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he Free Trade Agreement
I (FTA) that was recently nego-
tiated between Australia and
the United States (U.S.) has a num-
ber of far-reaching consequences
for Australian and U.S. intellectual
property law. One, of considerable
importance to commercial practice,
is the possibility that alterations will
be required to the legislation of both
countries regarding “exclusive li-
censees” of copyright and patents.

The FTA

The FTA will take effect as a treaty
between Australia and the U.S.Ithas
yet to be ratified by either country,
and its language is still in “draft”
status.! Nevertheless, it is expected
that the wording of the final treaty
will not differ too greatly from the
current draft.

Article 17 of the FTA sets out
standards concerning intellectual
property with which both Austra-
lia and the U.S. must comply. Of
particular interest is the language
in article 17.11.5, which requires
both countries to make available to
rights-holders “civil judicial proce-
dures concerning the enforcement
of any intellectual property right.”
A footnote to that provision states
that “the term ‘right holder’ shall in-
clude exclusive licensees,” and that
“the term ‘exclusive licensee’ shall
include the exclusive licensee of any
one or more of the exclusive intellec-
tual property rights encompassed in
a given intellectual property.”

1. The text is “subject to legal review for ac-
curacy, clarity and consistency.”
2. Emphasis added.
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At first sight, this provision seems
relatively straightforward: each of
the kinds of intellectual property
dealt with in the FTA; i.e., copyright,
trade marks, designs and patents;
gives to their owner a number of
exclusive rights. In general, each
exclusive right deals with an act
done in respect of the intellectual
property (such as to reproduce a
copyright work), and consists of the
ability to exclude all other people
from doing that act, plus the right
to authorise any person or persons
to do the act.

As a matter of commercial prac-
tice, those rights are often licensed
exclusively by the owner of the in-
tellectual property. Sometimes, all
rights are licensed exclusively to one
licensee. Other times, the rights are
apportioned exclusively between
more than one licensee. A matter of
critical commercial importance is
whether the “exclusive” licensee of
a piece of intellectual property may
bring proceedings against infring-
ers of the right or rights licensed to
them. Currently, the answer to this
question—Dboth in Australia and the
U.S.—depends on the type of intel-
lectual property being licensed.

However, the FTA’s definition of
“exclusive licensee” expressly en-
visages that there may be multiple
exclusive licensees of each form of
intellectual property, and requires
that each of them must be able to
sue to enforce their exclusive rights.
In essence, article 17.11.5 will require
harmonisation in both Australia and
the U.S. of the exclusive licensee
provisions among different types
of intellectual property that govern

the right to bring infringement pro-
ceedings.

As a result, it is necessary to ex-
amine how well current Australian
and U.S. intellectual property law
fits with the approach required in
article 17.11.5, as well as the practical
consequences of the harmonisation
that the article imposes.

Exclusive licences to copyright

Current Australian and U.S. copy-
right law probably conforms with
the requirements of the FTA.

Australian Position

Under Australian copyright law,
an “exclusive licence” is a licence
from the copyright owner authoris-
ing the licensee “to the exclusion of
all other persons, to do an act that,
by virtue of this Act, the owner of the
copyright would, but for the licence,
have the exclusive right to do.” An
“exclusive licensee” of copyright has
the power to commence proceedings
for infringement, subject to various
conditions regarding joinder of the
owner in appropriate cases.

The concept of “exclusion” is
straightforward: it requires that the
act be within the monopoly granted
by copyright, and that it be granted
to the licensee to the exclusion of

3. Copyright Act 1968 (Cth), section 10.
4. Copyright Act 1968 (Cth), section 119.

*Adam Liberman is a partner, and Dr. Ben
Kremer is a solicitor at Freehills, Sydney,
NSW, Australia.

les Nouwvelles



everyone else including the owner of
the copyright.

The concept of “an act” is a little
more difficult. It appears that the
Copyright Act should be read so
that the word “an act” means any
activity or activities that are within
the scope of the copyright owner’s
exclusive rights. For example, the
owner of copyright in a work has
the exclusive rights to (among other
things) make “reproductions” of
that work (e.g., exact copies of that
work), to make “adaptations” of the
work (such as making translations),
and also to authorise other people to
do either of these acts.

Thus, a copyright owner can grant
a licence to reproduce the work in
printed form to one person to the
exclusion of everyone else, and a li-
cence to reproduce the work in digi-
tal form to another person, also to the
exclusion of everyone else; or they
may grant a licence to one person to
translate the work into Russian to
the exclusion of everyone else, and
a licence to another person to trans-
late the work into Spanish also to the
exclusion of everyone else. Each of
those licence holders would appear
to come within the Act’s definition
of “exclusive licensee.”™

The use of the word “act” there-
fore appears to make it clear that the
bundle of exclusive rights contained
in copyright are divisible, and can be
split among one or more people.

U.S. Position

Similarly, in the U.S., copyright
consists of a number of exclusive
rights, such as the right to reproduce
the copyrighted work, or to prepare
derivative works. Not only may each
of these rights be granted to a differ-
ent exclusive licensee, but it also ap-
pears that each exclusive right may
be subdivided indefinitely, and each
subdivision apportioned among
different licensees. Provided each
licensee is granted the relevant part
of the exclusive right to the exclusion
of all others, the licence will be an
exclusive licence.®

5. PM Sulcs & Associates Pty Ltd v. Detroit
Diesel-Allison Australia Pty Ltd (1997) 39 IPR
328 at 334-5; Sega Enterprises Ltd v. Galaxy
Electronics Pty Ltd (1998) 39 IPR 577.
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An exclusive licence to any exclu-
sive right comprised in copyright
is considered to be a “transfer of
copyright ownership” in that right
(whether or not it is limited in time
or place of effect) and the exclusive
licensee, as owner of that particular
exclusive right, “is entitled, to extent
of that right, to all of the protec-
tion and remedies accorded to the
copyright owner.”” This includes
the right to bring proceedings for
infringement.

Exclusive licences to patents

It is with respect to exclusive
licences to patents that the FTA
appears to require a change in the
law. The FTA’s requirement that any
person who holds “one or more” of
the exclusive rights in a piece of
intellectual property must have a
right to sue to enforce that right is
inconsistent with U.S., and possibly
also Australian, patent law.

Australian Position

In Australia, the term “exclusive
licensee” is defined in the Patents
Act to mean “a licensee under a
licence granted by the patentee and
conferring on the licensee, or on the
licensee and persons authorised by
the licensee, the right to exploit the
patented invention throughout the
patent area to the exclusion of the
patentee and all other persons.™

The notion of “exploiting” a patent
is also defined: where the invention
is a product, “exploit” includes
“make, hire, sell or otherwise dis-
pose of the product, offer to make,
sell, hire or otherwise dispose of
it, use or import it, or keep it for
the purpose of doing any of those
things;” and where the invention
is a method or process, it includes
“use the method or process,” or to do
any of the above acts “in respect of a
product resulting from such use.”

6. Silvers v. Sony Pictures Entertainment, Inc.,
330 E.3d 1204 (9th Cir. 2003). See 17 US.C. §
201(d)(2): “[a]ny of the exclusive rights com-
prised in a copyright, including any subdivision
of any of the rights specified by section 106, may
be transferred as provided by clause (1) and
owned separately.”

7.17 U.S.C. § 101 and § 201(d)(2).

8. Patents Act 1990 (Cth), Schedule 1.

Slightly different language was
used in the previous Australian
Patents Act, and the High Court held
that under that Act there could only
be one exclusive licensee of a patent,
and that to be an exclusive licensee,
the licensee had to be granted all of
the relevant rights under the patent.’
So, a licensee who only had the ex-
clusive right to make a patented
product, or to import a product
made by a patented process, was
not an “exclusive licensee” for the
purposes of the previous Act. In
such a case, despite the intention of
the parties, only the patent owner
could commence proceedings for
infringement of the patent.

Itis unclear whether this approach
will be adopted for the current Pat-
ents Act, which is worded slightly
differently.!’ So far, the proposition
has been examined in only one case,
which suggests that under the new
Act a licence of only some of the
patent rights may be an exclusive
licence under the Act." The decision
is of a single judge, sitting at first in-
stance, and it is unclear whether the
basis of the decision will ultimately
be accepted by higher courts. If it is,
then Australian patent law will be
consistent with article 17.11.5 of the
FTA. If not, then legislative change
will be required.

U.S. Position

It seems clear that the position in
the U.S. is virtually identical to the
position under the previous Austra-
lian Patents Act. The U.S. Patent Act
grants a “remedy by civil action for
infringement of [a] patent” only to

9. Ex parte British Nylon Spinners Ltd; Re
Imperial Chemical Industries Ltd (1963) 109
CLR 336.

10. Grant v. Australian Temporary Fencing Pty
Ltd (2003) AIPC 91-899.

11. Although the list of actions constituting
“exploiting” an invention now reads disjunc-
tively, in contrast to the previous Act, the cur-
rent Act still refers to “the right” to exploit the
patented invention. Such a reference in the
previous Act was one of the factors that led
the High Court to insist that there could be
only one exclusive licensee of a patent. Argu-
ably, unless the licence contains all the rights
listed in the definition of “exploit,” it might
not be a “licence to exploit” the patent at all,
and hence cannot be an “exclusive licence.”
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the “patentee,”? and to “successors
in title to the patentee.”® Subse-
quent case law has confirmed that
an exclusive licensee of a patent can
also sue for infringement (provided
additionally that they join the pat-
entee), because such a licensee has
“all substantial rights” to the patent,
and so is effectively an assignee of
the patent (i.e., a successor in title to
the patentee).!

However, such a licensee must
actually have all substantial rights;
a licensee of a patent who does not
have “all substantial rights” under
the patent is not an exclusive licens-
ee (but a mere licensee), and does
not have standing to sue in the U.S.
for infringement of the patent.

Contrast: United Kingdom
Copyright and Patent Law

The above should be contrasted
with the position in, for example,
the United Kingdom, where multiple
exclusive licences can be granted to
both copyright and patent. An exclu-
sive licence to copyright consists of
an exclusive grant by the copyright
owner to another “to exercise a right
which would otherwise be exercis-
able exclusively by the copyright
owner,”"® while an exclusive licence
to a patent involves the exclusive
grant (i.e., to the exclusion of all other
persons, including the proprietor or
applicant) of “any right in respect of
the invention to which the patent or
application relates.”*

A licensor’s ability to control its
exclusive licensees’ lawsuits

If Australian and/or U.S. patent

law is changed to allow there to
be multiple exclusive licensees of

12.35U.S.C. §281.

13.35 U.S.C. § 100(d).

14. Vaupel Textilmaschinen KG v. Meccanica
Euro Italia S.P.A., 944 F.2d 870 (Fed. Cir. 1991);
Textile Prods., Inc. v. Mead Corp., 134 F.3d 1481
(Fed. Cir. 1998).

15. Copyright, Designs and Patents Act 1988
(UK), section 92(1).

16. Patents Act 1977 (UK), section 130(1).
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a patent, an important commercial
issue arises: can a licensor remove
the ability of an exclusive licensee
to bring infringement proceedings,
and if so, how? The identical issue
arises in the copyright context,
even though no change in the law
is required.

In a commercial context, a licensor
may wish to prevent the possibility
that one exclusive licensee can take
action against another exclusive li-
censee, or against a third party. This
mightbe the case, for example, where
the licensor has commercial relation-
ships with a potential defendant that
it wishes to protect. Alternatively it
might wish to reduce the chance that
the validity of the patent will be chal-
lenged by a defendant to a patent in-
fringement suit, which is a common
defence tactic in such suits.

At least two issues arise. One in-
volves the ability of private parties
to contract out of rights granted in
public statutes. The issue is illus-
trated in its diametrically opposed
forms in the Australian Trade Marks
Act, which specifically provides that
the rights of an authorised user—
whether exclusive or not—are sub-
ject to contract between the licensor
and authorised user, and the Trade
Practices Act, which specifically
provides that certain rights granted
by that Act cannot be contracted
out of."

Current Australian copyright and
patent law, however, are silent as to
whether the rights of an exclusive
licensee to bring infringement pro-
ceedings can be contracted out of.
Given the review process brought

17. Trade Marks Act 1995 (Cth), section 26;
Trade Practices Act 1974 (Cth), section 68.

18. See also the position under copyright
law: Althin CD Medical, Inc. v. West Sub-
urban Kidney Center, S.C., 874 F.Supp. 837
(N.D.I11.,1994).

about by the FTA, it would seem
an opportune time for this issue to
be resolved.

A second issue is whether any
limitation on the exclusive licensee’s
right to sue might in fact make the
licence non-exclusive. Currently,
given the definition in U.S. patent
law, there is a good argument that
any licence granted to a licensee
that does not give the licensee un-
fettered power to sue for infringe-
ment is not a grant of “all substantial
rights” under the patent, and hence
not an “exclusive licence.”"® The
preferable course here would seem
to be to adopt language similar to
the Australian Trade Marks Act, in
which a person may be an autho-
rised user—whether exclusive or
otherwise—notwithstanding that
their rights under the Act are sub-
ject to modification by the parties.
Therefore, absent any cogent policy
reason, the principle of freedom of
contract should prevail.

Conclusion

It appears that neither Australian
nor U.S. copyright law regarding
exclusive licensees will require
amendment as a consequence of ar-
ticle 17.11.5 of the FTA. It is doubtful,
however, that the same can be said
of Australian and U.S. patent law
in that area. In both cases, however,
there would be merit in amending
the copyright and patent legisla-
tion of both countries to expressly
deal with whether exclusive licens-
ees’ rights to bring infringement
proceedings may be modified by
contract.
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