
The Commonwealth IT IP guidelines

Management and commercialisation 
of Commonwealth intellectual property 
in the field of information technology



ii

© Commonwealth of Australia 2000

ISBN 0 642 75022X

DOCITA 44/00

This work is copyright. Apart from any use as permitted under the Copyright Act 1968, 

no part may be reproduced by any process without prior written permission from the Commonwealth Department

of Communications, Information Technology and the Arts. Requests and inquiries concerning reproduction and

rights should be addressed to:

The Secretary

Department of Communications, Information Technology and the Arts

GPO Box 2154

Canberra ACT 2601

Australia

Telephone: 02 6271 1000

Facsimile: 02 6271 1800

Email: dcita.mail@dcita.gov.au

Website: http://www.dcita.gov.au

Produced by the Commonwealth Department of Communications, 

Information Technology and the Arts

Graphic Design by Art Direction Graphic Design, Canberra

Printing by Goanna Print, Canberra



iii

Contents

ACKNOWLEDGMENTS AND DISCLAIMER .......................................................................................................vii

MINISTER’S FOREWORD .............................................................................................................................................viii

SECTION 1—EXECUTIVE SUMMARY ......................................................................................................................1

SECTION 2—PURPOSE, SCOPE AND STRUCTURE .......................................................................................3

Purpose ....................................................................................................................................................................................3

Scope .........................................................................................................................................................................................3

Approach ................................................................................................................................................................................4

Guidelines structure.........................................................................................................................................................4

Background ...........................................................................................................................................................................5

Style conventions ..............................................................................................................................................................5

Citation.....................................................................................................................................................................................6

Application of guidelines..............................................................................................................................................6

SECTION 3—POLICY BACKGROUND ................................................................................................................... 7

Structure of this section................................................................................................................................................7

Commonwealth policies ...............................................................................................................................................8
(a) Goldsworthy......................................................................................................................................................8
(b) Information Policy Advisory Council (IPAC)............................................................................... 8
(c) Investing for Growth...................................................................................................................................8
(d) Information Management Steering Committee (IMSC) Report ....................................9
(e) AusInfo guidelines.........................................................................................................................................9
(f) Information Industries Action Agenda............................................................................................9
(g) Competitive neutrality................................................................................................................................9
(h) The Commonwealth as a model citizen......................................................................................10

Industry views ..................................................................................................................................................................10

Portfolio issues .................................................................................................................................................................11

Comparative policies—Australia ..........................................................................................................................11
(a) Tasmania ...........................................................................................................................................................11
(b) Western Australia .......................................................................................................................................12
(c) South Australia .............................................................................................................................................12
(d) Queensland.....................................................................................................................................................13
(e) Australian Capital Territory...................................................................................................................14

Comparative policies—overseas...........................................................................................................................14
(a) United States .................................................................................................................................................14
(b) United Kingdom ..........................................................................................................................................15
(c) European Union...........................................................................................................................................16

Summary of policy issues..........................................................................................................................................16



C o n t e n t s

iv

SECTION 4—SHORT OUTLINE OF INTELLECTUAL PROPERTY LAW ......................................... 19

Structure of this section.............................................................................................................................................19

Definition of intellectual property.......................................................................................................................19

Copyright.............................................................................................................................................................................20

Circuit layout rights ......................................................................................................................................................21

Patents...................................................................................................................................................................................22

Trade marks........................................................................................................................................................................23

Confidential information ...........................................................................................................................................23

General observations ...................................................................................................................................................24

SECTION 5—APPLICATION OF INTELLECTUAL PROPERTY LAW WITHIN THE
COMMONWEALTH .......................................................................................................................................................... 25

Structure of this section.............................................................................................................................................25

Crown ownership of intellectual property ....................................................................................................25

Custodianship ...................................................................................................................................................................26

Copyright notices ...........................................................................................................................................................27

Licences granted by the Commonwealth......................................................................................................27

Arrangements or MOUs............................................................................................................................................27

Crown use of third party intellectual property under statutory licence....................................28

Voluntary licences granted to the Commonwealth ................................................................................28

SECTION 6—LIFE CYCLE OF IP MATERIAL .................................................................................................... 29

Structure of this section.............................................................................................................................................29

Define need........................................................................................................................................................................30

Identify existing material...........................................................................................................................................30

Develop new material .................................................................................................................................................30

Register intellectual property rights in the material................................................................................31

Defend intellectual property rights in material ..........................................................................................31

Inventory of intellectual property material/intellectual property rights....................................31

Valuation of intellectual property........................................................................................................................32

IP management review ..............................................................................................................................................33

Product planning ............................................................................................................................................................34

Distribution.........................................................................................................................................................................34

Allocating rewards.........................................................................................................................................................34

Assessing commercialisation performance....................................................................................................35



C o n t e n t s

v

SECTION 7—CHOICES ABOUT OWNERSHIP AND LICENSING OF INTELLECTUAL
PROPERTY ............................................................................................................................................................................... 37

Structure of this section.............................................................................................................................................37

Attributes of intellectual property rights ........................................................................................................38

Foreground and background material .............................................................................................................38

Joint ownership—patents and copyright .......................................................................................................40

Agreements as to ownership..................................................................................................................................40

Time of decision about ownership .....................................................................................................................40

Different ownership models for derivative intellectual property ...................................................41

(a) Partitioned ownership..............................................................................................................................41

(b) Joint ownership ............................................................................................................................................42

(c) Severable ownership.................................................................................................................................42

(d) Consolidated ownership.........................................................................................................................42

(e) Concurrent ownership.............................................................................................................................43

Licensing...............................................................................................................................................................................43

The importance of purpose.....................................................................................................................................44

Distribution and commercialisation models .................................................................................................44

(a) Direct licensing .............................................................................................................................................45

(b) Outright sale ..................................................................................................................................................45

(c) Appointing a distributor .........................................................................................................................45

(d) Hybrid sale/distributorship model ...................................................................................................47

(e) Using an agent .............................................................................................................................................48

(f) Joint venture ..................................................................................................................................................48

(g) Establishment of a separate legal entity .....................................................................................48

Application of the models ........................................................................................................................................48

Improving the bottom line.......................................................................................................................................49

SECTION 8—CONTRACTUAL FRAMEWORK ............................................................................................... 51

Structure of this section.............................................................................................................................................51

GITC3 and the Endorsed Supplier Arrangement......................................................................................52

Shared Systems Initiative ..........................................................................................................................................53

Outsourcing .......................................................................................................................................................................54

Defence contracting under DEFPUR 101 and SMART 2000...........................................................56

Other contract types....................................................................................................................................................56



3

Section2 PURPOSE, SCOPE AND STRUCTURE

Purpose
2.1 Fundamentally, the objective of these guidelines is to maximise the benefits from

Commonwealth Information Technology (IT)-related Intellectual Property (IP) for the
Australian community as a whole.

2.2 This document provides practical guidance to enable decision makers to make
appropriate choices about the management of IT-related IP by Commonwealth
Government agencies. In particular the guidelines are intended to improve
knowledge of available options, assist managers to identify IP issues early and
accurately, and to balance ownership and licensing rights between agencies and the
private sector.

2.3 The guidelines are intended to be flexible, rather than prescriptive, in their operation.

Scope
2.4 The term ‘management’ refers to the whole range of decisions, extending through

the ‘life cycle’ of the relevant IP, including:

(a) identifying a need;

(b) purchasing, licensing-in, commissioning or creating IP;

(c) cataloguing and valuing IP;

(d) auditing the use of IP;

(e) making improvements; and

(f) selling, commercialising or licensing-out.

2.5 The expression ‘IT-related IP’ means IP rights in, or associated with, such things as
software, documentation, databases, websites, algorithms, models, tools, object
libraries, methodologies, business systems, circuit layouts, hardware and firmware,
as well as confidential information and trade marks relating to any of those things.

2.6 Whilst this paper principally concerns IT-related IP, many of its observations and
conclusions will have equal relevance to other IP rights. Consideration was given to
whether the guidelines should be expanded in scope to apply to all IP. The
consensus was that broadening the guidelines would require more detailed
consideration of issues in certain areas and, if undertaken, should constitute a
separate project rather than delay these guidelines.

2.7 The term ‘agency’ refers to a Commonwealth Department of State or a prescribed
agency that is subject to the Financial Management and Accountability Act 1997.



Approach
2.8 There are a range of factors which touch upon decisions that are made in the IP

management processes listed above. These include:

(a) whole-of-Government policy considerations, as affected by the particular
corporate mission and constraints applicable to the relevant agency
—see Section 3;

(b) the nature of the subject matter and of the IP rights that arise in relation to
that subject matter—see Section 4;

(c) the application of that law to, and its practical implementation in the
Commonwealth—see Section 5; and

(d) the particular stage reached in the life cycle of the IP subject matter—see Section 6.

2.9 It is a central proposition of this paper that the decisions that are made regarding IP
management are a function of all of the above factors. This refers in particular to:

(a) decisions about ownership and licensing of IP—see Section 7; and

(b) the choice of legal contractual framework for expressing those decisions
—see Section 8.

Guidelines structure
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Background
2.10 In the Prime Minister’s 1997 statement, Investing for Growth, a commitment was

made to assist the Australian information industry’s commercialisation of IP developed
pursuant to Government contracts by licensing this IP to Australian-based firms.

2.11 This statement reflects a view which has been expressed in a range of policy
documents over recent years that:

◗ agencies should be conscious of opportunities for savings by confining their
ownership of IP to that which is really necessary for the achievement of their
corporate missions; and

◗ Australian industry should be given the opportunity to commercialise IP for the
benefit of industry and consumers.

2.12 A number of relevant policy statements are presented in Section 3. The objective with
these guidelines is to provide decision-makers with information about IP law and
practice, and to assist them to structure their thinking on issues, options and risks
that arise in the management of IT-related IP, including the legal and contractual
vehicles for expressing their decisions. The purpose is to assist decision-makers to
transform underlying policies into workable legal arrangements and relationships.

2.13 It is true there have been past occasions where, because of a lack of understanding
and/or appropriate professional advice, the Commonwealth has taken an 
unduly rigid approach in seeking to own or acquire IP in IT (and other) contracts—
typically on the premise that it has paid for its development. Properly informed,
Commonwealth officers can safely take a flexible approach in many cases. Any view
that the Commonwealth must own IP in every case is simplistic. It would be equally
simplistic to take the view that the Commonwealth should never own IP arising
from IT contracts.

2.14 Above all, these guidelines stress the importance of a case-by-case evaluation which
takes into account the corporate missions of the agency concerned and the
contracting party, their relevant skillsets, whether there is already some existing IP,
savings that can be made by forfeiting ownership of the IP, and so on.

2.15 The guidelines are intended to raise the awareness of decision makers about issues
which affect IP management choices.

Style conventions
2.16 A full Bibliography of source references is contained at Annex A. References in the

text to items in the Bibliography are usually in shortened form in italics, with the
year in brackets. The Bibliography is chronological. Defined terms are also
represented in bold within brackets at the point where the term is first introduced.
Occasional use has been made of shaded text boxes. These are used to contain an
example, a case study or a hypothetical scenario which supports or exemplifies the
main text.



Citation
2.17 These guidelines may be referred to by the following short citation:

‘Commonwealth IT IP guidelines’

Application of guidelines
2.18 The purpose of the guidelines is stated in Section 2.1. It is anticipated all agencies

will take account of these guidelines in the management of IT-related IP. However,
the application of the guidelines may be affected by the corporate mission of the
agency concerned. In particular, the guidelines will apply differently to an agency
whose major role is the creation of IP.

2.19 The guidelines are intended to be flexible rather than prescriptive in their operation.
They are not intended to create rights for industry or give rise to any firm
expectations on the part of industry that IP relating to a particular project will
necessarily be treated in any particular way.

2.20 It is not envisaged that these guidelines would have general application to bodies
coming under the Commonwealth Authorities and Companies Act 1997. There may
be special circumstances in the legislation governing such bodies which would make
the application of the guidelines inappropriate. Many agencies may have established
their own policies for IP management but may find these guidelines to be a useful
additional reference. 
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Structure of this section

3.1 This section deals with a range of previous reports and statements which define the
policy environment in which IT-related IP is managed. Commonwealth policies are
described followed by some comparison with State and foreign policies. Recurrent
policy issues are summarised at the end of the section. The policy concerns
described here cover relatively broad issues of Commonwealth information
management and best practice and are not confined to IP management issues
alone. Policies directed more specifically to Commonwealth IP-management are
described in Section 5.
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Commonwealth policies
3.2 The decision to develop these guidelines has its origins in a number of reports,

especially:

◗ The Global Information Economy—The Way Ahead (The Goldsworthy Report),
(July 1997) prepared by the Information Industry Task Force chaired by Prof.
Ashley Goldsworthy, Dean, School of Business, Bond University; and

◗ A National Policy Framework for Structural Adjustment within the new
Commonwealth of Information (The IPAC Report) (August 1997) by the
Information Policy Advisory Council, chaired by Dr Terry Cutler.

3.3 The paragraphs following deal with these and a number of other policy sources.

(a) Goldsworthy

3.4 The Goldsworthy Report called for a new role for Government that might best be
described as that of promoter, in the sense of trying to promote innovation and
investment and providing direction for industry leaders. The report said that, in
promoting Australian information industries which are innovative, financially sound
and world competitive, ‘Government must provide leadership and lead by example’.

3.5 The report suggested one of the ways this could be achieved would be to use
Government outsourcing to stimulate industry development by allowing the
commercialisation of IP. The model suggested by the report envisaged industry and
Government agreeing to a single system of low-cost licensing, without upfront fees,
for information and communication technology-related IP developed under
Government contracts, including outsourcing contracts. The model anticipates that
this strategy would provide appropriate incentives for collaborators to invest in
commercialisation.      

(b) Information Policy Advisory Council (IPAC)

3.6 The IPAC Report suggested that the role of Government should be as an
information and content asset owner. In the IPAC model, the Government would lay
off Commonwealth IP rights to private sector firms willing to assume the risks of
commercialisation, and would not attempt to commercialise Commonwealth in-
house content and systems—either by offering them to the private sector for
commercialisation or by attempting in its own right to commercialise in-house
content and systems in competition with the private sector.

3.7 In seeking to create a Government exemplar in its role as asset owner, service
provider and user, the report said the Government should develop policies for active
information resource management. This includes the implementation of IP policies to
facilitate exploitation of Government information and content assets by Australian-
based private sector firms, as a driver for industry development.

(c) Investing for Growth

3.8 A decision to prepare guidelines on the treatment of IP acquired under
Commonwealth IT contracts was announced by the Prime Minister in his statement
‘Investing for Growth’ issued 8 December 1997. This required development of
guidelines to ‘facilitate licensing of rights to intellectual property developed within
Government contracts to Australian-based firms for commercialisation’.
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(d) Information Management Steering Committee (IMSC) Report

3.9 This report viewed Government information as a significant online public asset in
the global information infrastructure and suggested the Australian Government must
adapt its information resources to meet business demands in a changing economy:

‘Government has a responsibility to lead and demonstrate sound information
management practices which will create a catalyst for change in the public sector 
and stimulate growth in emerging information industries’.

(taken from the Foreword by the Chief Government Information Officer).

(e) AusInfo guidelines

3.10 AusInfo (formerly the Australian Government Publishing Service) is the lead agency
responsible for the development and maintenance of the Commonwealth’s
framework for information management, including the dissemination of best
practice management tools for electronic publishing. Building upon the policies
developed in the IMSC Report, AusInfo has developed Guidelines for
Commonwealth information published in electronic formats. The AusInfo guidelines
are intended to promote: 

◗ improved efficiency, quality, production, management, distribution and
accessibility of Government information;

◗ consistent presentation;

◗ standardised use of logos, national symbols and other graphics;

◗ the satisfactory addressing of legal aspects of Government electronic
publishing; and

◗ preservation of electronic Government publications for future access.

(f) Information Industries Action Agenda

3.11 This report referred to a need for guidelines to assist licensing of IP rights to
Australian-based firms for commercialisation of technology developed under
Government contracts. It anticipated a major opening up of the Commonwealth’s 
IP assets, which would provide Australian design and software firms with the
incentive to commercially exploit innovative technologies developed as part of
Commonwealth projects, whilst ensuring that the Commonwealth’s interests were
adequately protected. 

(g) Competitive neutrality

3.12 The most relevant principle set out in the Competition Principles Agreement, 
s. 3(1) states:

The objective of competitive neutrality policy is the elimination of resource 
allocation distortions arising out of the public ownership of entities engaged in
significant business activities: Government business should not enjoy any net
competitive advantage simply as a result of their public sector ownership. 
These principles apply only to the business activities of publicly owned entities, 
not to non-business, non-profit activities of those entities.
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(h) The Commonwealth as a model citizen

3.13 Various policy instruments address the role and appropriate practice of the
Commonwealth as a ‘model’ citizen:

◗ the Commonwealth seeks to be a model contractor (by not adopting
questionable negotiating tactics or imposing onerous or unconscionable terms); 

◗ the Commonwealth seeks to be a model litigant (for example by not placing on
the record defences which are without merit and are designed only to delay a
matter, or by taking unfair advantage of a litigant’s lack of financial resources); 

◗ although the Commonwealth is not generally subject to the Trade Practices Act
1974 in its activities, it is desirable that the Commonwealth comply with the
intent of that legislation (for example by not promoting anti-competitive
outcomes); and

◗ agencies should be diligent to ensure that intellectual property rights of private
entities are observed within the Commonwealth.

3.14 All of these aspects have some bearing on the manner in which the Commonwealth
manages and commercialises IP.

Industry views
3.15 In the consultation process which assisted the drafting of these guidelines, the

Australian Information Industry Association (AIIA), the Australian Electrical
Equipment Manufacturers’ Association (AEEMA) and others articulated a number of
themes.

3.16 It was suggested that a well-drawn licence, rather than ownership of IP, may be an
appropriate IP management approach for the Commonwealth. Allowing industry to
further develop and commercialise IP created for agencies has a number of benefits: 

◗ industry is more likely to develop IP that has commercialisation potential, in
addition to meeting client specifications;

◗ by allowing scope for commercialisation, Government will benefit from the use
of the best the industry has to offer;

◗ the right to commercialise IP is a direct means by which Government can
encourage innovation in the IT industry in Australia;

◗ combined with direct funding and other incentive programs, this would place
the Australian IT industry in a improved position from which to compete
internationally; and

◗ substantial opportunities are available if Australia moves quickly to sell
Government and administrative systems in Asia and other regions.

3.17 It was noted that the Commonwealth has enormous strength as a consumer in
defining the marketplace for IT vendors and should exercise that leverage for the
broader benefit of industry and consumers. It was suggested that Commonwealth
agencies are not always conscious of this leverage, or of the potential value of IP
that they hold.

3.18 The AIIA strongly favoured the implementation of an IP inventory to assist in
identifying Commonwealth IP that might be suitable for commercialisation.
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Portfolio issues
3.19 A number of agencies have as their core business the development and

dissemination of IP, including IT-related IP. They may have functions that are
strategic or critical to Government. In addition, some agencies are funded on the
basis of partial or substantial cost recovery. These considerations affect the way in
which the whole-of-Government policies identified above can be applied. Such
agencies may have already developed substantial IP commercialisation policies of
their own. For example:

◗ the Australian Bureau of Statistics (ABS) has a well developed IP policy; this is
influenced by the fact that ABS is subject to stringent statutory limitations on its
use of census data; and

◗ the Department of Defence has developed its own IP policy and is currently
developing an IP Manual. The IP Manual will provide ‘best practice’ guidelines
to assist Defence personnel manage IP and to educate Defence personnel
about IP.

3.20 Where particular IP has been developed as part of the corporate mission of the
agency concerned, it may not be appropriate to relinquish that IP. It is not so much
a question of whether the agency is a major generator of IP, but whether the
particular IP is developed as part of the core mission of the agency. However, it is
more likely if the agency is a major developer of IP, the resulting products will be
core to that agency’s mission. It should be emphasised however that the vast
majority of the benefits of ownership can be conveyed by licence. Accordingly,
agencies should investigate the costs and benefits of IP ownership in that context.

3.21 An agency may have particular reasons to ensure that some useful IP is made
available (directly or indirectly) to a particular target group that it wishes to benefit.
Whether it can best do so by outright sale of IP rights to a commercial entity, by
direct distribution or commercialisation to the target consumers, or supply thorough
a distributor, is considered in Section 7.

Comparative policies—Australia

(a) Tasmania

3.22 The Tasmanian guidelines (1996) deal with a range of IP and are not limited in their
application to IT-related IP, although there is a particular focus on software.
Management of Crown copyright is the responsibility of the particular agency that
possesses the material, but is exercised under the direction of the ‘Administrator of
Crown Copyright’. The guidelines propose that agencies establish a database to
register all licenses, sales, agreements or other dealings with IP. Copyright
infringements are to be referred to the Administrator. A major objective of the
guidelines is to disseminate basic information about IP rights and IP contracting. The
guidelines are relatively cautious about commercialisation.
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(b) Western Australia

3.23 In 1997, Western Australia began producing a series of IP policy documents, and a
Government Intellectual Property Policy Council (GIPPC) chaired by the Minister for
Commerce and Trade was established. The GIPPC is supported by the Intellectual
Property Support Program funded by the Department of Commerce and Trade. The
policy, and the role of the GIPPC, have developed over the last three years in the
light of experience. The Government Intellectual Property Policy 2000 was
approved for release by Cabinet on 10 July 2000. The purpose of the policy is:

to ensure the effective management of intellectual property in the public sector
and to support the use and commercialisation of public sector intellectual property
for the benefit of the State.

3.24 Under the policy, government agencies are encouraged to better manage their IP
assets for operational purposes and to identify potentially valuable IP assets.
Agencies are also encouraged to commercialise IP assets for the benefit of the State
where it is feasible to do so. The policy extends to most statutory authorities. The
new policy will be officially launched later this year in conjunction with a series of
seminars. Amongst a number of guiding principles which appear in the policy:

◗ as a general rule, commercialisation of IP should be no more than an ancillary
part of a public authority’s operational activities;

◗ public authorities should not develop IP assets solely for commercialisation;

◗ commercialisation activities and agreements should be approached with care to
ensure that the State or public authority is not exposed to unnecessary or
disproportionate risk;

◗ as a general rule, commercialisation of IP should be carried out with the
assistance of a third party with appropriate skills and expertise;

◗ as a general rule, when a public authority commercialises an IP asset, it should
be entitled to retain some if not all of the gross revenue received from
commercialisation of that asset;

◗ disposal or licensing out of IP assets should be conducted in an open,
accountable and competitive manner;

◗ due to the complex nature of IP rights, public authorities should seek advice
from suitably qualified lawyers, patent attorneys or other consultants where
appropriate in-house or in-government expertise is not available; and

◗ public authorities should provide appropriate training of staff in IP-related issues.

3.25 The policy indicates that IP in material produced by a ‘consultant’ should generally
be owned by the State, although this may be varied where there are countervailing
public interests, such as support for Western Australian industry. There is no analysis
of this trade-off in the context of the IT industry.

(c) South Australia

3.26 South Australia released a Policy on Intellectual Property in Government Software
on 27 May 1996. This is described as a reference document supporting the
Government Policy on Information Technology developed by the Department for
Administrative and Information Service. The latter document also makes various
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references to IP in information, data and computer software. More recently, the
South Australian Prudential Management Group produced a draft Intellectual
Property Policy, 1999. This is not limited to IT-related IP but covers the full range of
IP assets. The South Australian Auditor-General has produced a series of annual
reports dealing with IP-management issues, especially in relation to IT. Views
reflected in the most recent report include:

◗ the importance of identifying IP at an early stage, and keeping careful records
of its development and use;

◗ ensuring that efforts at commercialisation do not compromise the core
functions of the agency in terms of delivering public services;

◗ requiring the development of appropriate plans for risk management;

◗ the need for ownership of IP to be determined and formally documented
before work on a project commences; and

◗ given the complexities associated with the intangible nature of IP assets and
the specialisation of IP law—the need to seek expert legal advice in the early
stages of major projects involving IP relevant to core functions or of significant
commercial value, regardless of whether the project is expected in the
immediate future to involve commercialisation or export opportunities.

(d) Queensland

3.27 The most recent policy produced by Queensland appears to be that documented 
in Information Standard Number 25: Crown Copyright and Intellectual Property, 
15 August 1994, which is currently under review. The Standard concentrates to a
great extent upon granting copyright permissions (licences) in relation to
conventional published materials, and is not focussed especially on the more
complex IP-management issues raised by software development. There is a separate
standard: Guidelines for the Management of State Government Intellectual
Property (Non-Copyright) which contains guidance in relation to patents, designs,
trademarks, confidential commercial information and other forms of IP. More
recently the Queensland Communication and Information Strategic Plan
1999–2004 has recommended development of a ‘contemporary policy for
management of, and access to, government intellectual property’. 

3.28 In 1998 a new policy position on Information Access and Pricing established that,
with limited exceptions, Queensland Government information is to be made
available to citizens at no more than the incremental cost of supplying the
information. The primary objective of this is to make information more accessible,
enabling the private sector to freely exchange it and add value leading to wealth
generation in an information-based economy.

3.29 Given this Information Access and Pricing position the present Information Standard
on Intellectual Property, which operates to protect government intellectual property
and to control access, is now under review. Commercialisation of public sector
intellectual property is also being reassessed as part of the same general review.

3.30 The review has been prompted by a desire to manage more effectively the
intellectual property currently held within the Queensland Government. While
recognising that benefit can be derived from commercial development there is a
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responsibility to ensure intellectual property that benefits the public as a whole is
also adequately protected.

3.31 Issues under consideration by the review committee include:

◗ direction and objectives of intellectual property policy framework;

◗ reward and recognition for public sector employees creating IP;

◗ provision of expertise and support across whole-of-government in area of
intellectual property;

◗ need for flexible guidelines but also an awareness of need for education for
effective use;

◗ valuing and identification of intellectual property across government;

◗ reconciling management of intellectual property and commercialisation of
intellectual property in the public sector;

◗ raising revenue streams gain with the concept of public development;

◗ competing claims over ownership of intellectual property when collaborating
with other organisations; and

◗ copyright and licensing issues in relation to internet web-based material.

(e) Australian Capital Territory

3.32 The Australian Capital Territory government is exploring the possibility of a more
‘flexible’ approach to the issue of IP ownership by the Territory. A final policy has
not yet been resolved.

Comparative policies—overseas

(a) United States

3.33 The United States Government does not generally enjoy copyright over materials it
publishes, which are considered to be in the public domain.

3.34 As to the United States Government’s use of private copyright, Executive Order
13103, issued by President Clinton on 1 October 1998, requires each United States
Government agency to adopt procedures to ensure that it does not acquire,
reproduce, distribute or transmit computer software in violation of applicable
copyright laws and to ensure that the agency has present and uses only computer
software not in violation of such laws. It also requires contractors and recipients of
federal financial assistance to have appropriate controls in place to ensure that
federal funds are not used to acquire, operate or maintain computer software in
violation of applicable copyright law.

3.35 A research report published in 2000—see Bibliography Annex A—by RMIT
University’s Centre for Information Research on Communication and Information
Technology profiled approaches used in a number of United States Government
agencies for commercialisation of Government intellectual property and
development of American industry. Many United States Federal Government
agencies enter into formal Cooperative Research and Development Agreements
(CRADA) to establish collaborative arrangements in government research and
transfer the research development to the private sector.
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(b) United Kingdom

3.36 The United Kingdom Government, through Her Majesty’s Stationery Office 
has published a White Paper: The Future Management of Crown Copyright, 
26 March 1999. It is concerned with providing people with access to government-
produced materials as a key part of the democratic process. The foreword by the
Minister for the Cabinet Office states in part:

The Government has launched a number of linked initiatives to harness new
technology in delivering a closer relationship between citizens and their
Government. The increasing use of the Internet and electronic media to both 
access and exchange information is a fact of life as we approach the 21st century.
Our aim is to protect the integrity and authority of official materials, whilst
acknowledging the role played in the information chain by Government tradeable
information and departmental commercial activity. 

. . . The proposals contained in this White Paper provide a blueprint for the future
management of Crown copyright facilitating access to, and re-use of, official
information . . .

. . . Our aim is to encourage the wider information market that new technology
offers to us all . . .

3.37 The White Paper establishes a key distinction between:

◗ certain categories of government information (such as legislation and various
materials related to the exercise of core governmental functions) which should
be able to be reproduced freely both for personal use and for commercial
resale, provided the integrity of Crown material is preserved; and

◗ ‘tradeable information’ and products which support departments’ work and
ability to function commercially.

3.38 In relation to the latter category, it states:

...public sector information assets have potential, not only in supporting the
business of government, but also in supporting the economy as a whole. Tradeable
information covers those Crown copyright protected works which are produced
within government often as a by-product of core government activities. The fact
that the material has been created by government is often incidental.

Where value has been added, or information, developed and created within
government, is enhanced beyond core obligations or statutory duties to produce
that raw information, then such information is potentially tradeable. The highly
competitive information market will regulate its value. The associated costs to
government of maintaining the activity needs to be balanced against the wider
policy objectives served by the dissemination of the material concerned. However,
any financial return to government reduces the burden on the future collection and
maintenance of that material and benefits all taxpayers.

The mapping activities of Ordnance Survey and Ordnance Survey of Northern
Ireland were cited as prime examples where cost recovery is fundamental to the
maintenance and development of high quality, national mapping; the United
Kingdom Hydrographic Office, producers of the nation’s navigational charts and
related publications is another.
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3.39 The White Paper notes that with the exception of Acts of Parliament and Statutory
Instruments, all government departments have complete freedom to decide how
works which they originate are distributed or commercialised. The paper goes on to
describe a number of typical models under which such activity may be undertaken.

(c) European Union

3.40 The European Union (EU) Enterprise Directorate-General has established an online
Intellectual Property Rights (IPR)-Helpdesk as a reference point for all questions
concerning IP issues. The aims of the IPR-Helpdesk include raising awareness of the
importance of protecting and exploiting Europe’s IPR assets with special attention to
developments arising from EU-funded research and development (R&D) projects. It
also assists European researchers and potential future applicants to EU-funded
research programmes in locating and licensing existing technical developments. The
site features IP tutorials, brochures, guidelines and model contracts. 

Summary of policy issues
3.41 The following are recurrent themes of enquiries and reports to date: 

◗ agencies should seek economies in IT-acquisition and management by
obtaining and retaining only the IP that is really necessary;

◗ at the same time the economies should be genuine, the Commonwealth should
not have to pay the full development cost twice for the same IP;

◗ IP should be in the hands of the party whose corporate mission it is to exploit
and improve such IP but who is also;

– best able and most willing to do so,

– is willing to serve the requirements of the relevant market place, and 

– able to undertake the risks attendant upon such exploitation;

◗ where possible IT-related IP with market prospects should be available for
commercialisation or exploitation by Australian firms;

◗ distribution should also be for the ultimate benefit of consumers; it should not
be managed so as to promote anti-competitive behaviour or outcomes;

◗ in its commercial dealings, the Commonwealth is subject to the principle of
competitive neutrality;

◗ competition is not necessarily promoted by selling or exclusively-licensing IP;
the policy objectives may be better served by retaining ownership and granting
non-exclusive licenses to a number of vendors;

◗ the Commonwealth is itself a consumer and needs to consider its interest in a
competitive marketplace; and

◗ certain IP may be appropriate to retain in Commonwealth control because it
has strategic or whole-of-Government importance.

3.42 Application of the above considerations will be affected by policy concerns and
corporate objectives of particular agencies. The list does not imply any particular
order of priority. Decision makers will need to be aware of the policy environment in
which they operate.
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3.43 The solution of the above policy considerations will deliver rights and obligations.
The Government’s objective is to maximise the net national benefits from the
development and ownership of such IT IP as it requires. Careful consideration should
be given on a case-by-case basis to the interests of all prospective beneficiaries
including Australian industry, the Commonwealth agency or agencies concerned and
the taxpayer as reflected by the impact on Consolidated Revenue.

3.44 The remainder of this paper provides:

◗ information about categories of IP subject matter and IP regimes that apply to them;

◗ a structured approach to translating policies into decisions about the
development of, and dealings in, IP subject matter; and

◗ information on legal contractual frameworks that are available for formalising
those decisions.
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Structure of this section

Definition of intellectual property
4.1 Intellectual property (IP) refers to the rights granted by law in relation to the fruits

of human creative activity. A general-purpose definition of IP which is suitable for
use in many contracts follows.

‘Intellectual property’ includes all copyright (including rights in relation to
phonograms and broadcasts), all rights in relation to inventions (including patent
rights), plant varieties, registered and unregistered trademarks (including service
marks), registered designs, circuit layouts, and all other rights resulting from
intellectual activity in the industrial, scientific, literary or artistic fields.

Section4 SHORT OUTLINE OF INTELLECTUAL PROPERTY LAW
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4.2 A distinction should be drawn between categories of IP subject matter (e.g. a
phonogram or a plant variety) and different categories of IP rights that may arise in
relation to such subject matter (e.g. copyright or plant breeders rights). 

4.3 The above definition lists different categories of IP subject matter although
copyright applies to a range of subject matters.

4.4 The last two lines in the definition are taken verbatim from Article 2 of the
Convention Establishing the World Intellectual Property Organisation of July 1967
and embraces any categories that might otherwise be missed.

4.5 The main categories of IP rights that arise in the IT sphere are copyright, circuit
layout rights, patents and trade marks. The law relating to confidential information
is also relevant. This section deals with each category in turn.

Copyright
4.6 The first mentioned, and most important, category of IP is copyright. Under the

Australian Copyright Act 1968, copyright covers literary, dramatic, musical and
artistic works, and ‘subject-matter other than works’, which include cinematograph
films (traditional celluloid and various video formats), sound recordings (records,
tapes and CDs), sound broadcasts, television broadcasts and published editions (a
publisher’s copyright in typesetting). Computer programs, databases and computer
documentation are covered within the literary work category.

4.7 Copyright protection is automatic from the time the relevant subject matter is first
reduced to a ‘material form’, including paper, disk or tape or any form from which
the material can be reproduced. Protection does not require registration or other
formalities. It is good practice to bring to the attention of persons viewing the work
that copyright is being claimed by a copyright notice similar to the following:

© <owner’s name> <year of first publication>

4.8 Copyright is owned by the author or maker of the material. However, an employer
owns copyright in material developed by an employee in the course of that
employment. On the other hand an independent contractor generally owns
copyright in anything made under the contract. In addition, some special rules apply
to the Commonwealth—see Section 5. All these ownership rules can be varied by
agreement, and it is common in consultancies and other contracts to provide that
the principal, and not the contractor, owns copyright in anything created as part of
the deliverables under the contract.

4.9 The term of copyright protection is lengthy: usually the lifetime of the author plus
50 years. The duration of Crown copyright is determined without reference to an
‘author’ and generally subsists for 50 years from the date of publication.

4.10 It is important to understand that copyright protects only the ‘expression’ or literal
elements, and not the underlying ‘idea’ or information as such. That is, copyright
protects an aggregate of—depending upon the category of copyright subject
matter—words, figures, symbols, images, shapes, animation, sounds, etc. It is also
possible for a copyright work to incorporate pre-existing material which may itself
be subject to separate copyright protection (see further Section 7, under the
heading ‘Foreground and Background IP’). 
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4.11 The central rights protected by copyright are the right to reproduce or make copies
of the work or other subject matter and the right to present it, whether by way of
live performance, broadcast or as defined under the Broadcast Services Act (1992).
A reproduction or other act of copyright need not be exact or complete; it is
sufficient if a substantial part of the material in question is taken.

4.12 In order to financially exploit these rights, the owner of copyright may deal with
that copyright in two distinct ways:

◗ ownership of the copyright may be assigned to a new owner; and

◗ various rights may be licensed to a licensee. A licence may be delimited by
time, territory, nature of the uses permitted, and in a wide range of other
ways—see Licensing Checklist in Annex B.

4.13 The above rights are called economic rights and are designed to protect an author’s
investment in their creation. The Copyright Amendment (Moral Rights) Bill 2000
proposes to extend an author’s moral rights to protect their reputation and
acknowledge their creative effort by providing: 

◗ a right of integrity, which is a right not to have a work subject to derogatory
treatment; and

◗ a right of attribution, being the right to be acknowledged as the author
whenever the work is made public.

4.14 Moral rights cannot be assigned, although the author can consent to uses that
would otherwise infringe. The moral rights will belong to the author of a literary
work, including, for example, the author of a computer program. This will be the
case even when the computer program is created in the course of employment. A
court may determine infringements and remedies and in some circumstances a
breach of moral rights may be found to have been reasonable. 

4.15 Additional recent copyright reforms include the Copyright Amendment (Computer
Programs) Act 2000 which allows decompilation of computer software and
hardware in certain circumstances. It created an exception to copyright infringement
by allowing software engineers to decompile computer hardware and software for
three purposes: to make interoperable software, to correct errors and, third to test
the security of information systems. It also enables back-up copies of programs to
be made, ensures that copyright is not infringed during the normal running of 
a program, nor for studying how the program functions. The definition of computer
program has also been refined under the Copyright Amendment (Digital Agenda)
Act (2000).

Circuit layout rights
4.16 The Circuit Layouts Act 1989 grants copyright style protection (i.e. protection is

automatic, and circuits do not have to be registered) to original layouts for
integrated circuits, provided the layout is an eligible layout. The owner has exclusive
right to make a copy of the layout, make a circuit in accordance with the layout, or
commercially exploit the layout. While there is no requirement of registration in
Australian law, registration is required under some overseas jurisdictions.
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Patents
4.17 The Patents Act 1990 protects the rights of inventors in their inventions, provided that

the latter have satisfied certain threshold requirements. These are that the invention:

◗ is an artificially created state of affairs in a field of economic endeavour;

◗ is new;

◗ incorporates an inventive step;

◗ is useful; and

◗ has not been secretly used prior to the application date.

4.18 Unlike copyright and circuit layout rights, the patent system involves an application
and registration process. In essence the system enables an inventor to obtain an
exclusive right to the use of an invention in Australia in return for the full disclosure
of the invention to the public through IP Australia (commonly known as The
Australian Patent, Trade Marks and Designs Office). Publication may be restricted
where it appears ‘expedient to do so in the interests of the defence of the
Commonwealth’ (s. 173).

4.19 An invention includes both methods or processes and contrivances or products but
does not include a scientific principle: the inventive idea must have been reduced to
something commercially useful. Algorithms are not patentable subject matter unless
they are part of a process or method, e.g. a method of operating a computer using
a mathematical algorithm which makes the computer faster or requires less
hardware resources.

4.20 Under the Act the invention must be new, that is: not disclosed anywhere in the
world. Disclosure in the public domain prior to filing a patent application is a ground
for invalidating a patent, except where appropriate confidentiality restrictions are
applied. Disclosure in the public domain includes publication in journals, books,
conference presentations, lectures, press releases, broadcast or technical publication
including the Internet. Prior use of an invention can also prevent patent protection.
Exceptions to this rule apply for exhibitions and addresses to learned societies. If it 
is necessary to trial an invention, it should be conducted under an appropriate level
of confidentiality or occur at an appropriate time in the IP commercialisation 
cycle—see Section 6.

4.21 Patent protection lasts for a set term to a maximum of 20 years.

4.22 In the patents field, as in copyright, there exists an established framework of
international treaties under which domestic laws must extend a minimum level of
protection, and provide ‘national treatment’, that is the same treatment for
foreigners as applies to the inventions of their own nationals. Reciprocal protection
for Australian patents overseas is not automatic: it is still necessary to apply for
registration in each country in which protection is sought.

4.23 Patent rights are of minor relevance to Commonwealth IT contracting. However,
they may become more important as a result of recent trends under which methods
of conducting business have been granted patents in the United States. IP Australia
has granted a number of business method patents. Patents are relevant in Defence
contracts under DEFPUR 101 and the current contracting regime, SMART 2000—
see Section 8.
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Trade marks
4.24 Under the Trade Marks Act 1995, a trade mark is defined as ‘a sign used, or

intended to be used, to distinguish goods or services dealt with or provided in the
course of trade by a person from goods or services so dealt with or provided by any
other person’ (s. 17). A trade mark may be registered through the IP Australia in
accordance with the Act. Registration is in respect of particular goods and/or
services (s. 19(1)). The registered owner of a trade mark has the exclusive rights to
use the trade mark and to authorise other persons to use the trade mark in relation
to the goods and/or services in respect of which the trade mark is registered 
(s. 20(1)). They also have the right to obtain relief under the Act if the trade 
mark has been infringed (s. 20(2)). The registration of a trade mark may be 
renewed indefinitely.

4.25 A category of trade mark with particular relevance to the public sector is a
certification trade mark. It is different in concept to the usual type of trade mark. It
is used to certify the quality, accuracy or other characteristic of the marked goods or
services from other goods or services not so certified. Rules governing the use of a
certification trade mark must be approved by the Australian Competition and
Consumer Commission (ACCC) (ss. 174–176).

4.26 There may be sound reasons why a certification mark owned by the
Commonwealth should remain under its control. Indeed the Act imposes additional
conditions on the assignment of a certification mark.

For example, it would be inappropriate that the Australian Government Endorsed
Supplier logo (see Section 8) be in private sector control.

4.27 The protection available under the Trade Marks Act is supported and supplemented
by certain provisions of the Trade Practices Act 1974, in particular ss. 52 and 53,
and by the common law action of ‘passing off’.

Confidential information
4.28 Confidential information has not been included as a category of IP in the definition

given above. For most purposes it is best considered as a form of equitable right (as
opposed to a proprietary right), although it has proprietary characteristics in that it
can be bought, sold and licensed. In agreements, confidential information and IP are
usually in separate provisions. However, confidential information is in some ways
analogous to IP and may perform the same function of protecting innovation.

4.29 An obligation of confidentiality may arise quite independently of any contract. It
may arise from a relationship, the whole course of dealing or tacit understandings
between two parties. It is prudent, e.g. in employment contracts, technology sharing
arrangements and prior to negotiations on technology licensing, to enter into a
written confidentiality agreement or obtain undertakings under seal (i.e. by a deed).
Written undertakings can unambiguously spell out the nature of the information in
which proprietary rights are claimed.
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4.30 A general-purpose definition of confidential information which is suitable for use in
many contracts follows.

‘Confidential information’ means information that is by its nature confidential and:

(a) is designated by a party as confidential; or

(b) a party knows or ought to know is confidential;

but does not include information which:

(c) is, or becomes, public knowledge other than by breach of the contract or by
any other unlawful means;

(d) is in the possession of a party without restriction in relation to disclosure
before the date of receipt; or

(e) has been independently developed or acquired by a party.

4.31 Confidential information may apply in the IT area to protect methodologies,
business systems and algorithms (as opposed to actual code which would be
protected by copyright).

General observations
4.32 Complex interactions between the above protection regimes may arise. In some

cases there will be an overlap in protection. A single subject-matter viewed
differently may be the subject of protection under more than one regime. Different
development layers may be subject of separate rights held by different owners.

4.33 Difficult choices may need to be made as to the form of protection on which to rely.
Different strategies could be adopted simultaneously in relation to different aspects
of the technology concerned, or at different stages of development. For example, a
novel algorithm may receive a measure of copyright protection (which would cover
the particular source code statements in which it is expressed), or may be protected
by withholding information about its substance (except under a contractual
obligation of confidentiality) or by seeking patent protection for the process or
method of which it forms a part. Or each strategy may be applied in turn. In the
early development stages reliance may be placed on confidentiality, while patent
protection may be sought later.
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Structure of this section

5.1 Section 4 described the operation of laws relating to various categories of IP, and
the laws relating to confidential information. It was not specific to the
Commonwealth.

5.2 In some respects IP laws have special operation to the Commonwealth. There are
also special considerations concerning the practical application of IP rights within the
Commonwealth. This section covers considerations of both law and practice specific
to the Commonwealth. It deals:

◗ first—with ownership and management of Commonwealth IP; and

◗ then—with the Commonwealth’s use of IP owned by others.

Crown ownership of IP
5.3 The Commonwealth is generally the owner of IP in any subject matter made by

Commonwealth employees.

5.4 Under the Copyright Act 1968, s. 176, this principle is extended slightly: the
Commonwealth is the owner of copyright in any material made or first published by
it or under its direction or control. This would cover at least some cases where the
material was developed by a consultant, provided that there is sufficient ‘direction or
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control’ exercised by the Commonwealth. This principle is subject to any agreement
to the contrary. The Intellectual Property and Competition Review Committee have
recommended in their final report that the rule in s. 176 should be amended to
leave the Commonwealth in the same position as any other contracting party. 
The recommendation is made for reasons of competitive neutrality (see Section 3),
suggesting that the Crown should not benefit from preferential treatment.

5.5 Whatever the default position on ownership, it is essential for the parties in any IT
development contract to place the question of IP ownership beyond doubt by an
appropriate, explicit provision.

Custodianship
5.6 The Commonwealth covers a number of departments, offices and agencies which

are legally a part of the Commonwealth. Departments and some agencies are not
legal entities themselves capable of entering into a contract or owning property.
That is, if they enter into an agreement or purchase some property, legally speaking
it is the Commonwealth that does so.

5.7 Despite this it is common practice for contracts to be entered into by the
Commonwealth ‘as represented by’ the particular agency. 

5.8 It is common for an agency to exercise custodianship (on behalf of the
Commonwealth) of copyright in material that has been created under its direction 
or control. 

‘Custodianship’ means the convention under which a particular department,
office or agency of the Commonwealth is permitted and commonly accepted to
exercise intellectual property in relation to particular material on behalf of the
Commonwealth.

5.9 The doctrine of custodianship finds expression, for example, in the Attorney-
General’s Department Guidelines for Authorising Use of Crown Copyright
Materials. Ultimately the doctrine rests on convention or practice and it is difficult to
imagine a practical alternative. An agency would not presume to commercialise the
IP within the custodianship of another agency, without first entering into some
arrangement. Analogous principles apply to the management of litigation within the
Commonwealth. The agency with functions which relate most closely to the
essential issue or issues raised by the litigation should assume responsibility for it. 

5.10 Where an agency is subject to administrative re-arrangement, custodianship of
copyright usually migrates along the same lines as the related functions, or in some
cases may be shared. Again this relies on convention and practicality. Creation of a
statutory body is a separate matter so the disposition of IP, like other assets may be
addressed in enabling legislation or instruments made under it.

5.11 Similar custodianship conventions and practices apply in the Australian States and
Territories, with differences in detail. For example, the Western Australian IP Policy
(2000) notes that departments do not have the power to own property in their own
right, but are nevertheless ‘responsible for the control and management of assets on
behalf of the State’. In some states the responsible Minister may have power to
direct how copyright is exercised by certain agencies. 
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Copyright notices
5.12 Where the Commonwealth owns copyright, any copyright notice (see Section 4.7)

should state the Commonwealth as owner, but may also refer to the agency which
exercises the copyright. For example, the following simple form of copyright notice
might appear in a publication:

© Commonwealth of Australia (Department of _______) 2000

Apart from any use as permitted under the Copyright Act 1968 all other rights 
are reserved. Requests for further authorisation should be directed to the Manager,
Legislative Services, AusInfo, GPO Box 1920, Canberra ACT 2601 or by email 
to ______________

5.13 Inclusion of material on a publicly accessible website implies that users will
undertake activities governed by copyright laws, at least to an extent in normal use
of the website. A suitable form of copyright notice follows:

© Commonwealth of Australia 2000

This work is copyright. You may download, display, print and reproduce this
material in unaltered form only (retaining this notice) for your personal, non-
commercial use or use within your organisation. Apart from any use as permitted
under the Copyright Act 1968 all other rights are reserved. Requests for further
authorisation should be directed to the Manager, Legislative Services, AusInfo, 
GPO Box 1920, Canberra ACT 2601 or by email to ______________

Licences granted by the Commonwealth
5.14 Licences granted by the Commonwealth will be granted by the Commonwealth ‘as

represented by’ the particular agency. 

Arrangements or MOUs
5.15 Even between agencies which are legally part of the Commonwealth, there may be

arrangements regarding IP which mimic licence agreements that may be executed
between separate legal entities (except that they could never be adjudicated in a
court of law). Another term for an ‘arrangement’ is Memorandum of Understanding
(MOU) or Memorandum of Agreement (MOA). The non-owning departments
could be expected not to exploit the material unless an appropriate arrangement
was made with the owning agency.

5.16 At the Commonwealth level, there is no comparable mechanism to that proposed
for Western Australia (see Section 3) which would enable a dispute about IP
custodianship to be adjudicated between agencies. The requirement for establishing
a mechanism was not considered a priority in Commonwealth consultations.
Disputes that have arisen were satisfactorily resolved at agency level or, in one case,
between Ministers.
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Crown use of third party IP under statutory licence
5.17 The Copyright Act 1968 binds the Commonwealth. Under s. 183 the

Commonwealth is technically incapable of infringing copyright by anything done for
the services of the Commonwealth. The Commonwealth is granted a statutory
licence (as distinct from a voluntary licence) to exercise the copyright. The nature of
that exercise is not limited, provided it is within Australia and is ‘for the services of
the Commonwealth’. It would exclude certain commercial activities and requires that
the Commonwealth give notice to the copyright owner as soon as possible. Either
before or after the use of the relevant copyright, ‘terms’ for the use are to be
agreed or, in default of agreement, settled by the Copyright Tribunal. Those terms
could include remuneration, but are not necessarily limited to that.

5.18 Other IP laws incorporate statutory licences similar to s. 183.

5.19 Section 183 and similar provisions offer useful flexibility to the Commonwealth for
certain situations but are not, for example, a satisfactory substitute for obtaining
access to software which is available commercially.

5.20 At present, the main exercise of s. 183 by the Commonwealth is embodied in the
whole-of-Government agreement with Copyright Agency Limited (CAL), which
covers the photocopying of materials published in print formats. 

Voluntary licences granted to the Commonwealth
5.21 A licence taken by the Commonwealth is generally negotiated by a particular

agency. For example, an agreement for the licence of computer software may be
entered into by ‘the Commonwealth as represented by’ the Australian Taxation
Office. The construction of the contract may determine whether the licence allows
use of the software by other agencies, on different computers and/or for purposes
outside those of the contracting agency. In most software licences there is a plain
intention to limit the licence in one or more of these respects.

5.22 A licence should be wide enough in terms of time, territory, scope of acts allowed
and purpose to permit any uses that can reasonably be contemplated. In particular,
a licence taken for the benefit of an agency should be framed to be transferable, to
a successor agency under an administrative re-arrangement or to a contractor via an
outsourcing arrangement.

5.23 Licences of software and other IP taken by the Department of Defence are usually
expressed to be ‘for Defence Purposes’. This expression is broader than use by, or
within, the Department of Defence.
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Structure of this section

6.1 Section 2 highlighted that legal dealings need to be managed in the context of the
development life cycle of the subject matter concerned. Accordingly, this Section
deals in more detail with that life cycle.

6.2 A distinction was made in Section 4 between the subject matter of IP (or material)
and the IP rights themselves. This section explores the IP management life-cycle
primarily by reference to events affecting the material.
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6.3 Some life-cycle events could involve contractual dealings with (depending upon the
phase) a consultant, supplier, developer, patent attorney, lawyer, valuer, business
consultant or distributor. To the extent that those contractual dealings may affect the
corresponding IP rights, a full discussion is postponed to later sections. In particular:

◗ broad options in relation to ownership and licensing of IP rights are presented
in Section 7; and

◗ specific forms of IP contracting of relevance to the Commonwealth are
discussed in Section 8.

6.4 The issues in this section are of general application and are not confined to the
Commonwealth. In many cases the phases will not occur in exactly the sequence
presented. Nevertheless, the sequence presented here forms a useful framework for
‘anchoring’ the analysis in the following sections.

Define need
6.5 Ideally in this phase a requirement would be identified in functional terms and

documented in a functional specification. By ‘functional terms’ it is meant that the
requirement is stated at a level of generality, but nonetheless accurately, so as not to
preclude solutions or providers from an unexpected quarter. A ‘functional
specification’ describes what performance or outcome is required, rather than stating
how a service is to be performed. This requires some care to ensure that the
specification is not distorted by unstated, and perhaps unconscious, assumptions.

Identify existing material
6.6 Many IT solutions are built of existing building blocks, and/or may themselves be

building blocks within a further requirement. It may be easier, quicker and cheaper for
an agency to licence in technology rather than develop or commission it themselves.

The Defence IP Policy (1999) emphasises the benefits of considering IP early in
any acquisition process. While it may not be possible to definitively establish the
IP ownership requirements too early, such requirements may impact upon the
solution chosen. Where IP will be a complex or significant part of any IT
acquisition or development, Defence suggests that an IP Plan be developed 
to consider and map ownership of the IP throughout the development or
acquisition process.

Develop new material
6.7 Whilst there are many solutions in the marketplace for different functional

requirements, those solutions may require further development to meet a customer’s
requirement. The additional development work may involve creation of subject
matter that is useful to others. 
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Register IP rights in the material
6.8 This occupies a precise place in the life cycle of the innovative subject matter. In

particular an invention must be registered for protection as a patent, as outlined in
Section 4.19, the application for registration must precede publication.

Defend IP rights in material
6.9 This first entails action to notify IP rights on the subject matter by inclusion of a

copyright notice or a warning such as ‘Commercial-in-Confidence’, attaching
appropriate metadata tags or watermarks or other digital copyright management
information, or by notification of a patent or trade mark or application pending. It
also entails the detection of infringing activity and various actions to deter or stop
infringements. Legal action should be a last resort.

Inventory of IP material/IP rights
6.10 IP is a form of property and a valuable asset. Agencies should keep a record of their

IP, including IT-related IP, and the underlying subject matter.

6.11 Private sector technology-based companies commonly record details of their IP assets
in an ‘IP inventory’. This is especially true for registrable forms of IP such as patents,
trade marks and designs. In these cases there is a registration process which involves
precise identification of the subject matter, and the issue of a registration number to
which an internal catalogue can be ‘keyed’. There is also likely to be licensing activity
and a stream of royalties which are assessed against investment so an internal
database of IP assets may be an important financial tool. An inventory system
enables registration renewal and other critical dates to be monitored easily, and helps
avoid the rights lapsing or being placed at risk through unintended activity.

6.12 In the Commonwealth there has been somewhat less use of IP inventories, because
the Commonwealth possesses less registrable IP, and receives little by way of
royalties. Most Commonwealth-owned IP consists of copyright or confidential
information which creates difficulties in identifying, characterising and valuing. There
are definite advantages in implementing an IP inventory, at least for selected subject
matter managed by an agency or in selected circumstances.

6.13 An IP inventory should be maintained by the collection of data at relevant ‘trigger
points’ in the life cycle of the IP, such as creation, product development, contracting,
etc. It is likely that a successful IP inventory will have linkages with a contract, asset
or other information system.

The Department of Defence has for a number of years maintained a database in
which it records key information concerning its patent portfolio, technology
licences and international technology transfer MOU. However, a need has been
identified for an improved IP inventory which would record a considerably larger
range of information concerning the IP developed and owned (and in due course
licensed) by Defence.
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6.14 An IP inventory may also be developed as part of an outsourcing activity or asset
sale, or as part of a compliance audit to ensure that illegal software is not being
used within an agency.

6.15 A good IP inventory enhances the ability of an agency to identify its IP rights, to
protect and defend its IP, and to manage contract relationships built around that IP.
In these respects it insures against a loss of corporate knowledge that may occur
over time. An IP inventory may also be viewed as a way of sharing knowledge
about application development that may be occurring in different areas, thus
avoiding unnecessary duplication of effort.

A recent report of the South Australian Auditor General—see Bibliography in
Annex A—strongly supported the ‘implementation of intellectual property
inventories and formal management plans’, and considered that agencies should
undertake this exercise generally—not only in the context of outsourcing.

6.16 A possible checklist for an IP inventory appears at Annex C.

6.17 There appears to be scope for more use of IP inventories within the
Commonwealth. Given the differences between agencies’ IP portfolios, and
devolution of management responsibilities to individual agencies, a whole-of-
Commonwealth IP inventory appears impractical at this time.

Valuation of IP
6.18 There is little guidance in current accounting standards as to how to value IP.

Valuation of IT-related IP is especially difficult because of the layering of subject
matters (see Section 7), and the subtlety of the IP rights which subsist in those
subject matters (see Section 4). Valuations may be conducted on a selective basis so
that the cost of valuation is not out of proportion to the value determined for the
item. A comprehensive valuation process may be necessary in case of an asset sale
or outsourcing.

6.19 The valuation task can be approached in a variety of ways:

◗ by reference to historical development costs, capitalised to form an asset value.
This approach may be useful in the initial period following development of the
IP. Any valuation arrived at in such fashion must be reviewed periodically and
written down as necessary;

◗ by reference to net replacement costs. This approach may be useful for public
sector IP assets that are not wholly appropriate for commercialisation;

◗ by assuming a hypothetical sale price, assuming a willing but not over-anxious
seller and a willing but not over-anxious buyer. This approach assumes a
marketplace in which items of comparable value are traded, and ultimately
begs the question of value; and

◗ by reference to fundamentals, that is future prospects or, technically, the
discounted net income stream from application of the IP in the marketplace.
This is a task which requires a knowledge of: the product, the needs of
customers in the relevant market, the value of the product to the customer, the
costs of alternative methods of working, and other solutions that are being
offered in that market place.
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6.20 Where the task is conducted in isolation, any valuation is necessarily subjective.
However, it is unlikely that a need for valuation will arise in its own right. Private
sector IP (including goodwill associated with a brand) may never be recognised in
the accounts unless a firm merges or is taken over. In either the private or public
sectors a valuation may arise in the context of a tender or contractual dealing in IP,
ie. a valuation may be determined in the course of some other event in the life cycle
of the IP. In many cases a competitive process can be used to ensure value for
money and probity. For example, it is possible to include in a request for tender
(RFT), a requirement that suppliers/bidders to put a value on distribution or
ownership rights. In that way, instead of a single subjective assessment of value, the
Commonwealth obtains an assessment from a number of bidders with a powerful
interest in getting it right.

6.21 There will be cases where the Commonwealth is uncertain what IP strategy would
best suit. For example, there might be a case for the Commonwealth to own the IP
outright. That may be so where the system to be developed is part of the core
operational function of the agency, or where the agency needs to retain control of the
development path of the material so that it is not orphaned by later developments.

6.22 Equally there might be a case for the Commonwealth to save on the contract price
and allow IP to go to the supplier. It might come down to the detail of the pricing.
That strongly suggests that in such a case, the RFT should call for tenderers to price
their offerings on at least two alternative bases. The competitive process secures a
marketplace assessment (rather than a subjective assessment) of value at little
marginal cost.

IP management review
6.23 The purposes of an IP management review may include all or any of the following:

◗ improving the quality of information within an agency about IT-related IP it
controls;

◗ development of agency-specific policies and strategies in relation to
management, licensing and commercialisation of its IP;

◗ recommendations to enhance the accuracy of any IP inventory;

◗ assessing IP valuation processes;

◗ reviewing copyright notices and associated disclaimers;

◗ developing standard form licences and other IP contract forms;

◗ detecting instances of any unlicensed IP usage, including software;

◗ identification and management of risk factors in IP ownership, management
and use;

◗ preparation of IP procedure manuals; and

◗ provision of training.

6.24 The objectives of an IP management review may vary for different types of IP, levels
of rights (owned versus licensed-in), types of organisation and the extent to which
the effort can be integrated with, and receive mutual support from, other existing
systems (contract management, financial approvals, asset registers, etc.) of the
agency. The scope of a review should be carefully defined for cost-effectiveness.
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6.25 There do not appear to be any widely recognised methodologies for conducting an
IP management review. An indicative checklist is provided at Annex D.

The Australian Taxation Office (ATO) is currently undertaking a major valuation IP
audit in relation to IP controlled by it. The experience with this may be instructive
for any future exercises.

Product planning
6.26 In some cases IP material may form the basis of a ‘product’ that is to be marketed.

The process of IP product development and assessment is completed with its
delivery to internal or external consumers. Product or business planning is important
for identifying the consumers of the relevant subject matter and the value of the
market for the material, including an assessment of alternative products or solutions.
It may involve a product launch. It may also involve setting targets against which
the performance of the product in the marketplace can be monitored and assessed
against investment. If not previously undertaken, development of a business plan is
an important requirement in the early stages under a distribution agreement—see
Section 7.

Distribution
6.27 This entails actual distribution of the product to its intended consumers. For the

purposes of this Section no assumptions are made about the manner in which this is
done, whether through a distributor or directly, whether for financial returns or not.
Sections 7.41–7.59 describe models and options for distribution and
commercialisation. 

Allocating rewards
6.28 Where there are financial returns from the distribution of a product, decisions need

to be made about how those returns are allocated. In the case of the
Commonwealth, returns may go back to the relevant program area within an
agency, or may fall into consolidated revenue. No consultations have pointed to
budget arrangements that would constitute a disincentive for the agency to seek the
returns or savings from better targeted IP rights.

6.29 There has been little use in the Commonwealth of incentives for staff involved in
innovation, although that is common in research and development organisations.
Incentives for staff who undertake creative work is a matter for each agency, taking
account of its corporate mission, the nature of its work, the characteristics of IP
material produced, professional specialisations represented in its workforce, and the
possibility for recognising the work of its staff by attribution and other non-
monetary, as well as monetary, ways. One State that has codified its policy in this
area is Western Australia—see Guidelines for the Payment of Monetary Rewards to
Outstanding Public Sector Innovators, July 2000. The guidelines implement the
following ‘core policy principle’ which is established by the (Western Australia)
Government Intellectual Property 2000:
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Outstanding public sector innovators who have created valuable IP while
performing their duties should, where appropriate, be recognised, publicly
acknowledged and rewarded, in accordance with all applicable legislation and
government policy.

Assessing commercialisation performance
6.30 This should flow logically from the benchmarks established in the business plan—

see Section 6.26. Agencies should allow resources for this aspect and other aspects
involved in managing the relationship with any commercial partner.
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Structure of this section

7.1 The choices that agencies make about ownership of IP and licensing of IP rights are
affected by the following factors:

(a) the IP rights that have arisen and/or been registered—see Section 4; 

(b) the stage reached in the life cycle of the underlying subject matter—
see Section 6; and

(c) the roles that have been assumed by the agency and others previously, and
that they aspire to in future, in relation to the subject matter.
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7.2 This section is not limited in its application to the Commonwealth; however some
references to Commonwealth experiences are used to support the general
propositions made.

Attributes of IP rights
7.3 The term ‘IP rights’ here means IP that is owned by a party and also IP rights that

are licensed to it.

7.4 IP rights have value and are associated with responsibilities, costs and risks.

7.5 IP rights are an asset like any other, albeit intangible. Issues relating to valuation
were considered in Section 6.

7.6 Under the Financial Management and Accountability Act 1997 (FMA Act), s. 44(1),
chief executives must manage the affairs of the agency in a way that promotes
‘efficient, effective and ethical’ use of the Commonwealth resources for which the
chief executive is responsible. Agency officers should exercise prudence in the
custody, control and management of IP assets under the agency’s control.
Furthermore, dealings with IP assets (including acquisition, licensing-in, assignment
or granting an exclusive distributorship) should be conducted in accordance with the
Commonwealth principles of open and effective competition and value for money—
see Department of Finance and Administration’s (DOFA): Commonwealth
Procurement Guidelines (1998).

7.7 As an asset IP also has its costs. These are not limited to the cost of development or
acquisition of IP, but include the cost of managing and accounting for that IP
through its life cycle—see Section 6. They also include the opportunity cost of
holding IP rights which may have other uses or other potential owners. It does not
necessarily follow that competition is enhanced by selling or exclusively licensing IP,
as opposed to retaining ownership and granting non-exclusive licenses.

7.8 The onus and financial responsibility for maintaining IP rights should be decided
whenever IP is commercialised. The desire to transfer these responsibilities may be
an important factor in the decision whether or not to retain ownership and
structuring any contractual relationship.

Foreground and background material
7.9 It is increasingly a characteristic of IP subject matters, especially those rendered or

used in digital form, that a new development may use existing subject matter as a
building block and may itself in time become a building block. Most IT-related IP
subject matter is a derivative of some previous material.

7.10 The party making improvements may not be the same party that originates the material
so it is important to distinguish between foreground and background material.

7.11 The existing material brought to a relationship is often described as ‘background’
material. Effective documentation of the background, or ‘baselining’ is a vital step in
defining ownership issues in the IP development process. Developments built onto
background material as a result of collaboration between the parties, or service
delivery by one to the other, are described as ‘foreground’ material. The distinction
may be depicted as follows:
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7.12 This terminology is used extensively in research funding agreements, technology
exchange contracts and also in Defence contracting. Equivalent concepts are
employed in most contracts where IP is considered in detail. The contract will
typically set out the IP rights of each party in relation to both foreground and
background material.

7.13 In many cases the foreground layer is not comprised of additions only. It may also
consist of deletions, substitutions, alterations and re-arrangements of the
background material. 

7.14 Although the foreground layer may be labelled and conceptualised, it may be
incapable of entertaining or informing, or being used independently of the
background layer.
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7.15 The IP rights relating to the foreground layer may be impossible to sever from the IP
rights relating to the background layer. Where the two layers cannot be separated,
the foreground IP rights consist only of the right to decline permission for use of the
material or product in a form incorporating the improvements (the derivative) but
do not include the right to grant permission for any use independently of the
background IP owner.

Joint ownership—patents and copyright
7.16 Joint ownership may arise where the background IP material owned by one party is

inseparable from the foreground IP material owned by another party. The same
result may arise where two parties collaborate from the outset to create some
material jointly.

7.17 The usual form of joint ownership arising with copyright subject matter differs from
the usual form of joint ownership for a patent:

◗ Copyright: for the purpose of exercising rights under the Act, the joint owners
must each give their consent to any use or exploitation. It is not possible, in the
absence of any agreement, for one owner to exercise their rights
independently; and

◗ The Patents Act 1990 also allows for an application by two or more persons. In
the absence of agreement to the contrary, each joint owner is entitled to work
the patent individually without accounting to the other, however the consent
of all applicants is required to grant a licence or assign an interest in the patent.

7.18 Some alternative models for arranging ownership are outlined later in this section.

Agreements as to ownership
7.19 Partly due to the subtleties already described, it is desirable to make specific

contractual provisions to arrange a workable basis for ownership of foreground IP. It
is important that a clear distinction of background IP is made before a contract is
signed as this allows foreground IP to be readily identified.

7.20 As a rule of thumb, the party best able to support and enhance the technology and
to pursue appropriate markets for the benefit of consumers should exercise
ownership rights. This may mean vesting foreground IP in the same party which
owns the prior technology. This has been referred to as ‘bringing technology back to
the hub’. Other contributing parties might derive alternative benefits, as an up-front
payment, a reduction in price, a licence covering internal use, a right to share in
royalties or some combination of these.

Time of decision about ownership
7.21 A formal assignment of IP is necessary to vest ownership other than as it would arise

under the law by default. An assignment of IP ownership very rarely takes place in
isolation. It will usually occur in conjunction with some other event in the life cycle
of the IP concerned—see Section 6.
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7.22 Ownership is usually decided when an IT capability is acquired. In this context there
is a tendency for decision makers to treat IP as a minor embellishment or accessory
to some other deliverable in a contract for the supply of goods or services. IP
ownership is usually a major component of the deliverable affecting the price that
will be placed on it.

7.23 A decision to divest IP ownership in subject matter may occur later.

Different ownership models for derivative IP
7.24 Where there is both foreground and background material to consider, a range of

ownership models are available. These are summarised below. Which is appropriate
depends on the development history of the subject matter, the kind and degree of
relationship between the background and foreground material, the roles the parties
have assumed in relation to it in the past, and the roles they aspire to in the future.

7.25 In the following scenarios, the party which develops the foreground material is
described as the ‘improver’; generally they are a licensee of the original IP owner.

(a) Partitioned ownership

7.26 Where the foreground layer is able to be separated from the background layer the
issues are simple:

◗ Who owns IP in the background material?

◗ Who is to own IP in the foreground material?

The position that generally arises (in the absence of any specific contract provision)
is that any foreground IP arising from the additional efforts of the improver vests in
the improver, while IP in the background material stays with the original IP owner.
Ownership of the two layers of IP material may be said to be ‘partitioned’.

7.27 As noted above, it may not be possible to separate the foreground layer in a
meaningful sense. In this case the questions are different:

◗ Who owns IP in the background material?

◗ Who is to own IP in the derivative?

The following distinguishs a number of ways to deal with that scenario.
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Joint Severable Consolidated Concurrent
ownership ownership ownership ownership

IP in the background IP in the background IP in the background IP in the background 
material is owned by material is owned by material and IP version is owned

original owner; original owner; in the derivative are by original owner;
both held by one party.

IP in the derivative IP in the derivative This is usually the IP in the derivative
is owned by the is exercisable by original owner. version is owned

original owner and the original owner by the improver.
the improver jointly. and the improver 

independently.

(b) Joint ownership

7.28 With joint ownership, IP in the original material again stays with the original IP
owner, whilst the whole derivative work, embodying some of the original material
and any fresh layer of IP arising from the additional efforts of the improver, vests
jointly in the parties. Joint ownership of copyright has the consequence—often
inconvenient—that the permission of both parties is required for any use or
exploitation (equivalent to a cheque account which is set up so that both parties
have to sign). This restriction may arise by default (see Section 7.16–18) where the
improvements layer is not severable from the base layer.

(c) Severable ownership

7.29 With severable ownership the parties agree to vary the manner in which the 
co-ownership is to operate, by providing that any use or exploitation may be
undertaken separately by (or with the consent of) either party (equivalent to a
cheque account which is set up so that either party may sign). This form of 
co-ownership may be appropriate in some cases.

7.30 A similar result could be achieved by licensing: the parties remain joint owners as in
(b) above, but they jointly licence each other to separately exercise the IP rights. 
For example, the licences can be arranged to cover different territory, time periods
and/or consumer markets, so that they do not undercut each other’s
commercialisation efforts.

(d) Consolidated ownership

7.31 With consolidated ownership, IP in the whole derivative (embodying some of the
original material and any fresh layer of IP arising from the additional efforts of the
improver) consolidates with the IP in the original material. IP in both is vested in 
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one party, often the original IP owner. As outlined in Section 8.19, IP in any
customisation work performed by the contractor under the Shared Systems
framework is consolidated in the hands of the contractor.

(e) Concurrent ownership

7.32 With concurrent ownership, IP in the whole derivative (including some of the original
material and any fresh layer of IP arising from the additional efforts of the improver)
vests in the improver, whilst the original IP owner retains concurrent ownership in the
original version. The two parties exercise IP concurrently in different versions of the
material. The original owner does not have IP rights in relation to the derivative as
such. Conversely, the improver would not be permitted to exercise IP in the original
version, except insofar as it is embedded in the derivative.

7.33 Severable ownership is a limiting case of concurrent ownership, in that the parties
exercise ownership simultaneously in the same version of the material. Severable
ownership will tend to degrade into concurrent ownership. This arises because each
owner is fully entitled to exercise IP rights in the derivative independently and those
rights include the right to make a further derivative product. When one of the parties
does so, IP in the further derivative would be owned by that party alone. When both
parties have done so, each will concurrently own IP rights in their respective versions.

7.34 There is little use made of the concurrent/severable model in the established
contracting frameworks (see Section 8) but it is possible that more use could be
made of it. Concurrent ownership would be useful where the two parties both see
their corporate mission as including further development of the material, but wish to
pursue different development paths.

Licensing
7.35 Whilst there are a limited number of ownership models, there are innumerable ways

in which a licence can be dimensioned. A checklist of licensing issues is set out in
Annex B.

7.36 Decisions about ownership are frequently accompanied by licensing decisions. For
example, the parties to a software development contract may agree that the customer
is to own foreground IP, the contractor is to retain the background IP, but grant a
licence to the customer to use that IP in conjunction with the foreground IP arising
from the contract. A number of the contracting frameworks presented in Section 8
contain provisions along these lines. A broad licence may be more valuable than
ownership which is abridged, say by third party ownership of a critical component.

Defence has indicated that it applies a functional approach to obtaining necessary
IP rights. Rather than referring separately to ownership and licences, when seeking
tenders for an IT solution, it is Defence policy to specify needs in terms of ‘access’
and ‘usage’, e.g. the need to repair, maintain and modify; and only then consider
what combination of IP rights will permit this to occur. Defence has often found
that a broad licence can provide the same flexibility and certainty as ownership.
However, an effective licence may need to allow for sublicensing and access to
related technical information, so that further development work can be outsourced. 
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7.37 Licensing choices, like choices about ownership may be taken at different points in
the development lifecycle of the IP.

The importance of purpose
7.38 The remainder of this section concerns agency options for commercialisation and

distribution of IP which it controls (or will control).

7.39 When considering commercialisation, it is absolutely vital to articulate the agency’s
purpose.  The following are potential purposes for any government undertaking that
involves money, people and information or ideas:

◗ to defray development cost;

◗ to develop a solution for the benefit of the client agency;

◗ to assist Australian industry;

◗ to subsidise a particular target group of consumers;

◗ to promote the image of the agency or the Commonwealth;

◗ to prove a point, e.g. that a particular technology or approach is viable; and

◗ to establish a product that is offered in the marketplace as a standard or to
promote inter-operability.

7.40 There are any number of permutations of the above purposes. 

An interesting example, although it does not arise from government, is the Linux
operating system.  Linux is distributed under the GNU General Public Licence
(open source), which means that its source code is freely-distributable and
available to the general public. It is a condition that any copies retain the
copyright notice and disclaimer. Derivatives can be made and published provided
that they are identified as such, and they too are made available at no charge to
third parties under the same licence regime. Copyright is asserted by each creator
in the chain, but not so as to prevent use or modification. Rather the intention is
to preserve the user’s freedom to share and use the Linux software. Applications
written to run under Linux are not necessarily open source. For details of the 
GNU General Public Licence, see www.linux.org.

The ‘open source’ concept has proven an effective way to harness the creative
efforts of many individuals to develop and improve software. It illustrates that
strategic IP subject matter may be more valuable to the community when IP 
rights in it are used to preserve the integrity of the material and its wide
availability, rather than to ration use to those who have paid for a licence.
Whether it is an appropriate model for any particular situation depends 
primarily on purpose.

Distribution and commercialisation models
7.41 Similarly, there are a range of possible generic legal structures for implementing a

commercialisation objective. A summary of options follows, taking account of both
ownership and licensing elements.
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(a) Direct licensing

7.42 This would have the advantage of providing the agency with the greatest degree of
control over the supply and support of the product and the greatest financial return,
as no remuneration will flow to any other intervening party in the supply chain.
Direct licensing carries with it all of the risk and expenses associated with the
marketing and supply of a product.

For example, direct licensing occurs where an agency offers digital data or
software products under a ‘clickwrap’ licence from its website. A clickwrap licence
arises when the end user clicks the ‘I agree’ button.

(b) Outright sale

7.43 Outright sale is the simplest option. This option would have the advantage that the
agency would receive a one-off payment for the product; however, effective control
over the future of the product would be lost. This may be inconsistent with a
possible desire to control standards in respect of the use of the product. In this
context outright sale may be considered analogous to a decision made when
commissioning development that the contractor is to own IP in return for a
reduction in the contract price that would otherwise be payable.

(c) Appointing a distributor

7.44 Appointment of a distributor may sometimes meet the objective of commercialising
the IP for the benefit of industry and consumers just as well as relinquishing IP entirely.

7.45 Different considerations apply depending upon the stage in the development life
cycle at which a distributor is appointed. Specifically, whether the agency:

◗ sets out from the very beginning to engage a developer/distributor; or

◗ engages a developer to begin with, but decides to appoint a distributor after
development is complete as it becomes apparent that there is a market for 
the product.

7.46 Distribution calls for different skills from the development task. If there is a
possibility of commercialisation it is desirable to identify this at the outset, wherever
possible, so that a competitive process can be undertaken with reference to the full
range of skills that are required. Where the software is already developed,
appointment of a distributor is a service like any other and is subject to principles of
open and effective competition and value for money. Agencies should not assume
that a contractor involved with development of the product is automatically best
placed to manage its commercialisation.

7.47 Whether the distributor is the supplier who does the initial product development, or
someone appointed later, there are several possible benefits to the agency:

(a) an up-front amount (or a saving off the contracted development price);

(b) royalties based on sales; and

(c) the availability of improvements made to meet a wider market.

For example, the distribution agreements usually entered into by the Australian
Surveying and Land Information Group (AUSLIG) involve a combination of (a) and (b).
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7.48 Where a decision is made at the outset to appoint a developer/distributor, it can be
assumed the developer will have a greater stake in success of the product. On the
other hand, there is a risk that system development may be driven by
commercialisation needs, rather than governmental needs. Agencies should exercise
care to ensure that their project objectives are consistent with Commonwealth needs.

7.49 A critical issue to be addressed in a distribution agreement is the manner in which
derivative IP is to be handled (see Section 7.15). This may be a very vexed question
in these sorts of arrangements. There are at least two reasons for this:

◗ First, it is difficult to define the term contractually and it may be problematic in
practice to assess whether any subject matter qualifies as a derivative. 

◗ Second, a distributor will come under pressure from customers to whom they
supply to develop additional functionality for them; so the class of stakeholders
is enlarged.

7.50 Any new layer of IP arising from a derivative must be owned by someone: the
candidates are the Commonwealth (represented by the original agency), the
distributor and the relevant customer. If the agency were to seek ownership of all
the derivative IP, it may operate as a disincentive to further development. The issue
is also a matter of version control. Some of the development undertaken may be
valuable to incorporate into the standard product. If that is permitted, and the
agency does not own the IP, the result will be that its IP will be progressively
diluted. At some point the distributor might claim that the product it is distributing
does not contain any original Commonwealth IP and it may attempt to cease its
royalty payments on this basis. 

Hypothetical: A Government agency commissions a software developer to create a
software application for its use—IP is to be held by the agency. Towards the end of
the development process the developer approaches the agency with a suggestion
that there may be a broader market for the software. The agency accordingly enters
into a ten-year exclusive distribution agreement with the developer. As the
developer appears to be best placed to undertake commercialisation, no competitive
selection process is undertaken.

The agreement provides for the developer to market the software under a standard
end-user licence agreement, and to pay a royalty of eight per cent on licence and
maintenance fees. Under the agreement it is envisaged that the agency might
further improve the software from time to time, and these improvements might be
made available to the developer. The developer is not permitted to make alterations
to the software without authorisation.

Royalties are slow in arriving; it appears that the software requires some additional
functionality and customisation in order to obtain the first sale. In fact it is the
developer who assumes control of product development in order to satisfy the
market. The developer proposes and the agency agrees (by an exchange of letters)
that the modifications can be made. The copyright in the foreground IP will
consolidate in the hands of the agency, and in return the development costs are to
be set-off against royalties. Whilst the distribution agreement contains measurement
formulae and reporting obligations in relation to royalties, no thought is given to
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quantifying the development costs, or differentiating them from fees charged to
new customers. Improvements are made in this same fashion on a number of
occasions without any explicit agreement.

No royalty cheque ever arrives. The agency loses interest and monitors the
operation of the distribution arrangement only intermittently. When queried, the
developer argues that the cumulative cost of development exceeds the cumulative
royalties payable. However, this cannot be established or denied with certainty
because records kept by the developer are inadequate for the purpose. 

The dilemma for the agency then is whether to accept that its proportion of IP in
the software has diminished progressively with each improvement (in which case
royalties should diminish in proportion) or whether to insist on retaining
ownership of the product (in which case the royalties may be counter-balanced 
by continuing development costs through the life of the distribution agreement).

7.51 Many lessons could be drawn from this scenario. In particular, an agency should be
alert for signs that the nature of its relationship with a developer or distributor has
altered from that which was originally envisaged; and should take steps to formalise
the new relationship with proper legal advice.

7.52 Difficulties arising under distributorships are not insuperable. A well-structured
distribution arrangement may be a useful way for the Commonwealth to offset
development costs of software. 

7.53 Appointing a distributor has the advantage of removing much (but not all) of the
risk of marketing and supply and would not require the agency to divert internal
personnel and resources toward marketing and supply. It does require some
investment of effort to manage the relationship with the distributor. Agencies should
satisfy themselves that they have the skills and resources to undertake this.

(d) Hybrid sale/distributorship model

7.54 Where an agency has decided in principle that it does not wish to obtain or retain IP
ownership, there may still be cash flow difficulties for a supplier in foregoing a major
part of the development cost, or a bidder paying an up-front price.

7.55 Although there is currently no standard form, it should be possible to construct a
hybrid sale/distributorship model which addresses both this cash flow difficulty and
the issue of derivative IP ownership previously referred to (see Section 7.49) in
appointing a distributor.

7.56 The hybrid model would be based on a pragmatic assumption that over time the
agency’s share of IP will diminish and royalties will similarly diminish. That is an
assumption the agency would articulate up front, and bidders would frame their
offers for royalty levels on the expectation that after the distribution period (say
seven or ten years) is up, they would own the product outright. The payments
made would be partly royalties on sales and partly a sale price amortised over the
period. Over this period the agency could reserve a right to influence the direction
of product development and version control and would receive free any
improvements made for other customers. There could also be a provision that in the
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event of the distributor failing to gainfully exploit the market, or becoming
insolvent, the contract could be terminated and their accrued IP rights would revert
to the Commonwealth.

(e) Using an agent

7.57 Using an agent represents a middle course between direct licensing and a
distributorship, whereby their specialist marketing skills can be utilised. Depending
on the nature of the agency, the principal can retain some control as if negotiating
directly with the end user. There are some risks associated with an agency
arrangement. An agent contracts with the end user on behalf of the principal, 
not in its own right as in the case of a distributor.

(f) Joint venture

7.58 A joint venture is an arrangement involving an association of persons for a joint
undertaking or purpose, with a view to mutual profit and in which each joint
venture participant usually contributes money, property or skill. A joint venture, in
the broadest sense, can take a variety of forms, including a contractual association,
a trust (including unit trusts), agency, company or some form of joint ownership. 
A joint venture is likely to involve considerable input by the agency in terms of both
resources and relationship management. A particular risk of joint venture
arrangements is that the relationship may be characterised in law as a partnership—
with consequent liability of all partners for the action of one partner.

(g) Establishment of a separate legal entity

7.59 The possibility of establishing a separate legal entity to commercialise a system is a
further option that requires significant commitment. There are important policy
obstacles to be overcome—see DOFA: Guide to Commercialisation in the
Commonwealth Public Sector, July 1996.

Application of the models
7.60 The above options should be regarded as simplified models. In practice a commercial

arrangement may present features of more than one model. A practical example of
this is the arrangement by ScreenSound for commercialisation of its collection
management software, ‘MAVIS’—see Annex E.

7.61 In any situation involving commercialisation activities an agency must consider
whether there is sufficient constitutional power for it to do so. The Commonwealth’s
power to manage and exploit IP flows principally from the executive power in 
s. 61 of the Constitution which in turn is limited to various legislative powers,
supplemented by the inherent or nationhood power. This is a complex area and
legal advice should be sought where there is any doubt. Each option may give rise
to different taxation implications, including the Goods and Services Tax (GST). 
It may also be necessary to seek legal advice in this regard.
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Improving the bottom line
7.62 A recurrent theme in this paper, which flows from the policy issues stated at the

outset, is that agencies may improve their financial ‘bottom line’ by a less acquisitive
approach to IP ownership in appropriate cases.

7.63 Relevant Commonwealth financial arrangements should allow incentives for
agencies to seek those improvements. This should be so regardless of whether the
savings are achieved by foregoing acquisition of unnecessary IP, by commercialising
IP rather than hoarding it, or by outright sale of IP. For some of these contexts
agencies may need to negotiate ‘Section 31’ agreements with DOFA specifying the
proportion of any additional funds made through the changed arrangements may
be retained by the agency. Consultations did not indicate any difficulties in making
appropriate budgetary arrangements. 

7.64 Agencies should recognise that DOFA will seek to ensure that the proceeds of any
sale or licensing arrangement are apportioned so that:

◗ while providing an appropriate incentive to the agency to maximise its benefits;
and 

◗ they also recognise the need for the provision of a dividend to Consolidated
Revenue commensurate with the risks inherent in development of the product
in question. 

7.65 This necessarily involves a case-by-case approach. For this reason Commonwealth
agencies should discuss plans with DOFA before or early in the relevant 
negotiation process. 
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Structure of this section

8.1 For present purposes a contract may be understood as a legal vehicle to define roles
and relationships between two or more parties, and to allocate profit, costs and risks
between them, in relation to IT-related IP. The choice of a legal framework should
come after the substantive decisions have been made about those roles,
relationships and risks—as discussed in Section 7.
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8.2 A common problem in IT contracting is that decisions about IP management are
made at the wrong point in the IT/IP life cycle. Issues may not be correctly
identified at the outset. On occasions a wrong assumption is made about the choice
of legal vehicle for the transaction. Tender processes, preparation of contract
documentation and negotiations may proceed with inappropriate assumptions
beyond a point where they can easily be corrected. Early professional advice is
critical in identifying issues that need to be resolved.

8.3 The identification of issues, and putting in place a suitable contractual framework,
should come before work has commenced on the development of a system.

This lesson, amongst others, has been highlighted in a recent report of the South
Australian Auditor-General: Intellectual Property Management, 1998–99—see
Bibliography in Annex A. The Report sets out a number of case studies, two are
reproduced at Annex F and Annex G. Commenting on the case studies, the
Auditor-General’s report states:

The risks identified in the review of these case studies indicate problems that can
arise when projects are developed without formalised agreements with
contractors, intellectual property management plans, or inventories that track the
development of successive versions of software packages. These problems may
result in litigation or a costly settlement to ascertain ownership agreement and
use. While the matter is being settled, the project faces delays because the 
parties cannot be certain about ownership or the scope of any licences that 
might allow further work to be done. Commercialisation of the product may 
also be jeopardised. 

The case studies emphasise the important need for formalisation of ownership
and the scope of licences to use copyright material to be considered as early as
possible in any project, preferably before work has commenced. Given the
experience of the projects reviewed in prior Audit Reports, and the case studies
reviewed in this Report, it is important that the Government policy emphasise
that intellectual property agreements should be documented and finalised before
work on the project begins.

8.4 This section outlines a number of established Commonwealth frameworks for IT-
related contracting. Several of these (the Government Information Technology and
Communications contracting framework, version 3 (GITC3), Shared Systems Suite
and the framework for Outsourcing) are whole-of-government in their application.
A fourth contracting framework has been established to meet the major acquisition
requirements of the Department of Defence. The section also discusses a range of
other contract types.

8.5 Most of the contract frameworks relate to IT acquisition, but others (including
outsourcing contracts) may involve more mixed dealings in IP which is at various
stages in its ‘life cycle’.

GITC3 and the Endorsed Supplier Arrangement
8.6 This framework is established by the Competitive Tendering and Contracting (CTC)

Branch of DOFA. Some of the following material has been derived from the DOFA
CTC website—see Bibliography in Annex A.
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8.7 The Endorsed Supplier Arrangement (ESA) is a system for pre-qualifying suppliers in
the information technology (including major office machines), commercial office
furniture and auctioneering industries to sell into the Government marketplace. It is
part of the Commonwealth Government’s commitment to streamlining and
simplifying Government purchasing by reducing red tape for all businesses including
small-to-medium enterprises.

8.8 As part of the commitment to industry development it is the government’s policy
that agencies source their IT products and services and major office machines from
Endorsed Suppliers. Endorsed Suppliers must satisfy a range of criteria including
criteria related to financial viability and industry development.

8.9 Endorsed Suppliers are entitled to apply the Australian Government Endorsed
Supplier logo. This logo itself represents a form of IP in that it could be registered as
a certification trade mark under the Trade Marks Act (see Section 4).

8.10 The ESA is linked to the GITC3 framework. The framework is based on standard
terms and conditions agreed between industry and various Australian governments
for use in the purchase of IT and major office machines. Some states use an earlier
version, GITC2.

8.11 GITC3 is a less prescriptive contracting framework than GITC2, and agencies have
substantial autonomy to adapt its terms to their requirements. While GITC3 favours
Government acquisition of IP generated in an IT contract, it has provisions which
would permit the contractor to retain any IT generated by the contractor under 
the contract. For example, the standard GITC3 clause relating to IP makes the
following provisions:

(a) ownership of IP in pre-existing software products to be used by the customer
in conjunction with the developed software (the licensed software) may be
retained by the contractor but are licensed to the customer;

(b) where software items are embedded in the developed software, ownership is
unaffected, but the contractor grants the customer a licence to use that item as
part of the developed software;

(c) subject to the above, IP in the developed software, as a default, vests in the
customer. The parties may specify as an alternative that IP is to vest in the
contractor (in which case the customer receives a licence), or that IP shall be
co-owned; and

(d) nothing in the above provisions affects IP rights to pre-existing tools, object
libraries or methodologies that are used to produce the developed software,
but are not incorporated in it.

8.12 This allows an appropriate range of options for the parties to negotiate an
acceptable contract.

8.13 GITC3 contract terms are currently under review.

Shared Systems Initiative
8.14 This framework is managed by the National Office for the Information Economy (NOIE)

incorporating the former Office for Government Online (OGO). Some of the following
material has been derived from the NOIE website—see Bibliography in Annex A.

C o n t r a c t u a l  f r a m e w o r k S E C T I O N  8

53



8.15 NOIE develops and maintains a range of whole-of-government software
agreements, including the Shared Systems Suite (SSS) contracts for Financial
Management Information Systems, Human Resource Management Information
Systems and Records/Information Management Information Systems. The objectives
of the Shared Systems Initiative (SSI) are to improve efficiencies through the
reduction of the number of administrative systems in use in Commonwealth
agencies, and to improve the delivery of information to government, industry and 
to the community.

8.16 The SSI has identified best-of-breed commercial software solutions in each of the
above categories. Both the financial and personnel management systems head
agreements expire 30 June 2000, with records management expiring 30 June 2001.
The expiry of the head agreements will not affect individual contracts negotiated
between agencies and suppliers. NOIE is currently considering options to meet
future demands and changing environments.

8.17 SSS Solution providers have signed a whole of government head agreement with
NOIE which specifies the solution. The contract between the provider and an agency
will specify details and requirements that are unique to the customer agency. User
groups have been established with agencies and the individual solution supplier. 
These groups meet on a regular basis. Agencies are given an opportunity to discuss
issues and suppliers keep members informed of upgrades and coming developments.
One purpose of these user groups is to influence the development path of the solution
so that it meets the evolving needs of Commonwealth customers.

8.18 There is one standard contract for all agencies and all solutions. This contract
establishes the framework for the acquisition and managed implementation of a
solution. Any alteration to this contract must be approved by both the supplier 
and NOIE.

8.19 Implementation of a solution for a customer may require development, adaptation
or interfacing. A distinction is drawn between a ‘customisation’, which is approved
by the user group and ‘additional work’ that is undertaken for a particular customer.
The contract provides that IP in the solution, including any customisation, vests in
the supplier. The customer receives a licence to operate the solution. IP in any
additional work vests in the customer, although generally it will be a departure 
from the predictable development path for the solution and may not have a market
value elsewhere.

Outsourcing
8.20 IT outsourcing describes the contracting out of management and operational

responsibility for IT services. This may involve asset transfers (equipment, site,
software) and the transfer of personnel. The Office of Asset Sales and Information
Technology Outsourcing (OASITO) has responsibility for the management and
implementation of the Government’s infrastructure initiative. Some of the 
following material has been derived from the OASITO website—see Bibliography 
in Annex A.
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8.21 The Government has directed that IT infrastructure services across budget-funded
agencies be outsourced, subject to the outcome of competitive processes to be
undertaken within a whole-of-Government framework. This initiative is referred to
as the whole-of-Government ‘IT Infrastructure Initiative’ and is led and managed by
the IT outsourcing team within OASITO.

8.22 The IT Infrastructure Initiative aims to achieve a range of benefits including, 
among others:

◗ effective information and communications technology (ICT) support of agency
business needs and service delivery requirements;

◗ economies of scale resulting in improved efficiency, cost effectiveness and
savings to the budget and to agencies; and

◗ supporting the growth of and promoting the international competitiveness of
the Australian ICT industries.

8.23 OASITO manages the implementation of the competitive tendering processes 
for grouped agencies (also known as ‘clusters’) and provides assistance in the 
form of strategies and documentation for small agencies (agencies with 300 or
fewer desktops).

8.24 OASITO has developed a standard form of outsourcing contract for this purpose.
However, due to differing requirements and issues the contract is modified to suit
each group or cluster. The contractual arrangements, including those relating to IP,
are invariably complex. The following are some of the key IP issues:

(a) in anticipation of outsourcing, agencies need to ensure that their licensing
contracts allow for the transfer of the licence to an outsourced service provided;

(b) transition to an outsourced service provider may involve the assignment of
existing licenses to use IP to the service provider;

(c) after outsourcing, the service provider is responsible for providing the required
IT services including the provision of any necessary IP. The IP may be used by
the service provider to provide the services or may be provided to the customer
agency for its use. Particularly in the former circumstance, the service provider
may make decisions about the acquisition and management of IP;

(d) in order to provide the services required by a customer agency, a service
provider may participate in whole-of-Government arrangements to procure
licenses to use software or enter into licensing arrangements with any other
licensor for products to be used by the agency; and

(e) the outsourcing arrangement provides for the transition to a different service
provider or the expiry or termination of the contract by requiring the
development of a comprehensive plan to ensure that at transition, expiration or
termination the components of the services, including the right to use IP
(whether owned by the service provider or a third party), are transferred to
another service provider or the agency itself.

8.25 Where IP is not appropriately managed in the outsourcing process, the
Commonwealth may be exposed to a high level of risk and potential future cost.
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Defence contracting under DEFPUR 101 and SMART 2000
8.26 The Defence Purchasing Proforma 101 Request For Tender (DEFPUR 101)

incorporates a comprehensive contracting proforma employed by the Department of
Defence for major capital acquisitions. A policy review conducted in 1998 showed
that DEFPUR 101 was rarely used in the standard form, but required adaptation to
meet the requirements of particular acquisitions. The 1999 IP Policy: Getting
Smarter About Knowledge Rights: Defence Intellectual Property Policy, identified a
need for modifications to DEFPUR 101. This is to provide a more flexible range of
options for the treatment of IP rights so that Defence can more selectively ‘target’
the IP rights that it really requires—with a view to cost savings. The work of
reviewing IP provisions is currently underway as part of a general review and
simplification of DEFPUR 101—called Strategic Material Acquisition Request for
Tender 2000 (SMART 2000).

8.27 The text of SMART 2000, including the IP provisions, has now been released for
comment. The major changes and new format of the document will be incorporated
into other Defence standard RFT proformas used in acquisition work such as
DEFPUR 201, DEFPUR 500 (AUTOCON) and DEFPUR 301.

8.28 Neither the DEFPUR nor the SMART 2000 frameworks are specifically related to IT
purchasing. However, IT-related IP may represent a significant component in the
cost of any solution. Major Defence acquisitions are often highly complex. By
comparison with other IP acquisitions in the Commonwealth:

◗ they may involve relatively more patentable subject matter, and industrial
property such as circuit layouts; and

◗ they involve an equipment life-cycle extending up to 25 years or more.

8.29 For both of these reasons, service and maintenance are important aspects to be
factored in to the evaluation of solutions offered. Australian industry involvement is
also a complex and difficult aspect. It is common to seek background IP licensing
arrangements which restrict repairs and maintenance to the original supplier during
the initial period, but allow the Department to use other suppliers for the balance of
the equipment lifetime.

Other contract types
8.30 There are a range of other relevant contract types and situations that may involve

IT-related IP including:

(a) publication agreements;

(b) website development and/or operation agreements;

(c) public relations agreements where there is a greater or lesser IT component,
e.g. an agreement with an advertising agency to run a public information
campaign centred around a website and/or call centre;

(d) simple copyright licences or permissions given by the Commonwealth direct to
end users permitting use of specific material;

(e) distribution agreements in which a distributor is appointed to commercialise a
particular product to end users—see Section 7.41;
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(f) consultancy agreements. The standard forms of consultancy contract are not
suitable for IT contracting, but more specialised forms exist which are adapted
for IT consultancies;

(g) agreements where a Commonwealth agency is the provider of ‘consultancy’ or
equivalent services;

(h) technology licences (including cross licensing) relating to specific products or
technology, usually involving the research-oriented agencies;

(i) longer term staff/technology exchanges involving research-oriented agencies;
not necessarily limited to a single product;

(j) confidentiality agreements, e.g. in connection with technology or staff
exchange, tendering or joint ventures;

(k) joint ventures—see Australian National Audit Office Report (1996). (The term
‘joint venture’ is probably best not used unless it is carefully defined. Often the
term is understood loosely to describe any of a range of legal relationships that
are really very different);

(l) provision of financial assistance (or ‘grant’) by the Commonwealth, for example:

◗ the Cooperative Research Centres (CRC) Program administered through
the Department of Industry, Science and resources (DISR)—see
www.isr.gov.au/crc/index.html;

◗ the Cooperative Multimedia Centres (CMC) Program administered through
the Department of Education, Training and Youth Affairs (DETYA)—see
www.detya.gov.au/highered/programmes/cmc.htm; and

(m) Commonwealth endorsement schemes.

The Australian Bureau of Statistics (ABS) distributes a large range of digital 
data products as part of its core function. The Bureau’s IP Guidelines distinguish
the following cases:

◗ In the main, products are licensed to end-users under a standard Licensing
Agreement.

◗ where the recipient wishes to develop a website, digital product or to 
provide a service using ABS data, this is dealt with separately and on a case
by case basis under a ‘Secondary Distribution’ arrangement where royalties
may be applied.

◗ The ABS also develops digital data sets customised to meet the requirements
of particular clients on a consultancy basis. The cost in such cases relates more 
to the consultancy service than to the value of the IP as such.

8.31 The above list of contract types involves a range of situations that often merge into
one another. Each case will be different and will reflect a unique combination of the
following factors:

◗ the nature of the subject matter and IP rights;

◗ the stage in the life cycle of that IP;

◗ the amount of investment involved;

◗ the corporate missions of the agency and other party(ies) respectively;
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◗ the purpose of the agency in entering into any arrangement-see Section 7.39;

◗ the skill-set required for any proposed activity;

◗ the risks involved; and

◗ whether the relationship created involves just the contractor and the
Commonwealth, or whether there are significant third party relationships, e.g.
where the contractor is to operate a website that is to be used as a discussion
forum or repository of shared knowledge by subscribers and contributors.

8.32 Many comparisons could be made between the different contract types having
regard to the factors listed above. It is instructive, to take just one example, to
analyse the differences between a typical consultancy agreement and a typical
agreement for provision of financial assistance.

In a consultancy agreement, services are typically sought for the consumption or
internal purposes of the client agency. The consultant is paid a specific amount
of money to produce a specific deliverable for the agency. Hence IP as a rule is
vested in the agency under the contract. The consultant is entitled to retain 
any profit.

In a typical funding agreement, the intention is rather for the recipient to do
some work which serves some broad social, economic and/or technology
development purposes—usually benefiting a target group in the community
(which may include themselves). The recipient is paid an amount of money
which it is to apply for the agreed purposes. In the event of a surplus this may
have to be returned to the Commonwealth. Commonly, the funding provided
does not meet all costs and the recipient may themselves contribute or source
funds from elsewhere. The agency may allow the recipient to retain IP
ownership, or a licence, provided it is satisfied the needs of the target group or
other purposes will be adequately served.

8.33 Above all, the choice of contractual relationship will be influenced by the purpose of
the agency in entering into any arrangement—see Section 7.39.

The arrangements for distribution of ScreenSound’s MAVIS software package 
are instructive because they can be related to some extent to every one of the
purposes referred to in Section 7.39—see Annex E.

8.34 There is no substitute for careful thought about these issues and obtaining
appropriate advice before committing to any arrangement.
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Commonwealth Government reports, 
policy documents, best practice statements 
(in chronological order)
Attorney-General’s Department (AGD): Guidelines for Authorising Use of Crown
Copyright Materials, 1986 [Note that at the time of publication, these guidelines were
undergoing revision.]

Competition Principles; available at:
www.treasury.gov.au/publications/NationalCompetitionPolicy/CommonwealthCompetitiv
eNeutralityGuidelinesForManagers/index.asp

Department of Defence: Intellectual Property Review, December 1993

Australian National Audit Office (ANAO): Joint Commercial Arrangements, Audit Report
No. 33, 1995–96, 25 June 1996. Contains Appendix: ANAO Guide for Joint Commercial
Arrangements.

Department of Finance and Administration (DOFA): Guide to Commercialisation in the
Commonwealth Public Sector, July 1996

Public Service Merit Protection Commission (PSMPC) Management Advisory
Board/Management Improvement Advisory Committee (MAB/MIAC) Guidelines for
Managing Risk in the Australian Public Service, AGPS, October 1996.

Australian Government Solicitor (AGS): Intellectual Property Commercialisation Toolkit, 1997

Department of Industry Science and Technology (DIST): Information Industry Task Force
(IITF): The Global Information Economy—The Way Ahead (the ‘Goldsworthy Report’),
July 1997

Department of Communications, Information Technology and the Arts (DOCITA):
Information Policy Advisory Committee Council (IPAC): A National Policy Framework for
Structural Adjustment within the new Commonwealth of Information, August 1997

Office of Government Information Technology (OGIT) Information Management Steering
Committee (IMSC): Management of Government Information as a National Strategic
Resource—Report of the Information Management Steering Committee (IMSC) on
Information Management in the Commonwealth Government, August 1997. Available at
www.dcita.gov.au/ogo/imsc/imscrept.htm

Prime Minister’s Statement: Investing for Growth: The Howard Government’s Plan for
Australian Industry, Speech to the National Press Club, 8 December 1997. Available at
www.isr.gov.au/growth/

Department of Industry, Science and Resources (DISR): Information Industries Action
Agenda, 1998. Available at www.dcita.gov.au/graphics_welcome.html or
www.isr.gov.au/agendas/sectors/infoindy.html

DOFA: Commonwealth Procurement Guidelines: Core Policies and Principles, March 1998
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Department of Defence: Intellectual Property: A Defence Issues Paper: How should
Defence get smart about Knowledge Rights?, 22 December 1998

Department of Defence: Getting Smarter About Knowledge Rights: Defence Intellectual
Property Policy, June 1999
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◗ What subject matter is to be covered by the licence? It should be described clearly in
the licence.

◗ What type of subject matter is involved, e.g. printed material, pictorial, audio-visual,
software, data or multimedia?

◗ Is the licence exclusive, non-exclusive or sole? If exclusive, then the licensor will be
unable to use the IP material in house. If sole, the licensor may use the IP but not
commercialise it.

◗ Is the licence for a limited duration?

◗ Is it to be revocable at will by the licensor?

◗ Will the licence extend to acts done anywhere in the world, or is it limited to a
particular territory such as Australia and New Zealand?

◗ Is it limited to a particular field, or to a particular class of consumer/end user?

◗ Does the licence include a right to sub-licence?

◗ Does the licensor wish to prescribe the term of any sub-licensing?

◗ How pro-active does the licensor wish to be in managing any commercialisation
activity undertaken by the licensee?

◗ Does the licensor wish to obtain a share of royalties?

◗ Does the licensor wish to be provided with copies of any improvements to the 
licensed material?

◗ Conversely, is the licensor to be obliged to provide updates of the material from 
time to time?

◗ How much money is involved?

◗ Will there be repeated use of the material?

◗ What uses (e.g. copying, publication, broadcasting, repairing, etc.) are covered?

◗ (if a document) Will the material be reproduced only in facsimile form, or will it be
incorporated in digital form?

◗ Will it be manipulated, enhanced or merged with other data or material in digital 
form to produce derivative materials?

◗ If so, who will own copyright in the derivative version or enhancements?

◗ Policy considerations—does the licensor wish to be associated with the material i.e.
have any attribution of authorship?

◗ Liability considerations—is the licensor at risk in the event reliance is placed on the
material (i.e. in the event of an error)?

◗ Taxation considerations—will the licence constitute a taxable supply for GST
purposes?; what other taxation issues are relevant?
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◗ catalogue ID-number

[In regard to the next three items, bear in mind the distinction between (i) the IP subject
matter or material, (ii) the format or media in/on which it is fixed and (iii) the IP rights
which arise in relation to the subject matter—see Section 4.2]:

◗ material or subject matter (e.g. specify title of a report or other work in which
copyright subsists; indicate version number where applicable);

◗ format or medium of fixation, i.e. where and in what form is the original, or an
authoritative copy, of the subject matter embodied? This may be necessary for
identification purposes;

◗ IP regime, e.g. copyright, design, patent, trade mark, confidential information, etc.
Specifies nature of rights which arise in relation to the subject matter;

◗ date developed or created;

◗ author, inventor or designer; also whether that person was an employee at the time of
creation; and

◗ if not created in-house, circumstances or instrument under which the subject matter
was first acquired by the agency, e.g. reference to IT consultancy contract.

[In regard to next two items, bear in mind that IP rights enjoyed by the agency may be by
way of ownership or licence]

◗ ownership rights [specify who now owns IP-the agency and/or third party?; bear in
mind the possibility of some form of co-ownership, and the distinction between
different ownership models set out in Section 7;

◗ licence rights [specify whether the IP owned as above is subject to a licence to the
agency and/or third party; bear in mind the Licensing Checklist at Annex B];

◗ encumbrances [where the IP is subject to a mortgage, charge or other encumbrance
this should be noted];

◗ link to contract document;

◗ link to file reference;

◗ link to asset register;

◗ registration number [in case of registrable forms of IP such as trademark, patent or design];

◗ duration of rights;

◗ critical dates, e.g. lodgment of final patent specification due on… ; licence expires 
on …; renewal of a trade mark due on…;

◗ notes, special conditions, etc. for example, when is the next royalty return due?;

◗ data on value, e.g. cost to develop, typical royalty stream;

◗ data to track commercialisation activity.
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Research
◗ Examine the structure and mission of the agency.

◗ Identify any current legal constraints, or Commonwealth or agency corporate policies
relevant to development, custodianship and exercise of IP (including licensing and
other contractual dealings in relation to that IP).

◗ Prepare survey plan and questionnaire for key agency staff, designed to elicit
information on categories of IP, agency dealings with IP (development, custodianship
and exercise), incentives and level of agency staff understanding of IP.

◗ Obtain agency clearance for survey plan, questionnaire and following interview
timetable.

◗ Conduct survey and follow-up interviews. Allow three to four weeks elapsed time for
this process. This would require assistance in coordination from agency project officer.

Analysis and reporting
◗ Identify categories of IP relevant to agency operations.

◗ Provide broad guidance on essential practices to identify, register with IP Australia
where required, catalogue internally, value and defend each category of IP.

◗ Identify categories of dealing in IP (including giving and taking licences, consultancies,
cooperative research, joint ventures, etc.)—both current and potential, having regard
to developments in technology and IP law reform.

◗ Identify major strengths, weaknesses, opportunities, risks and threats in relation to IP
ownership, management and use.

◗ Evaluate motivation and incentives for staff to create/add value to IP.

◗ Identify broad requirements for IP awareness training within the organisation.

◗ Report presenting conclusions and recommendations.

◗ Meet with senior staff to discuss report conclusions and recommendations.

IP inventory
◗ Development of proposals for an IP Inventory, including structure, content, processes,

how IP is described, valuation, etc.

◗ Development of an agency IP management toolkit including standard form contracts
and/or checklists.

◗ Conduct of IP awareness training, linked to the toolkit and establishment of an 
IP inventory.
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Background
The ScreenSound Australia—National Film and Sound Archive initially had two systems:
one for managing its film and television collection and one for managing its sound and
radio collection. To achieve efficiencies, multiskilling and to position itself for the
convergence of media, it was decided to implement a single system to effectively manage
all media collected by ScreenSound. Extensive search and investigation revealed no
suitable technology available in the market place. Accordingly ScreenSound undertook a
program that cost in excess of $300 000 to develop its own software: the ‘Merged
AudioVisual Information System’ (‘MAVIS’). All technical construction of the software was
completed by Wizard Information Systems Pty Ltd (‘Wizard’). 

The software met ScreenSound’s needs to a very high degree. Given the absence of other
viable software in the market place ScreenSound and Wizard agreed to explore the option
of marketing it worldwide. The potential market is limited to other significant audiovisual
archives as it is highly specialised software but given the absence of competitors in the
market place even this small market was considered worth pursuing. Given the high cost
of the software and the high cost of its installation and maintenance and hardware
requirements, the size of the potential market is further reduced.

All IP in the software resides with ScreenSound Australia (i.e. the Commonwealth). 

Marketing arrangements
Given the need to continue to develop the software to meet ScreenSound’s specifications,
and the importance of controlling the future of the software it was never an option to
relinquish any rights over the IP. To license rights always had to be subject to the further
development of the software but for the user community this would be seen as a positive
not a negative. On the other hand it is not ScreenSound’s core business to market
software. A detailed agreement was entered into with Wizard, as follows:

◗ Wizard would be responsible for all cash costs of marketing (brochures, advertising,
promotion, trade stall, travel expenses, etc.).

◗ ScreenSound would provide a limited amount of senior staff time to promote the
product at venues with ScreenSound funding the salaries but Wizard funding all 
other costs.

◗ Revenues from sales would be shared 50–50. 

◗ Wizard would undertake all sales support, technical support and post sales support on
a fee-for-service basis or other financial terms agreed with the purchaser.

◗ ScreenSound would maintain control of the software but would consider all
development and bug fix proposals from purchasers.

◗ ScreenSound would provide all staff training for purchasers on a fee-for-service basis.

◗ All marketing decisions would be joint decisions.

◗ Pricing was agreed between the parties subject to review by agreement.
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Objectives in marketing
ScreenSound’s objectives in marketing the software were as follows (not in any particular
priority order):

◗ To make available software that would be of benefit to colleague organisations around
the world.

◗ To recover some of the development costs.

◗ To provide a greater pool of resources for the further development of the software.

◗ To establish the software as an international medium that would ease exchange of
data between major archives.

◗ To develop international prestige for this organisation.

◗ To provide a basis for more thorough and effective cooperative relationships with
major international archives.

◗ To allow the development of MAVIS to draw on a broader pool of expertise and a
broader range of inputs.

Outcomes
MAVIS has been sold to two archives in Europe and one in the United States. Negotiations
for sale are underway with a number of other archives and are now being expanded to
other organisations outside the archiving community for whom the product of this nature
may nevertheless be of great value (e.g. other organisations holding large audiovisual
collections including one insurance company, one television station, a non audiovisual
archive with large audiovisual holdings, and an advertising agency). 

ScreenSound has earned revenues well in excess of $100 000 and received contributions
to further development of the software well in excess of $200 000. With sales currently in
negotiation and close to finalisation it is anticipated that ScreenSound will earn back in
excess of two–thirds of the development costs, will have three of the world’s five biggest
or most prestigious national audiovisual archives using the software, and have the
software in use across three continents.

There has been very broad scale acknowledgment of the value, sophistication and quality
of the software including endorsements from major figures in the American audiovisual
industry (including the Head of the Library of Congress, and senior people from the 
film studios in Los Angeles). The marketing of MAVIS has significantly enhanced
ScreenSound’s international prestige and has helped establish ScreenSound as one of 
the world’s leading archives.

General comments
The marketing of MAVIS has been an unqualified success. The resources committed to the
marketing of the software by ScreenSound have been relatively small (perhaps in total less
than $40 000 in salary) while the revenues have exceeded $140 000. Therefore,
ScreenSound have achieved a net gain in excess of $100 000. The additional benefits in
relation to contributions to further development of the software making a financial gain in
excess of $300 000 in total. The biggest gains have been developing relationships,
prestige, and international usage of ScreenSound’s software. At the same time it is
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important to note that the arrangement has critical features that are absolutely
fundamental to the future viability of the marketing of the software and the future
viability of the use of the software within ScreenSound. These features are:

◗ complete control (ultimately) of any software modifications;

◗ complete control of ultimate decisions as to the marketing and sale of the software;

◗ strong revenue flows back to ScreenSound;

◗ a ‘partner’ that is committed to assisting ScreenSound in selling the software;

◗ a sales relationship that has been crafted uniquely to meet ScreenSound’s
circumstances and therefore that falls between an agency arrangement, a sales
partnership arrangement, a joint venture arrangement, and a distributorship
relationship; and

◗ a strong and ongoing relationship with Wizard (also the contractor for further
development of the software) is vital to ensuring the arrangement works without
inhibiting the effective operations of ScreenSound and without inhibiting effective
commercial exploitation by Wizard. 
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The following is one of a number of case studies included in the South Australian Auditor-
General’s Report: Intellectual Property Management, 1998–99, available at
www.audit.sa.gov.au/98-99/intellec/index.html. It is reproduced here with permission.
There are few if any jurisdictions which have taken the trouble to document case studies in
this way. The issues faced by the Commonwealth in its management of IP are not
materially different, and accordingly the case study is viewed as instructive.

Background
In the reports for the years ending 30 June 1997 and 1998, Audit commented upon a
project involving the development of a computer based child care business management
system referred to as Kidsbiz. The project was the work of the Department for Education
and Children’s Services (DECS), now the Department of Education Training and
Employment (DETE). A proposal to develop a comprehensive business support system for
community managed child care centres in partnership with the Commonwealth was
approved in 1993 and a pilot project was conducted to assess user needs. The pilot project
was overseen by a State Government employee who subsequently accepted a separation
package, and yet maintained involvement with the project through a contract with a
consultant firm. The arrangements were altered in July 1995 when the Commonwealth
Department of Health and Family Services entered into a consultancy contract with the
consultant firm for the continuation of the project.

Installation of the system in DETE
In April 1995 the South Australian Minister for Education and Children’s Services approved
installation of the system in 30 centres. Ministerial approval to enter into negotiations for
the final implementation stage was given in September 1996. The system was developed
for use in community based child care centres in association with the consultant firm. It
was envisaged that the department would distribute the system within the community
child care sector while the consultant firm would market it to private and interstate child
care centres and develop business systems derived from Kidsbiz for organisations outside
the child care sector. 

The Auditor-General’s Report for the year ending 30 June 1997 noted that the consultant
firm had continued to work on the project after expiration of its contract on 30 June 1996.
Finalisation of a new contract stalled because of an impasse in negotiations between the
Department and the consultant due to concerns regarding the number of centres that
would be involved in the final implementation. Despite plans to formalise the agreement
in 1997, no formal contract was prepared and the parties relied upon an exchange of
letters. Despite recommendations by Audit that without prejudice negotiations be
undertaken with the consultant and that a formal contract be drawn up with the
assistance of legal officers, the arrangement had not been formalised. 

The absence of a signed contract has resulted in uncertainty over ownership of intellectual
property in the computer software, particularly in relation to the enhancements. 
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A document entitled ‘Kidsbiz Contract principles—Draft 2.6’ was submitted to the
Department by the consultant firm in January 1997, and the arrangements concerning
intellectual property outlined in that document were acknowledged in a letter from the
Executive Director, Children’s Services in February 1997. The Director agreed ‘in principle’
to the consultant firm draft, pending clarification from DECS Legal and Risk Management
which was developing an agreement at the time. Under the heading ‘Intellectual Property
Sharing’ the Kidsbiz Contract principles ‘Draft 2.6’ stated that: 

The consultant firm & DECS agree to fully share their intellectual property embodied 
in the three Kidsbiz modules (including all enhancement to those modules pertaining 
to child care during the maintenance period)...

While the parties appeared to be agreeing that they would ‘fully share’ all intellectual
property rights, ownership of copyright in the three modules as they existed at the time
this document was exchanged (existing intellectual property rights) must be considered
separately from ownership of the enhancements that would be written during the
‘maintenance period’ (future intellectual property rights). In relation to ownership of the
existing intellectual property rights, the Government would own copyright in software
written by employees, for instance during the pilot project, and any other material
produced under its direction of control, subject to any agreement to the contrary. The
position of the Commonwealth would also need to be considered in relation to the period
when it engaged the consultant firm. It too may have claims to ownership. Audit
understands that the Commonwealth has indicated that it would not pursue any such
claim; however, this matter would need to be formally resolved. While a contract between
two parties may be evidenced by an exchange of letters, copyright may only be formally
assigned in a signed document. If the Government owned the copyright in the existing
Kidsbiz software at that stage the exchange of letters and the ‘Kidsbiz Contract Principles’
documents would not have resulted in a formal assignment. 

The position might be different with rights to enhancements that had not yet been made.
As discussed in Section 5, Government will own copyright in material created under its
‘direction or control’ in the absence of an agreement to the contrary. An expressed
intention to ‘share’ intellectual property in all enhancements made during the maintenance
period might be interpreted as an ‘agreement to the contrary’, resulting in joint ownership
of the enhancements made during the period of that agreement. The ownership of
enhancements made after the expiration of that period is again uncertain. An exchange of
letters would not operate as an assignment of future copyright, and in the absence of
agreement between the parties covering the relevant period, the question of ownership
would be determined by the rules set out in the Copyright Act 1968. This would depend
upon whether the work was done under the ‘direction or control’ of the Department. If it
had not been, the computer programmers or their employer would own the copyright. 

The above comments have been made based upon correspondence available to Audit.
Review of the complete correspondence may evidence other intentions of the parties
expressed at other stages in the project. From the material reviewed however, there is
sufficient reason for concern if DETE were to deal with enhanced versions of the software
on the basis that it was the sole owner before that matter had been properly resolved. 
A call for tenders by the Department for support functions for the system has led to an
assertion by the consultant firm of ownership of intellectual property in later versions of
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the software and a claim for payment and involvement in protection of the asset if the
tender process proceeds. DETE proposed tendering for the work based upon advice from
the Crown Solicitor. That advice apparently proceeded upon an assumption (which might
or might not be correct) that any agreement with the consultant firm to ‘share’ intellectual
property would not affect the Crown’s right to assert ownership of that intellectual
property. In any event, further advice has now been sought from the Crown Solicitor in
the light of the consultant firm’s continuing claims to ownership. The question of
ownership of copyright in the various versions plainly needs to be resolved by both parties
before any further development is undertaken with third party contractors, or before
commercialisation is considered. 

In the absence of detailed written contractual provisions, risks associated with DETE’s
liability in relation to any commercialisation of the product by the consultant firm are also
of concern to Audit. 
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The following is one of a number of case studies included in the South Australian Auditor-
General’s Report: Intellectual Property Management, 1998–99, available at
www.audit.sa.gov.au/98-99/intellec/index.html. It is reproduced here with permission.
There are few if any jurisdictions which have taken the trouble to document case studies in
this way. The issues faced by the Commonwealth in its management of IP are not
materially different, and accordingly the case study is viewed as instructive.

The following case study involves uncertainty over contractual provisions. It has now been
resolved by way of a deed. Despite that resolution, Audit believes that the case provides
useful lessons about the risks associated with failure to formalise contractual relationships.

Department for Administrative and Information
Services (DAIS)—installation of the FMS 
Fleet SA, operating within the DAIS, maintains a computerised fleet management system
for acquisition, leasing and contract management. Fleet SA contracted out the
development of its Fleet Management System (FMS) application software to the
contractor. The process began on 23 June 1993 when the contractor agreed to prepare a
detailed specification of the requirements of the new computer system. No written
contract was executed between the parties. In the absence of a written agreement, the
issue of ownership of the intellectual property in the software was left to be gleaned from
various documents-letters, files notes and so forth that might provide evidence of terms of
the agreement between the parties. As previously explained, while the law requires
assignment of copyright to be in writing and signed, first ownership is determined by
statutory rules that include provision for Crown ownership in the absence of agreement to
the contrary. It was, therefore, open to the contractor to argue that there was an
agreement to the contrary, although not formally recorded in a written contract. 

Without a written contract, Fleet SA was left with an incomplete collection of documents,
compiled by personnel no longer with the Department, and so had an incomplete picture
of an agreement that might have been challenged by the contractor. This documentation
was reviewed by the Crown Solicitor’s Office, which reported that it displayed differing
understandings by the parties as to ownership and as to Fleet SA’s entitlement to engage
other contractors to modify the system. Letters from the contractor claimed intellectual
property rights in the software that would have prevented Fleet SA from engaging others
to modify the software without a licence from the contractor. Fleet SA subsequently
sought expressions of interest from third parties to tender for internet work on the project.
Fleet SA had to approach the contractor to determine the precise terms of the agreement. 

As mentioned above, the question of ownership was finally resolved by way of a deed
that set out the history of the project and formalised the agreement between the parties,
including that the standard Government Information Technology Conditions (GITC)
contract applied. The GITC contract was executed by the parties along with the deed.
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