at
preserving the right encumbered with
the pledge.

Secondly, according to the Polish
Industrial Property Law the surrender
of the exclusive right by its proprietor
is only possible with the consent of
the pledgee.

Although the Polish Industrial Prop-
erty Law contains some provisions
with regard to the pledgee's rights, its
limited scope and the specific nature
of industrial property rights lead rather
to the simple conclusion that most of
these issues should be addressed in
the pledge agreement in order to
avoid any unnecessary disputes.

Top

France: The
specificities of
the pledge of in-
tellectual proper-
ty rights under
French law

The pledge of IPR under French
law has a number of specificities,
some of which can be contractually
determined.

Under French law, all IPR can be
used as collateral security.

Though the provisions relating to the
pledge of industrial property rights are
scattered throughout the Intellectual
Property Code (IPC), these provisions
are not very precise. The rules laid
down in the IPC contain two sine qua
non conditions for the pledge of in-
dustrial property rights: a written
document and its registration with one
or more industrial property offices. In
this respect, these requirements
make pledges of copyrights irrelevant,
except when a register is available, as
is the case for software or motion
pictures.

The pledge of IPR is substantially
governed by the rules of the French
Civil Code. The lack of dispossession
of the grantor, a French specificity,
has direct consequences over the
settlor's obligations (see Section i)
and the enforcement of the pledge
(see Section ii).

The consequences over
the obligations of the
settlor of an IPR pledge
The settlor's lack of dispossession

has a major consequence: the duty
for the settlor to preserve the value of

Key Issues

B The settlor must preserve the
value of the pledged IPR and
is consequently bound by a
number of duties.

B Where the settlor does not
comply with contractual under-
takings, the creditor can either
ask for legal granting or use
his right of priority to retrieve
the selling price of the IPR.

B The parties to the pledge
agreement may use their free-
dom to contract for greater
flexibility.

the pledged IPR®. The objective is to
maintain the pledged IPR in the
settlor's estate so that the creditor can
exercise its rights on it on the date of
realization of the pledge. Thus, the
settlor has the duty to pay his patent
fees, trademark or registered design
renewal fees to maintain its value®.

The second consequence is the obli-
gation to obtain the consent of the
creditor when taking an action for
patent claim limitations. Without this
consent, the action is inadmissible®.

The last consequence of the duty to
maintain the pledged IPR in the
settlor's estate is the obligation to
make use of it in order to preserve the
value of the IPR®. Legal doctrine
recognizes however the absence of
obligation for the settlor to make use
of an IPR lacking commercial interest;
this cannot be held against the settlor
when the absence of exploitation
results from its obsolescence or its
outdated nature”

Any breach of these duties may lead
to the award of contractual damages
to the other party and accelerate the
maturity of the secured claim, accord-
ing to article 2344 of the French Civil
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Code. Ultimately, criminal sanctions
may sanction either the destruction or
diversion of the property given as
collateral®.

Where the collateral right would con-
stitute a counterfeiting infringement,
courts refuse to grant the creditor the
benefit of an indirect action®.

Nevertheless, legal doctrine considers
that freedom to contract may play a
role in the determination of the par-
ties' respective duties, such as the
payment of registration fees or use of
the IPR during the pledge, provided
that such arrangements are expressly
stipulated in the contract'®in compli-
ance with the legal provisions govern-
ing intellectual property.

As for a potential change of owner-
ship, the courts held that the consent
of the secured creditor is necessary
and could expose the settlor to con-
tractual liability if bypassed™.

The consequences in
terms of the pledge en-
forcement

In case of breach of the settlor's obli-
gations, the lack of dispossession of
the settlor gives rise to an option to
the creditor's benefit when enforcing
the pledge agreement.

The first possibility is the right to bring
an action before the judge and claim
legal ownership of the pledged IPR, in
accordance with article 2347 of the
French Civil Code. This action, if
successful, would amount to a trans-
fer of ownership and would discharge
the settlor of his debt. Unless the IPR
has a specific value set contractually
between the parties 12 an expert
would be required to determine its
value. In this case, the creditor would
benefit from a right of preference over
the other creditors, if any, of the
settlor. It was ruled, notably in trade-
mark cases'?, that the lack of dispos-
session of the grantor and the lack of

detention of the good by the creditor
do not constitute obstacles to the
implementation of the judicial award.

The second option is the forced sale
of the pledged IPR. The secured
creditor has the right to force the sale
of the IPR in order to get paid on the
price of the sale. In this case, the
creditor would compete with other
creditors, if any, of the settlor. The
French Civil Code imposes two condi-
tions, for which violation is sanctioned
by the nullity of the sale: prior judici-
ary permission and sale by auction.

Despite the laconism of legal provi-
sions in this field, the existing system
seems to guarantee the balance of
rights involved, reinforced by the
parties' ability to fix some of their own
contractual duties.

Top

Czech Republic:
Practical issues
of registering a
trademark pledge
in the interna-
tional trademark
registers

A trademark pledge is created by
the signing of a pledge agreement
and perfected upon its registration
in the relevant trademark register.
Under Czech and applicable inter-
national law, there are several
methods of how to proceed with
the registration of a trademark
pledge in international trademark
registers.

Introduction

According to Czech law, intellectual
property rights may generally serve
as security (a pledge). However, the
various special acts on intellectual
property rights are not uniform in the
way that they address the question of
pledging different types of intellectual
property rights. Nevertheless, the Act
no. 441/2003 Coll., on trademarks
(the "Czech Trade Marks Act"), is
unequivocal that a trademark may
serve as a pledge.
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The Czech Trade Marks Act clearly
provides that a pledge is perfected
upon its registration in the respective
trademarks register. However, it is not
explicit in terms of what is meant by
"trademarks" and "register of trade-
marks". These terms may apply to the
national trademarks and the Czech
register of trademarks (in Czech re-
jstfik ochrannych znamek) only, main-
tained by the Industrial Property Of-
fice (in Czech Ufad pramyslového
vlastnictvi) (the "Czech Office"), on
the other hand they may also apply to
the community trademarks (the
"CTM") and the register of the Office
for Harmonisation in the Internal Mar-
ket ("OHIM"), and to the international
trademarks and the register of the
World Intellectual Property Organiza-
tion ("WIPQO").

With reference to the Czech civil code,
which states generally that anything
that can be traded (i.e. also intellec-
tual property rights) may also serve
as a pledge, together with the Madrid
Agreement of 14 April 1891 (the "Ma-
drid Agreement"), the Protocol Relat-
ing to the Madrid Agreement Con-
cerning the International Registration
of Marks of 27 June 1989 (the "Proto-
col") (for international trademarks),
and the Council Regulation (EC) No
207/2009 of 26 February 2009 (the
"Regulation”) (for community trade-
marks), it may be concluded that
Czech law can be stipulated as the
governing law of a pledge agreement
in relation to any (national, interna-
tional or community) trademark pro-
tected within the Czech Republic.

As for the creation of a pledge of an
international trademark or a CTM
itself, there are several ways to pro-
ceed.

Registering a trademark
pledge in the OHIM Regis-
ter

A CTM pledge arises upon its regis-
tration in the register of Community
Trademarks maintained by OHIM in
Alicante, Spain, in accordance with
the Regulation (the "CMT Register").

The application must be filed directly
with OHIM. It can be submitted elec-
tronically on OHIM's website (e-filing),
by fax or by post. No document relat-
ing to a registration is accepted via e-
mail.

The application for a pledge registra-
tion must evidence the right in rem. It
is sufficient if the application is ac-
companied by e.g. (i) a declaration,
sighed by the CTM owner, agreeing
to the registration of the right in rem,
or (ii) an application submitted either
jointly by the CTM owner and the
pledgee or by the pledgee alone and
signed by both parties.

The CTM application can be filed in
any of the 23 official languages of the
European Union. A second language
must also be included, and in accor-
dance with the following rules this
second language must be: (i) different
from the first language, and (ii) one of
the five OHIM languages, i.e. Spanish,
German, English, French or Italian.

A fee of EUR 200 per charged trade-
mark (with EUR 1,000 as the maxi-
mum fee payable per application) is
payable to OHIM.

Provided that the application is com-
plete and the fee is paid, the registra-
tion of the CTM pledge may usually
be expected to be completed within
one month of the submission of the
application (subject to any individual
requirements or the overall amount of
applications submitted to OHIM in a
particular time period). However, no
fixed time limits for the completion of
the registration are provided by OHIM.

Key Issues

B The international trademark
pledge may be registered with
the respective international
register directly, but it may also
be registered through the na-
tional office that administers
the intellectual property.

B The differences between regis-
tering the pledge directly or
through the relevant national
office are primarily that there
are different fees and different
application processing times.

Registering a trademark
pledge in the WIPO Regis-
ter

An international trademark pledge
arises upon its registration in the
register (the "WIPO Register") main-
tained by the international bureau of
WIPO in Geneva (the "Bureau”), as
envisaged by the Madrid Agreement.

Applications for the registration of a
pledge may be submitted (i) through
the appropriate office in a state that
has contracted to the Madrid Agree-
ment or to the Protocol (i.e. in case of
the Czech Republic, the Czech Of-
fice), or (ii) directly to the Bureau. For
a registration through the Czech Of-
fice, a prescribed form is required (the
form used for the registration of a
pledge over a national trademark is
sufficient). The application shall be in
English, French or Spanish.

There is no requirement as to the
form of the application submitted
directly to the Bureau, and therefore a
simple letter would be sufficient.
However, forms prepared by the
Bureau are also available.
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A fee of CZK 600 (approximately EUR
22) is payable for every trademark
when registering a pledge through the
Czech Office. There are no fees pay-
able when registering the pledge
directly with the Bureau.

There are no specific time limits given
by either the Czech Office or the
Bureau as to when the registration of
a pledge over a trademark will take
place after the submission of an ap-
plication. For this reason, as the ap-
plication can be held by the Czech
Office for a certain time period before
being handed over to the Bureau (a
period of two months is usual), it is
advisable to avoid such a delay and
submit the application directly to the
Bureau.

Conclusion

From the above description of the
process of registering a trademark
pledge with the OHIM and WIPO
registers, it is clear that no particular
difficulties usually arise when com-
municating with the relevant office
directly. However, submitting the
application for the registration of an
international trademark pledge to the
Czech Office (instead of approaching
WIPO directly) may lead to unneces-
sary delays. This option is therefore
not recommended.

Top

*kk

Spain: Intellectu-
al Property
Rights Chattel
Mortgage in
Spain

The rights protected by the laws on
intellectual and industrial property
in Spain may be mortgaged and a
chattel mortgage of the main right
is understood to include, as acces-
sories, unless stipulated otherwise:
1. adaptations, reworkings, transla-
tions, reprints, new editions or
additions to the mortgaged work
(in the case of copyright, for exam-
ple) and 2. any addition, modifica-
tion or perfection of the main right
(in the case of patents, trade marks,
models and other industrial prop-
erty rights).

We recommend establishing cer-
tain provisions and guarantees in
the deed creating the chattel mort-
gage to ensure that the parties’
rights are protected and that the
value of the intellectual property
right is maintained until the credit
is settled.

Publicity of Chattel Mort-
gages

In addition, in order to ensure maxi-
mum publicity for the charge, the
registration of the mortgage in the
corresponding intellectual or industrial
property registries is envisaged, not
for constitutive purposes, but purely
for reasons of information and in
order to rule out the existence of good
faith on the part of a third party ac-
quiring or seizing the mortgaged
patent, trade mark or intellectual
property right.

With regard to patents, both the pat-

ent application and the patent itself
(together with the profits they gener-
ate) can be used as a guarantee by
means of the creation of a chattel
mortgage. This must be established in
writing in order to be valid, by means
of a public deed registered at the
Moveable Property Registry and
notice of the creation of the same
must be sent to the Spanish Patent
and Trade Mark Office, which will take
note of the charge in order to publi-
cise it to third parties; this does not
represent a problem in the case of
patents, as the grant of the same is
always subject to registration at the
Spanish Patent and Trade Mark Of-
fice.

Chattel mortgages over copyright are
a different matter, as we will now see.
The right to exploit works protected by
copyright can also be mortgaged. The
copyright protection covers all original
literary, artistic or scientific creations,
expressed through any means or in
any medium, be it tangible or intangi-
ble.

The exploitation rights that are eligible
to be mortgaged will be the rights to
exploit the work in any manner and, in
particular, the rights of reproduction,
distribution, public communication
and transformation.

The two substantive requirements for
a work to enjoy copyright protection
are a form of expression and the
originality of that work. There are no
formal requirements for the protection
of copyright works. Therefore, the
recording of a work at the Intellectual
Property Registry is always declara-
tory (voluntary) and does not consti-
tute a requirement for protection.
However, the holder of a copyright
intending to create a chattel mortgage
over said right will have to record its
rights at the Intellectual Property
Registry prior to creating the mort-
gage in the form of a public deed and
subsequently record the mortgage at
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the Moveable Property Registry, as
the mortgaged assets must be duly
identified at the corresponding regis-
try and comply with the registry pub-
licity requirements in order to protect
the mortgage creditor and third par-
ties acting in good faith. Prior registra-
tion at the Intellectual Property Regis-
try must be stated in the public deed
creating the chattel mortgage.

Creation of the mortgage
by the licensee or as-
signee of the intellectual
property rights

With the currently applicable rules, it
is unclear whether the licensee, of a
patent right for example, can create a
chattel mortgage over its patent li-
cence. However, this possibility has
clearly and expressly been introduced
by the new Spanish Patents Act
which has been in the process of
being drafted by the relevant Spanish
legislative authorities since 2013 and
which, after several amendments,
much discussion and finally approval,
was just published on Saturday 25
July 2015 and will enter into force in
April 2017.

The new Spanish Patents Act
amends the Spanish Mortgage Act,
clearly allowing rights protected by
industrial property legislation such as
patents, topographies of semiconduc-
tor products, trade marks, commercial
names, industrial designs or plant
varieties to be mortgaged by the
holder or licensee with the power to
assign the right to a third party. With
regard to the rights to exploit a copy-
right, they can be used as a guaran-
tee by either the holder or the as-
signee, on an exclusive basis or as
partial assignee, provided that the
assignee is entitled to transfer its right
to a third party.

Prohibition on waivers of
intellectual property rights
or assignments of the use
or exploitation thereof

Once a chattel mortgage has been
created over an intellectual or indus-
trial property right, the holder of the
right will not be entitled to transfer the
mortgaged assets without the consent
of the creditor.

Moreover, the holder of the mort-
gaged right will not be able to waive
its right or assign use or exploitation
thereof, in full or in part, without the
consent of the creditor. The exception
is the holder of a motion picture,
whose exploitation right may be par-
tially assigned, limited to certain
Spanish  cinematographic regions,
following partial cancellation of the
mortgage credit for the proportion set

in the deed establishing the mortgage.

Assignments made without the prior
partial cancellation will not harm the
creditor's rights and will render the
assignor and assignee liable up to the
amount of the proportion indicated.

Transfer or assignment of
secured credits

A credit secured with a chattel mort-
gage may be transferred or assigned
in full or in part. The assignment will
have to be in public deed form, be
registered at the Moveable Property
Registry and the debtor will have to
be notified via a notarial certificate.

However, assignment cannot alter the
conditions of the obligation assumed
by the debtor or holder of the intellec-
tual or industrial property rights. The
effects of the assignment are limited
to the assignee subrogating to the
position of the assignor, with the
regime and conditions of the debt and
the guarantee remaining unaltered.

Cancellation of the chattel
mortgage

The option to foreclose on the mort-
gage will expire within three years of
when it could have been exercised.
Moreover, the creditor may consider
the mortgage obligation to have ex-
pired before it runs its term: 1) due to
non-payment of the charge for ensur-
ing maintenance of the intellectual
property right in question; 2) due to a
failure to work the patent in a period
of more than six months; or 3) due to
non-use of the trade marks for four
consecutive years, unless the parties
had agreed otherwise.

A chattel mortgage is a commonly
used guarantee in Spain when the
transaction to be secured is related to
a company whose industrial property
rights have significant market value,
for example as a result of the renown
of the trade mark or the market suc-
cess of the product protected by the
patent (chattel mortgages over copy-
right are not as common). In recent
years, there have been important
financings and refinancing in which
the debtor's trade mark has been one
of the most significant assets and
whose debt has been guaranteed by
means of a chattel mortgage over
said trade marks.

It is true that a failure to use the trade
mark for four consecutive years can
entitle the creditor to consider the
mortgage obligation due and enforce-
able before it has run its term, but
other mechanisms for ensuring this
use of the trade mark can perhaps be
more beneficial for the creditor and
should be envisaged from the outset
when the chattel mortgage is created,
thus guaranteeing that there is a
mechanism for controlling mainte-
nance of the industrial property right
for such time as the secured credit
remains outstanding.
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Key Issues

B In Spain, the creation of a chattel mortgage over an intellectual property
right (copyright) or an industrial one (patents, trade marks, models, etc.)
requires a public deed and registration at the Moveable Property Registry
in the Commercial Registry. Registration of the mortgage at the Moveable
Property Registry is a constitutive act, meaning that it can only be invoked
vis-a-vis third parties once registered in this way. A failure to register the
mortgage will deprive the creditor of the rights granted by the mortgage.

B The possibility to assign the right to a third party is something that should
be contemplated in the patent or trade mark licence agreements, for ex-
ample, or agreements for the assignment of copyrights, so that it is clear
whether or not the licensee or assignee is entitled to create a chattel mort-
gage over the patent or trade mark licence, or over the copyrights as-

signed.

B We consider that this prohibition in relation to the assignment of use or
exploitation includes the possibility to grant contractual licences for patent.
Therefore, what we recommend in the event the mortgage debtor intends
to grant contractual licences during the term of the chattel mortgage, is that
it include the consent of the creditor in the deed establishing the chattel
mortgage, authorising the holder to grant licences to third parties, within
certain limits, in such a way that it also ensures that the mortgage creditor

is protected.

B We recommend establishing guarantees in the deed creating the chattel
mortgage that the industrial property right will be maintained until the se-
cured credit has been settled, as the mere lack of use of the trade mark for
a period of five years in Spain, for example, would entail expiry of the trade
mark and cancellation thereof at the Spanish Patent and Trade Mark Of-
fice, rendering the content of the right on which the chattel mortgage is

based null and void.

Furthermore, not just the lack of use
can impact the effectiveness of a
chattel mortgage; the loss of market
value of the intellectual property right
can also represent an issue in the
enforcement of the guarantee and, as
such, a risk for the mortgage creditor.
Therefore, we recommend that the
deed creating the chattel mortgage
establish mechanisms that monitor
the intellectual property right and
ensure it does not lose value (for
example, monitoring the sales of the
product protected by the patent or
trade mark in question) and in the
event it is considered that the loss in
value has exceeded certain thresh-

olds, establish it as an event of de-
fault of the credit with the possibility to
foreclose on the chattel mortgage and
collect on the credit.

As we have seen, there are several
risks and issues not contemplated in
the Spanish legislation that should be
taken into account when creating a
chattel mortgage to ensure that the
parties' rights are protected and that
the value of the intellectual property
right is maintained until the credit is
settled.

g
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The Netherlands:
The effects of the
Berzona judg-
ment for intellec-
tual property li-
censes

Further to the judgment of the
Supreme Court of the Netherlands
(the "Supreme Court") in the Neb-
ula case in 2006 ("Nebula"), the
situation for licenses in case of
insolvency became uncertain. This
uncertain situation seems to have
been clarified by the Supreme
Court in its judgment in the Ber-
zona case'®.

Background

Under Dutch bankruptcy law ", a
declaration of insolvency does not
influence existing agreements and,
therefore, rights and obligations in
contractual agreements are not af-
fected by an insolvency order. This
would, in principle, also mean that
existing licenses remain unaffected in
case of insolvency of a licensor of
intellectual property rights.

However, the conclusion was drawn
from the Nebula case that the re-
ceiver in insolvency would have the
right to terminate existing (license)
agreements in case of insolvency of
the licensor.

In Nebula, the situation related to the
lease agreement of a property. The
facts were as follows: firm (A) ac-
quired the economic ownership of a
property which was legally owned by
Nebula B.V. Firm (A) then transferred
its economic ownership to yet another
firm (B). After Nebula B.V. was de-
clared bankrupt, firm (B) decided to

rent out the property's upstairs apart-
ment to a third party. The receiver of
Nebula B.V. required the third party to
evacuate the upstairs apartment. The
question before the Supreme Court
was whether the receiver was entitled
to do so. The Supreme Court held
that the principle that existing agree-
ments would remain unaffected *®
does not mean that an economic
owner can exercise its rights as if no
insolvency has been declared if this
would lead to the unequal treatment
of creditors in the insolvency.

Therefore, this ruling of the Supreme
Court seemed to permit receivers to
in fact breach existing agreements e.g.
by terminating a rental agreement and
evicting a tenant. It therefore caused
much uncertainty for other rights of
use laid down in contractual agree-
ments, including the rights of use in
license agreements and the position
of the licensee.

The Berzona ruling

The Nebula case caused licensees to
better protect their continued right to
use intellectual property, as the pos-
sibility existed that their license would
be terminated in the case of insol-
vency of the licensor. This was for
instance done by replacing their Ii-
cense with a right of usufruct, or by
strengthening their license with a
pledge.

In the Berzona case, the Supreme
Court clarified that a receiver is al-
lowed to “passively" default an
agreement to the extent that the con-
tinued performance under such
agreements would negatively affect
the insolvent's assets. This means
that the receiver may for instance
refrain from making a payment or
granting a right. However, the re-
ceiver is not allowed to "actively"
default existing agreements by evict-
ing tenants or terminating agreements,

Key Issues

B As aresult of the Berzona
ruling, a receiver may not ac-
tively breach existing contracts
entered into before the insol-
vency of a licensor;

B |tis still advisable to register a
license in the relevant intellec-
tual property registers for the
license rights to have effect on
third parties; and

B Atacit renewal of a license
agreement may be considered
as a new agreement, which
provides the receiver with the
opportunity to decide not to
continue such license after the
license has expired.

if such action is not explicitly granted
by the relevant contract or by law.
This would violate the principle follow-
ing from the Dutch Bankruptcy Act
that insolvency does not affect exist-
ing contractual agreements. When
specifically applied to license agree-
ments, this means that a licensee
may continue to exercise its rights
under the license agreement as if no
insolvency has occurred.

Uncertainty remains

While the Berzona ruling clarified the
situation for licensees in the case of
insolvency of the licensor, there are
still some aspects that remain uncer-
tain. The fact that the receiver may
not actively default an existing license
agreement, does not mean that the
receiver is not still entitled to sell and
assign the intellectual property rights
for which the license is granted. If a
license agreement is not registered in
the relevant registers, it is not effec-
tive given that the agreement lacks
third-party effect. Therefore, by selling
and assigning the intellectual property
rights to a third party, the licensee
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remains empty-handed. Such action
could qualify as a breach of contract
by the receiver. However, the poten-
tial compensation provision of the
licensee arising out of this breach will

probably qualify as an unsecured debt.

It is therefore important to have a
license registered in the relevant
registers for it to have third-party
effect. It should also be considered
that the rule only applies to existing
agreements. After expiration of the
term of the agreement, the receiver is
free to do what he deems most fit. As
licenses are often entered into for a
limited period of time and renewed
tacitly, a receiver may argue that a
renewal may qualify as granting a
new right to the licensee and choose
not to agree to such renewal.

While the Berzona judgment creates
more clarity for licensees in The
Netherlands, the judgment does not
deal with all potential issues that may
arise for licensees after insolvency of
the licensor.

Top
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