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Intellectual Property Instruments and Reserve Bank Regulations: A Somewhat Unexpected Link, But with Potential Criminal and Civil Consequences

At first blush, it might appear absurd: what possible link might there be between the Reserve Bank Exchange Control Regulations (‘the Excon Regulations”), which regulate matters of foreign exchange and taxation, and intellectual property instruments, such as (applications for) patents, trademarks and designs? The answer may be a little more frightening than you perhaps thought: the relatively recent judgement of Couve & Another v Reddot International (Pty) Limited has both confirmed a very real link between the two spheres of law, and also brought it into sharp focus.

Principally, Couve centres around Section 10(1)(c) of the Excon Regulations, and the effect of its contravention. Section 10(1)(c) states that: “No person shall, except with permission granted by the Treasury … enter into any transaction whereby capital or any right to capital is directly or indirectly exported from the Republic” (emphasis added).

The relevant facts in Couve are these: under a certain agreement, the rights of one party in and to various South African patent applications were assigned to another party. The consideration was an allotment of shares to four parties, one of which was not a South African resident (it was a company registered in the British Virgin Islands). Significantly, this issuance of shares entitled the shareholders to the right to receive royalties in due course, as a (direct or indirect) result of the exploitation of the patent applications. Shortly after concluding the agreement, the relationship between the parties soured, to the extent that certain of the parties took others to court, in an attempt to force them to comply with particular terms of that agreement. The defendants attempted to escape these obligations by arguing that the agreement was in contravention of Section 10(1)(c) of the Excon Regulations, and hence unenforceable. 

The court agreed with the defendants, holding that, for purposes of interpreting the Excon Regulations, “[t]he rights in and to the patent applications and the concomitant right to receive royalties are ‘capital’”. Once it was satisfied that this provision of the Excon Regulations had been contravened – which is a criminal offence – the court then considered whether the same act carried any civil consequences. Ultimately, the court held that this was indeed the case. Specifically, the court held that the effect of contravention of this section was to render the agreement null and void: “it [the purported assignment of the patent applications 

and the related commercial agreement to allocate shares] is not only of no effect, but must be regarded as never having been done”.

While this case is concerned with applications for patents, we are of the view that the application of this judgment should be seen to extend equally to design registrations, patents, applications for trademarks and registered trade marks. The effect of the judgment is that a South African resident that or who purports to assign its rights in or to in any one of these instruments to a non-resident, without having obtained prior approval from the Reserve Bank authorities, will be acting in contravention of the Excon Regulations. Worse still, once the Excon Regulations have been contravened, the underlying agreement which forms the basis of that purported assignment will be of no force or effect, and cannot be relied upon. Simply put: no assignment will be seen to have taken place, and no party can be sued, for example, for payments of royalties under the underlying agreement.

It is important to realise that one need not have to intend to contravene Section 10(1)(c) in order to be convicted of contravening this section. The wording of the Excon Regulations makes it clear that liability is imposed strictly in such circumstances. It is also trite law that a company – and not only a natural person – can be convicted of a criminal offence. Currently, contravention of any provision of the Excon Regulations carries with it a fine not exceeding R250000, or imprisonment not exceeding 5 years, or both.

Some important questions arise as a consequence of the above:

Q: My company assigned certain trademarks to an overseas entity recently, but without obtaining Reserve Bank approval first. Can I obtain approval retrospectively?

A: No. The Excon Regulations make no provision for this and, accordingly, “absolution” cannot be claimed in this fashion. Accordingly, neither these assignments, nor the corresponding commercial agreements made in the past – to the extent that they purport to assign intellectual property – are of any force or effect. However, there are other avenues available that we have investigated to rectify such a situation. We invite affected or concerned clients to contact us for further details. 

Q: Is it not possible to obtain amnesty for assignments made in the past?

A: Up until 30 September 2004, a general Exchange Control Amnesty was available to SA residents to regularise their exchange control and tax affairs, and also to facilitate repatriation of foreign assets to SA (which foreign assets had been exported in contravention of the Excon Regulations). So, for example, any SA resident who fell foul of Section 10(1)(c) would have been treated as not having contravened the Excon Regulations, provided that they made application for amnesty before that date. Unfortunately, the possibility of amnesty is no longer available.

Q: What should my company do in future if it intends to assign patents or patent applications to an offshore entity?

A: Seek legal advice and Treasury approval first. Several requirements will need to be met in order to satisfy the authorities that such approval should be granted. Again, we would invite our clients to approach us for more information, or for assistance in obtaining such approval from the relevant authorities.
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