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Licensing Situation in Australia

Ins and outs of transferring
technology in Australia; nation
encourages foreign investment,
involvement

BY JI.T.C. HEWISON*

I make no apology that in spite of the title of my talk
referring to Australasia, I have concentrated in the
main on Australia and referred at times to New
Zealand but have not mentioned the other Islands that
comprise the balance of Australasia. I propose to give
you some background about the development of the
Australian economy and in particular the development
of the manufacturing industry, the manner in which
the knowledge of technology has been transferred to
industry in Awustralia, and then give you some
information about legislation in Australia that relates
to the transfer of technology, finishing with some
general comments on the short- and longer-term future
as I seeit.

It is important to appreciate at the outset that
Australiais a young country comprising six states that
were previously colonies of Great Britain and were
only at the beginning of the century brought together
with a central government as one country. The
constitution that was adopted gave the central
government certain absolute powers. One is to make
laws with respect to copyrights, patents, designs, and
trademarks.

The constitution also gave the central government,
commonly known as the Federal, Commonwealth or
Australian Government, powers to make laws in
respect to such matters as trade practices, banking
and foreign exchange, income taxes and foreign
investment. It follows that most of the law on the
statute books relating to the transfer of technology
derives from legislation on the statute books of the
central government.

Prior to the Second World War, Australia was pre-
dominantly an agricultural nation. Its manufacturing
industry had developed slowly to cope mainly with
domestic demands often encouraged by governments
anxious to employ labour and increase workers wage.
Between the wars, tariffs played a dominant role in the
development of this manufacturing industry and at
times, particularly in the early depression years, were
significantly increased to offer protection to the small
and vulnerable industry. Significant development tock
place during the Second World War for obvious rea-
sons. Industry found it necessary to borrow, buy or be
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given information and processes whereby it could cope
with the technological demands.

It has been said that the period was a watershed in
the development of an integrated largely self-
sufficient industrial sector. For example, precision
tools were almost entirely all imported before the war.
By the end of the war, what had been Australia’s
greatest single technological weakness had become a

major source of strength in that Australia’s own needs
were then being met from local manufacture, and
machine tools were being exported to other countries.
During the immediate postwar period the Government
of Australia encouraged the development of manufac-
turing industry and in particular it encouraged the es-
tablishment by foreign concerns of factories in Aus-
iralia bringing with them their technological exper-
tise. With an increasing standard of living and an in-
creasing population largely as a result of immigration,
the demand for manufactured goods increased during
the 1950’s and 1960's and this was a period of almost
continuous strong growth in the industry. While
foreign investment was actively encouraged it added
only about 10% to domestic savings but its contribu-
tion with the knowledge of technology that came with
it, was out of all proportion to its volume in respect to
the economic development of the country. Aided in
part by the Korean war and to a lesser extent by Aus-
tralia’s involvement in Vietnam, the manufacturing in-
dustry, with its contribution from overseas of capital
technology and skills, continued tc develop with in-
dividuals achieving ever-increasing wages and a
higher standard of living resulting in a period in late
1972 to late 1973 of a booming domestic economy, a
large surplus in the balance of payments on current ae-
count and an accelerating rate of inflation. The pericd
from 1973 until the present day has been one of high
inflation, unemployment, man-made fluctuations in the
level of the Australian dollar as against other curren-
cies, reductions and then increases in tariffs, changes
in governments and general uncertainty, all of which
together with economic problems being faced by other
countries has caused a decline in new foreign capital in-
vestment and a decline in the growth of imported new
technology attached to that investment.

On the other hand, there has been a trend over the
past two or three years for foreign companies with ad-
vanced technological know-how that might previously
have established a manufacturing plant in Australia to
seek profit from Australia by much cheaper and safer
means — by entering into licensing agreements with
established concerns in Australia. At the same time,
Australian businesses facing high labor costs and dif-
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ficulties in borrowing locally to replace out-of-date
plant, are under increasing pressure to either seek
new plant from abroad with credit facilities being pro-

.vided by the foreign country and to seek new tech-
nology to improve efficiency and productivity.

Natural Resources

The country has immense natural resources and
therefore potential in the world marketplace. While it
has a small domestic market for manufactured goods,
it has a dense population of hundreds of millions of
people as its nearest neighbors.

To develop its mining, manufacturing and marketing
potential and maintain a high domestic standard of
living for people, 27% of whom are employed in
manufacturing, it is necessary to find both capital and
new technology.

It cannot, in spite of all the efforts of industry and
government bodies such as the C.S.I.LR.O. spending
only 2% of its gross national product on research in
comparison to approximately 5% in the United
Kingdom and 5% in the United States, find the new
technology it needs from within, and will consequently
seek to be a user of technology from abroad.

There are three principal means by which rights to
technological processes are transferred to Australia.
First, as I mentioned previously, investment of foreign
capital has brought with it and continues to bring with
it technological skills. A foreign company establishing
a subsidiary in Australia or registering itself as a
foreign company in Australia, may well bring with it,
skills and know-how that have been proven by
experience in the parent company. In these circum-
stances, there is no need for any licensing agreement
to be made although the subsidiary or the foreign re-
gistered company may well register patents, trade-
marks or designs.

Second, having regard to the changing pattern over
the past few years, the most common means of
technological transfer is by way of a foreign company
granting a license to an Australian manufacturer.
Licensing agreements ean be divided into the distinct
areas of those that are not protected by statutes and

’ those that are protected by statutes. Licensing of
knowledge or know-how is not controlled by statute in
Australia or New Zealand except as such licensing also
includes a right to the use or benefit of trademarks,
patents or designs. Excepting so far as Exchange
Control of foreign currency movements is concerned, a
license agreement does not require the approval of a
Government Department in Australia although it
should be noted that the Reserve Bank of New Zealand
does tend to exercise powers beyond the granting or
refusal to grant approval to the movement of currency.
For instance, it is likely as a matter of practice that the
New Zealand Reserve Bank will withhold a grant of ap-
proval if a license agreement contains minimum
payment clauses. In neither country is there any
register or registry of technology transfer or

requirement to have license agreements examined
other than for the purposes of obtaining Exchange
Control approval. Patents, trademarks, copyright and
industrial designs are protected by statute.

Patent Act

The Patents Act governs the granting of patents
which are defined in the Aect as being “inventions.” A
patent may be granted on application to the Registrar
for a period of 16 years and may be extended as a
result of a successful application to the High Court of
Australia, but only on very limited grounds.

If an extension is granted, it is normally for a period
of five years. In rare cases the Court will extend the
period for a term in excess of five years but not
exceeding 10 years. A patent may be obtained by
either an Australian or non-Australian nationally and
by an individual or corporation. It may be opposed or
removed at any time after being granted and the main
grounds for removal are that the applicant was not
entitled to apply for the patent in the first place, that
the invention was not an invention at all, or that the
patent was obtained by fraud. Patents may be licensed
subject to the provisions of the Act which state that it
is unlawful to insert in a licensing agreement any
condition the effect of which would be to either
prohibit or restrict the licensee from using an article or
process owned by a person other than the licensor or to
require the licensee to acquire from the licensor an
article not protected by patent. The statute further
provides that any requirement in a license agreement
for payment of a royalty in respect to a patent beyond
the life granted in the statute, shall be void. The
Patents Act does not prohibit the granting of exclusive
rights, a subject I shall refer to in greater detail later
in this paper in respect to the Trade Practices
legislation. It is important to note that unlike some
countries there is no requirement for the agreement
licensing a patent to be registered.

Trademarks and the registration of them are
controlled by the provisions of the Trade Marks Act.
The word “Trademark” is defined in the act as a mark
used or proposed to be used in relation to goods for the
purpose of indicating or so as to indicate connection in
the course of trade between the goods and the person
who has the right either as proprietor or registered
user to use the mark whether with or without an
indication of the identity of that person. A trademark
may be registered for a period of seven years and is
renewable on application to the registrar for a further
period of fourteen years. A person may use a mark
that he refers to as a trademark without registering it
in Australia. Registration is not mandatory, but
registration gives the owner the exclusive use of the
mark. In the absence of registration, the owner of the
mark only has common law rights to rely upon and it is
doubtful whether there is likely to be much value for
the licensor in licensing an unregistered mark.
However, if the proprietor of a registered trademark
licenses it, the licensee may also register himself as
what is known as a “registered user” and the effect of
this registration is that the licensee protects himself
against an opponent who is seeking to remove the
trademark from the register in Australia on the
ground that the owner is not himself using it.

It seems to make good sense that if a non-Australian
corporation has a recognized trademark in the country
of origin and wished to license the use of it to an
Australian company, it should register the trademark
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in Australia, and the licensee should have itself
registered as a registered user. Registration by a user
takes the form of lodging the license agreement with
the Registrar. It should be noted that registration does
not give the parties complete protection in that an
opponent is entitled to apply for deregistration after
three years of nonuse of the mark and is also entitled
to apply for deregistration on the ground of deception
to the public.

Copyright

Since May, 1969, Australia has adhered to the
Universal Copyright Convention and sinece then no
registration of a copyright is necessary. Nevertheless,
the Commonwealth Copyright Act has provisions in it
on many issues relating to copyright. It should be
noted that in Australia the term of a copyright for
literary works is life of the person who created them
plus 50 years thereafter, provided the works were
published. The effect is that if works were not
published during the life of the creator the 50-year
term does not run until the first publication. If there is
never publication at all then the term is perpetual.
With respect to photographs or literary works where
the creator is anonymous the term provided by the act
is fifty years from publication.

Industrial designs are controlled by the Common-
wealth Designs Act. The act defines a “design” as an
industrial design applicable in any way or by any
means to the purpose of ornamentation or pattern or
shape or configuration of an article. It has nothing to
do with the function of the article but must appeal to
the aesthetic or artistic sense of the holder. Copyright
in a design gives the owner exclusive right to it and
while registration is not mandatory, registration is
wise if, for no other reason, than to record that the
owner has created and has exclusive right to the
design. The owner may register the design for a term
of five years which is extendable on application for two
further terms of five years.

Franchise

Franchise agreements may or may not involve the
transfer of technology. They are becoming increasing-
ly common in Australia and are not covered specifical-
ly by statute unless they involve a patent, trademark,
or design. Franchising is particularly common in the
granting by the owner of a name, the right to the fran-
chisee to use that name either with or without any
other benefits or together with a license to use know-
how of a patent, trademark and/or design. It is quite
common for a foreign company to franchise its own
name, particularly in the vending of food. There is no
specific legislation in Australia or New Zealand gov-
erning the subject of franchising, but if the franchisee
carries on business in the name that has been fran-
chised, it is necessary in both countries that the fran-
chisee either forms a company or registers a business
name to that effect. Sometimes the franchisee will
carry on business under his own name and the fran-
chised name is merely incidental to deseribe the type
of business. In such a case, the franchisor has no legal
rights to protect his name other than those relating to

the common law restrictions of “passing off”. It is wise
for the franchisor to take some steps to create protec-
tion by either creating a company or registering a bus-
iness name, taking account of the fact that unless suc]
company or business trades in some form, the fran®
chisor runs the risk of its being deregistered.

Compulsory Aquisition

I said earlier that there are three ways of
transferring technology to Australia. I have mentioned
the transfer accompanying capital investment and the
transfer by way of license, The third method is by way
of compulsory acquisition.

The Australian Government has passed legislation
to enable an application to be made to the High Court
of Australia for a compulsory license to make and sell
the product of a patented invention. The rationale
behind the legislation is that it could be in the publir.
interest to have the benefit of the product that the
owner of a patent is not supplying. If a compulsory
license is obtained, it cannot be sub-licensed or
assigned. I will not speculate on the problems a
sucesssful applicant might encounter in utilizing a
license when the owner of a patent is abroad and is
uncooperative. Fortunately, applications for compul-
sory acquisition of a license are not common.

The Trade Practices Act of 1974, with subsequent
amendments, is the most important legislation
regulating the conduct of business in Australia. With
concepts derived largely from the Sherman Acts of the
United States, and with legislative draftsmen havin
had the benefit of studying the court’s interpretatio%.
of those acts, the Australian legislation adopts a
rigorous system to combat restrictive trade practices
as well as containing far-reaching consumer protection
provisions. It is quite impossible in this brief paper to
give detailed information about the workings of the
legislation, but the legislation is so important when
considering a license agreement that I propose to make
some small mention of it.

In most situations, the following restrictive trade
practices are unlawful:

{a) Contracts, arrangements or understandings in
restraint of trade or commerce.

{(b) Monopolization.

(¢) Exclusive dealings.

(d) Resale price maintenance.

(e) Price descrimination.

(f) Mergers.

The Trade Practices Act is administered by the
Trade Practices Commission. The Commission has
power to grant what is referred to as “authorizations”
for contracts, arrangements and understandings in
restraint of trade or commerce, other than those
involving price-fixing of goods (unless the price fixing
is between joint-venture partners), exclusive dealings
and mergers and the test of whether an authorization
should be granted or not is whether the commission
believes that the contracts, arrangements and

understandings are likely to result in substantial
benefit to the public. As opposed to an authorization,
the commission is also empowered to grant what is
referred to as “clearances” for contracts, arrange-
ments, or understandings which the commission con-




siders are not likely to have a significant effect on
competition, and exclusive dealings of a type which the
commission considers would not be likely to have the
pffect of substantially lessening competition in a given
market.

Third Party

As a result of this legislation, an agreement between
a supplier in the United Kingdom and a distributor in
Australia that the distributor will not distribute any
other supplier's goods or he will enter into an
agreement with a third person for that third person to
sell the goods at a certain price or that the supplier will
not supply goods to anyone in Australia other than the
distributor would all be unlawful unless an authoriza-
tion or clearance is obtained. However, it is fortunate
for those people concerned with transfer of technology
that there are certain exemptions in the Act.

Patents, designs, copyright and trademarks are
exempted in this legislation. This means that if the
proprietor grants a license, any condition in the license
agreement which relates exclusively to the invention,
design, work or subject matter, will be exempted from
all of the unlawful activities I mentioned earlier other
than the ban on monopolization and the ban on retail
price maintenance. This exemption from the act
enables a proprietor or licensee of industrial property
rights to impose severe restrictions on assignees or
licensees as to such matters as selling prices, sales ter-
ritories, customers and use and methods of distribu-

.tion of goods. However, conditions in a licensing agree-

ment that impose restrictions in such other matters as
the disclosure of unpatented “know-how,” the limita-
tion of the licensee’s other areas of activity, the foreing
of other goods or compelling of eross-licensing, will not
enjoy the exemption.

Considering the practical effect of this legislation on
licensing agreements, it would seem that a nonex-
clusive agreement which does nothing more than pro-
vide technical know-how and trade secrets in exchange
for royalties will not be in any danger. It would also
seem that an agreement licensing rights in respect to
patents, designs or copyrights will not be at risk even
if such agreements specify the prices at which the li-
censee will sell, the limited area in which the licensee
shall sell, and the limited range of customers to whom
the licensee shall sell.

But, if the license agreement goes on further,
whereby the licensee is prohibited in other areas of his
business activity or, even more importantly, condi-
tions restricting the licensee in disclosing unpatented
know-how to others will be unlawful. It must be ob-
vious that this legislation is extremely dangerous for
those who are unaware of it, particularly as penalties
of imprisonment can be inflicted. Considerable skill in
legal drafting is generally required when preparing a
licensing agreement to ensure that it is not unlawful
within the meaning of the Trade Practices legislation
or that it is drafted in such a manner that an authoriza-
tion or clearance can be granted.

While the legislation appears to be sufficiently daun-
ting to dissuade parties from entering into licensing
agreements, it generally happens in practice that
lawyers are able to draft the documents in such a man-

ner that the agreements made do not offend the law.
Nevertheless, I stress that the impact of the legisla-
tion is far-reaching and can result in severe penalties if
breached. No one should enter into a licensing agree-
ment in Australia without having it prepared or ex-
amined by a lawyer who is familiar with the legisla-
tion. Note should be taken that the Commerce Act of
1975 in New Zealand contains provisions on the subject
of restraint of trade.

Taxation

Fortunately, the taxation aspects of licensing are
quite simple under both Australian and New Zealand
law but they are both fairly unusual. Australian
residents are taxed on income from all sources both
within and without Australia. Nonresidents are taxed
in Australia only on income which has its source in
Australia. A nonresident licensor derives his income in
a manner that is generally referred to by the broad
term of royalties. The tax on royalties is 10% in
respect to licensing agreements made between an
Australian resident and a resident of a country with
which Australia has a double tax agreement, although
it should be noted that there is an exception in that the
tax is 15% on royalties being paid to New Zealand.

The tax in New Zealand applied to royalties is 15%
in respect to all countries with which New Zealand has
a double-tax agreement. The higher tax on royalties
payable in Australia with respect to licenses into
Australia from New Zealand flows from the New
Zealand-Australia Trade Agreement, normally refer-
red to as NAFTA, the intent of which is to encourage
equal trade between the two countries, and to gradual-
ly reduce and remove tariff barriers between the two
countries.

Reverting to Australia, the tax charged on a royalty
being paid to a resident of a country with which
Australia does not have a double-tax agreement, is at a
maximum of the company tax rate which is at present
4215 %, but the amount of tax can sometimes be
negotiated with the income tax commissioner at a
lower level. Tax on royalties while being a liability of
the foreign licensor must in fact be deducted at source
by the Australian licensee, The tax is only payable on
the net royalty. As it sometimes happens that the
licensor incurs expenses in Australia, the net may not
always be as same as the gross. Notwithstanding that
factor, the usual practice in Australia is for a licensee
to withhold tax on the gross amount of the royalties
being paid and the licensor subsequently receives an
adjustment when he files his Australian tax return
showing the net income derived from the royalties.

Funds Controlled

Inflow and outflow of funds to and from both
Australia and New Zealand are controlled and require
prior approval.

The Australian

banking Foreigh Exchange

regulations state that no one shall, except with the
authority of the Reserve Bank of Australia, make any
payment into Australia or make any payment out of
Australia. An application to the Reserve Bank for
approval should be accompanied by a copy of the
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proposed licensing agreement. If the agreement is not
submitted there will likely be a delay in approval
because the Reserve Bank will probably ask for
production of it. It is a requirement in New Zealand
that the agreement be submitted and it may well
require amendment to the agreement before approval
is given in respect to outflow of funds from that
country. As a generalization, it is probably true to say
that New Zealand is more concerned about rates of
royalties and minimum payments than is Australia. It
is also probably true to say that in Australia one can
generally expeet that approval will be given to inflow
or outflow of funds in respect to a licensing agreement
notwithstanding the rates of royalties or a minimum
payment provision.

When contemplating a licensing agreement between
a non-Australian and an Australian resident note
should be taken of the provisions of the Foreign
Takeovers Act which has set out to regulate the
takeover of Australian companies and business assets
by a foreign person. While in most cases a licensing
agreement will not be affected by the act, it should be
noted that a license to mine is defined in the act as a
“business asset” and as such requires the approval of
the Foreign Investment Review Board.

In the event that a foreign company is contemplating
the acquisition of control of an Australian company, it
is necessary that approval of the Foreign Investment
Review Board be obtained.

Cure in Drafting

I mentioned earlier that great care should be taken
in drafting a licensing agreement to ensure that it does
not offend the Trade Practices Act. The most
important matter in the agreement is that both the
licensor and the licensee should be assured of earning a
profit. Profit is normally expressed in royalties as a
percentage of the sale price. Having regard to the
movement of the Australian dollar in recent times and
the possibility of further fluctuations in the future, it
would seem wise to express royalties as a percentage
rather than as an amount. In practice, the usual
percentage is between 2 and 8% of sales. A commit-
ment to pay royalties should be drafted with care, and
it may be necessary to amend the agreement after it
has been scrutinized by the Reserve Bank of Australia
or New Zealand.

Apart from all other normal provisions in a licensing
agreement and any specific ones relating to particular
circumstances, it is most important to not only state
the law that applies to the agreement but also that the
parties both submit to the jurisdiction of the courts of
the country whose law is applicable. It is also
important that an agreement with an Australian or
New Zealand concern state that there is a right to
assign or sub-license, if that is the intention.
Legislation in those countries provides in most cases
that licenses will not be assignable and not sublettable
in the absence of such a provision.

The area in respect of which the license is to apply
should clearly be determined and it should be noted
that it is quite common for an agreement with an
Australian concern to provide that the Australian
concern has rights to manufacture and/or sell in New

Zealand.

In recent years it has been quite common for foreign
corporations to enter into a joint venture agreement
with an Australian corporation to manufacture goodg
in Australia under license from the foreign corpora-
tion. The investment by the foreign corporation fre-
quently takes the form of the issuing of shares in a
joint-venture company in exchange for the provision of
know-how and possibly the right to use patents, or
trademarks or designs, together with future payments
of royalties by the joint-venture company. The strue-
ture of the joint venture can be in many forms and will
depend on many factors not the least of which is the
value of the know-how to the Australian partner. It is
not uncommeon for a foreign corporation to subscribe
both capital and know-how.

Encourages Involvement

Australia encourages foreign investment and.
foreign involvement in Australia, although it seeks
wherever possible to retain the control of business and
investment in Australians’ hands. Nevertheless, direct
foreign investment is a key element in achieving
effective access to overseas technology. The
effectiveness of the foreign-owned firm in the qualitive
aspects of technology access have been important in
the past and is likely to become more important in the
future. The increasing complexity of technology taken
together with the limited resources in Australia
available to conduct technological research, suggests
that Australia will need to increase its use of more
effective forms of technology access to support
industrial development.

There is a saying that if America sneezes, the rest of
the world catches a cold. I believe it is fair to say, that
for a number of reasons Australia has caught a cold she
is desperately trying to shake off. The short term
outlook is one of inflation in double figures, high
unemployment, high interest rates, industrial unrest,
lower new investment in new plant, and low confidence
in the business community. These factors point to high
protective tariffs in the short term and ‘possible
further movements in the exchange rate.

Collectively, they also point to new investments by
Australian companies abroad and particularly in low
labor-cost regions in the large marketplace of
Southeast Asia.

In the longer term, I believe that Australia will
lower its tariff protection, will encourage immigration,
will offer industry tax incentives to invest in new plant
and technology, will make more credit available at
digestable rates of interest and will become an
increasing exporter of manufacturing skills and
management to the Southeast Asian region.

The amount paid from Australia to foreign concerns
for royalties was §AB6,000,000 in 1971/72,
§A75,000,000 in 1972/73, §A66,000,000 in 1973/74 and
$75,000,000 in 1974/75. As against those figures the
amounts paid to Australia during the same years was
$A4,000,000, $A4,000,000, $A5,000,000 and
$A9,000,000. I think these figures tell their own story.

The country does not have the capacity to develop
all the technology it needs to maintain its high

(Please turn to Page 240/
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Licensing Situation in Australia
Continued from Page 190)

standard of living and to expand into the logical
marketplace on its boundaries. It must continue to
actively seek new sources of technology from abroad
as well as inereasing research and development jtself.

It is up to Australian business to take a more active
part in communicating its needs to those who can
supply them. Potential foreign operators could do well
to establish lines of communication with Australian
business conecerns with a view to future development
of this country and its resources.

Technology Transfer to

Africa States

 Continued from Page 213)
the legislation.

What is perhaps more heartening in the long term is
gradual widespread recognition of the fact that any
transfer of technology, patented or unpatented,

justifies payment of remuneration which is equitable
with due regard to all the circumstances of the case.
No doubt people will always have differing views o
how muech or how little is equitable but at least w
shall be quantifying the sum and not arguing the basic
point as to whether or not payment is justified. It
takes time but I think people in Africa are beginning to
realize that in the technology context what you can get
for nothing is rarely worth having.

Restrictions in Latin America
{ Continued from Page 235)
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