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Overview

1 Are there any restrictions on the establishment of a business entity by
a foreign licensor or a joint venture involving a foreign licensor and are
there any restrictions against a foreign licensor entering into a licence
agreement without establishing a subsidiary or branch office? Whether
or not any such restrictions exist, is there any filing or regulatory
review process required before a foreign licensor can establish a
business entity or joint venture in your jurisdiction?

Foreign licensors are very welcome in New Zealand. If a foreign
licensor wishes to establish a New Zealand company, it must comply
with the Companies Act 1993, the Financial Reporting Act 1993
and the Financial Reporting Amendment Act 2006. In relation to
the formation of a company, there is no requirement for any direc-
tor of a foreign licensor to be a resident of New Zealand. Prior to
the Financial Reporting Amendment Act 2006 becoming law, if a
New Zealand company with foreign directors and shareholders was
incorporated and 50 per cent of the capital was owned offshore,
then that company would have needed to have its financial accounts
audited. However, pursuant to section 6A of the Financial Report-
ing Amendment Act 2006, the foreign-owned company will now be
deemed to be an exempt company if at least two of the following
sub-paragraphs apply:

(a) (i) as at the balance date of the accounting period for which
financial statements are required, the value of the total
assets of the company (including intangible assets) reported
in the statement of financial position did not exceed
$1,000,000;

(ii) in the accounting period for which financial statements
are required, the turnover of the company did not exceed
$2,000,000;

(iii) as at the balance date of the accounting period for which
financial statements are required, the company has 5 or
fewer full-time equivalent employees; and

(b) as at the balance date of the accounting period for which finan-

cial statements are required, the company —

(i) was not a subsidiary of another body corporate or associa-
tion of persons; and

(ii) did not have any subsidiaries.

The above will also apply in relation to a joint venture involving a
foreign licensor, and there are no restrictions against a foreign licen-
sor entering into a licence agreement without establishing a subsidi-
ary or branch office.

Kinds of licences

2 |dentify the different forms of licence arrangements that exist in your
jurisdiction.

In New Zealand there are many types of licence arrangements, includ-
ing product licensing; trademark or service mark licensing; software
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licensing; patent and know-how licensing; and technology transfer
licensing. The term ‘licence” means permission to practise all or a part
of a proprietary right and licences may be exclusive or non-exclusive.
There is no statutory definition of a licence in New Zealand.

Law affecting international licensing

3 Does legislation directly govern the creation, or regulate the terms,
of an international licensing relationship? Describe any such
requirements.

As far as we are aware, there is no legislation governing the crea-
tion of an international licensing relationship and there is no legal
requirement for registration of a licence with local authorities in New
Zealand.

4 Are there any pre-contractual disclosure requirements imposed on
a licensor in favour of its licensees, or any requirements to register
a grant of international licensing rights with authorities in your
jurisdiction? If so, do these requirements still apply if your jurisdiction
forms part of a multijurisdictional territory in respect of which rights
are being granted?

There are no pre-contractual disclosure requirements imposed on a
licensor in favour of its licensees. There are also no requirements to
register a grant of international licensing rights. The Trademarks Act
2002 is relevant in New Zealand and any international trademark
should be registered in New Zealand pursuant to that Act in relation
to any licensing of that name or brand. Registration of a trademark
is important in each overseas jurisdiction.

5 Are there any statutorily or court-imposed implicit obligations in your
jurisdiction that may affect an international licensing relationship,
such as good faith or fair dealing obligations or the obligation to act
reasonably in the exercise of rights?

The New Zealand government is currently looking at reforms to
the consumer law legislation. Those reforms include the possibility
of introducing laws to cover unconscionable conduct, fair dealing
obligations and possibly, good faith. The deadline for submissions
has closed and currently the Ministry of Economic Development is
looking at the submissions and the possibility of introducing draft
legislation. From what we understand the government will not be
pursuing good faith but there is a strong possibility that legislation
will be introduced in 2011, which will affect unconscionable conduct
and fair dealing and this would impact on licence agreements.

6 Does the law in your jurisdiction distinguish between licences and
franchises? If so, under what circumstances, if any, could franchise
law or principles apply to a licence relationship?

There are no laws that distinguish between licences and franchises.
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Intellectual property issues

7 s your jurisdiction party to the Paris Convention for the Protection
of Industrial Property? The Patent Cooperation Treaty (PCT)? The
Agreement on Trade-Related Aspects of Intellectual Property Rights
(TRIPs)?

New Zealand is a party to the Paris Convention for the protection of
intellectual property. The Convention began with the Paris Conven-
tion, London Act — 14 July 1946. There is also a Paris Convention
Stockholm Act, articles 13 to 30, and dated 20 June 1984. New Zea-
land is also a party to the PCT, as of 1 December 1992. In addition,
New Zealand is a party to the Trade-Related Aspects of Intellectual
Property Rights, as of 1 January 1995. New Zealand has been a
member of each of these since the early days of their promulgation
and tends to be a supporter of IP rights worldwide.

8 Can the licensee be contractually prohibited from contesting
the validity of a foreign licensor’s intellectual property rights or
registrations in your jurisdiction?

In our opinion, the licensee can be contractually prohibited from
contesting the validity of a foreign licensor’s intellectual property
rights or registrations, and we know of no law that would preclude
this; it would be prudent for such a clause to be included in any
agreement.

9 What is the effect of the invalidity or expiry of registration of an
intellectual property right on a related licence agreement in your
jurisdiction? If the licence remains in effect, can royalties continue to
be levied?

If a trademark or patent (or any other intellectual property right
capable of registration, like a registered design) expires in relation to
its registration or be declared invalid, then the legal effect would be
to take away the protection of such intellectual property right that
may lead to abuse of it by a licensee. However, the tort of passing
off would assist any licensor should a renegade licensee try to take
advantage of the situation.

10 Is an original registration or evidence of use in the jurisdiction of
origin, or any other requirements unique to foreigners, necessary prior
to the registration of intellectual property in your jurisdiction?

There is no such registration or evidence of use necessary, but it
would certainly expedite any New Zealand registration of intellec-
tual property if it is registered in an overseas jurisdiction. Any new
registration in New Zealand must go through the Intellectual Prop-
erty Office, which is based in Wellington. There is always a time lapse
for objections and legal requirements.

11 Can an unregistered trademark be licensed in your jurisdiction?

An unregistered trademark may be licensed, and it is a matter of
contract, but there is no statute that would preclude this. However,
trademarks should always be registered to enable full protection for
the owner.

12 Are there particular requirements in your jurisdiction: for the validity
of an intellectual property licence; to render an intellectual property
licence opposable to a third party; or to take a security interest in
intellectual property?

In relation to the validity of an intellectual property licence, the rel-
evant law or statute in New Zealand must be complied with. The
subject matter of the protection sought must not be illegal or offen-
sive and the legal procedures must run their course. As to whether
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an intellectual property licence could be opposable to a third party,
it would depend on the circumstances of the particular case and
whether a third party has any legal rights to object. As for taking a
security interest in intellectual property, the Personal Property Secu-
rities Act 1999 allows for the registration of a security interest in
intellectual property which includes a patent, trade secret, copyright,
trademark, trade name, industrial design, plant breeders’ rights and
integrated circuit topographies.

13 Can a foreign owner or licensor of intellectual property institute
proceedings against a third party for infringement in your jurisdiction
without joining the licensee from your jurisdiction as a party to the
proceedings? Can an intellectual property licensee in your jurisdiction
institute proceedings against an infringer of the licensed intellectual
property without the consent of the owner or licensor? Can the
licensee be contractually prohibited from doing so?

A foreign owner may institute proceedings in such a manner without
joining the licensee, although it would be normal for the foreign
owner or licensor of intellectual property to consult with the New
Zealand licensee, who may be very helpful in providing information
for the attack on the infringing third party. In relation to proceedings
against an infringer of the licensed intellectual property without the
consent of the owner or licensor, it would depend upon the exact
wording of a clause in the relevant agreement. Normally, however,
an agreement should preclude a local licensee from attacking an
infringer without the consent of the owner or licensor.

14 Can a trademark or service mark licensee in your jurisdiction sub-
license use of the mark to a third party? If so, does the right to sub-
license exist statutorily or must it be granted contractually? If it exists
statutorily, can the licensee validly waive its right to sub-license?

A trademark or service mark licensee could only sub-license the use
of that mark to a third party if the agreement provided such a right.
It would be unusual in our opinion, and such agreement should pre-
clude any right to sub-license.

15 s your jurisdiction a ‘first to file’ or ‘first to invent’ jurisdiction? Can
a foreign licensor license the use of an invention subject to a patent
application but in respect of which the patent has not been issued in
your jurisdiction?

In New Zealand it is the “first to file’ who wins a patent applica-
tion. There is, however, an arrangement between New Zealand and
Australia that if a company lodges a trademark application in one
jurisdiction on a particular date and later files the same trademark
application in the other, then in relation to the second jurisdiction
the date of filing will be backdated to the original date of filing in
the first.

A foreign licensor may license the use of an invention subject
to a patent application for which the patent has not been issued in
New Zealand.

16 Can the following be protected by patents in your jurisdiction:
software; business processes or methods; living organisms?

The current legislation involving patents is the Patents Act 1953.
A Patents Bill (to replace the Patents Act) has been through its first
reading in parliament and has now passed into the Select Committee
stage. The Commerce Select Committee has heard submissions on
the Patents Bill and is preparing a report. After the Select Committee
reports back, the Patents Bill will proceed through its second and
third readings in parliament and be passed into law, anticipated to
be in 2011.
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17 Is there specific legislation in your jurisdiction that governs trade
secrets or know-how? If so, is there a legal definition of trade secrets
or know-how? In either case, how are trade secrets and know-how
treated by the courts?

There is no specific legislation that governs trade secrets or know-
how, but there are common law principles that would apply and
give protection. In particular, there are laws covering breach of con-
fidential information, which includes know-how, business data, trade
secrets, product and process inventions.

23 Who owns improvements and modifications to the licensed software?
May a software licensee obtain bug fixes, upgrades and new releases
from the licensor in the absence of a contractual provision to that
effect?

Unless the contract provides otherwise, the licensor would own any
improvements and modifications to the licensed software. In relation
to a software licensee obtaining bug fixes, upgrades and new releases
from the licensor, there must be a suitable provision in the contract
or such would be unenforceable against the licensor.

18 Does the law allow a licensor to restrict disclosure or use of trade
secrets and know-how by the licensee or third parties in your
jurisdiction, both during and after the term of the licence agreement?
Is there any distinction to be made with respect to improvements to
which the licensee may have contributed?

New Zealand law allows a licensor to restrict disclosure or use of
trade secrets and know-how by the licensee or third parties, and it
is a matter of contract. There are no restrictions except in the area
of restraint on competition or restraint of trade, both during the
term and after the expiration of the term or termination of a licence
agreement. If restraints on competition are too wide and basically
too tough, they will be determined to be against public policy and
be declared illegal pursuant to the Illegal Contracts Act 1970. There
is no distinction to be made with respect to improvements to which
the licensee may have contributed.

19 What constitutes copyright in your jurisdiction and how can it be
protected?

The law relating to copyright in New Zealand is contained in the
Copyright Act 1994. There is no registration system for copyright,
although, as a signatory to the Berne Convention, it is possible to reg-
ister copyright works internationally. In essence, copyright is inher-
ent, but it is not the ideas that are protected by copyright: it is the
tangible evidence of skill, labour and judgement that have resulted
in the copyright work.

20 Is it advisable in your jurisdiction to require the contractual
assignment of copyright by the licensee to the licensor for any artwork,
software improvements and other works that the licensee may have
contributed to?

Such a provision is advisable, but not essential.

Software licensing

21 Does the law in your jurisdiction recognise the validity of ‘perpetual’
software licences? If not, or if it is not advisable for other reasons,
are there other means of addressing concerns relating to ‘perpetual’
licences?

Yes, New Zealand law recognises perpetual software licences.

22 Are there any legal requirements to be complied with prior to granting
software licences? In particular, are there import or export restrictions
on software?

There are no restrictions in relation to software licences unless the
subject matter is offensive or against public policy. There are no pro-
hibitions in relation to parallel importing and there are no restric-
tions, as far as we are aware, on the import or export of software.
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24 May a software licensor include a process or routine to disable
automatically or cause unauthorised access to disable, erase or
otherwise adversely affect the licensed software?

Such processes are allowed, and such a provision is fairly common
and recommended to protect the licensor.

25 Have courts in your jurisdiction recognised that software is not
inherently error-free in determining the liability of licensors in
connection with the performance of the licensed software?

We are not aware of any such cases in New Zealand.

26 Have courts in your jurisdiction restricted in any manner the
enforceability or applicability of the terms and conditions of public
licences for open source software (ie, GNU and other public licence
agreements)? Have there been any legal developments of note in your
jurisdiction concerning the use of open source software?

As far as we are aware, the courts have not restricted the enforce-
ability or applicability of the terms and conditions of public licences
for open source software. There have been no legal developments
concerning the use of open source software in New Zealand.

Royalties and other payments, currency conversion and taxes

27 |s there any legislation that governs the nature, amount or manner or
frequency of payments of royalties or other fees or costs (including
interest on late payments) in an international licensing relationship,
or require regulatory approval of the royalty rate or other fees or costs
(including interest on late payments) payable by a licensee in your
jurisdiction?

There are no laws affecting royalties in such a manner.

28 Are there any restrictions on transfer and remittance of currency in
your jurisdiction? Are there are any associated regulatory reporting
requirements?

Although there are no restrictions on the transfer and remittance
of currency from New Zealand to an overseas jurisdiction, the tax
laws of New Zealand must be complied with. In relation to the pay-
ment of royalties, dividends or interest, non-resident withholding
tax (NRWT) must be deducted by the payee (or licensee) before the
funds are remitted to the overseas licensor. The tax deduction must
be paid by the New Zealand licensee to the New Zealand Inland
Revenue Department (IRD), but a tax credit would be available to
the overseas licensor. The rate of tax varies depending on the coun-
try involved, and New Zealand has double taxation treaties with
a large number of countries. For example, in relation to Australia,
the rate of NRWT is 10 per cent in relation to royalties and the
same rate is applied to the United States. In relation to Canada, Fiji,
Indonesia, Japan, Malaysia and Singapore the rate is 15 per cent.
The Double Taxation Relief (United States of America) Amendment
Order 2009 came into effect on 12 November 2010 and the protocol
between New Zealand and the United States has been updated and
strengthened.
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29 In what circumstances may a foreign licensor be taxed on its income
in your jurisdiction?

A foreign franchisor may be taxed on its income in New Zealand but
it will certainly be taxed when it tries to move that income offshore.
NRWT must be deducted by the New Zealand paying entity and
paid to the New Zealand IRD, and the net amount available would
be remitted by the licensee to the foreign licensor.

30 Can a judgment be rendered by courts in a foreign currency in your
jurisdiction? If not, would a contractual indemnity for any shortfall to a
foreign licensor due to currency exchange fluctuations be enforceable?

There is precedent in New Zealand for suing in a foreign currency
but it is most uncommon.

Competition law issues

31 Are practices that potentially restrict trade prohibited or otherwise
regulated in your jurisdiction?

Such practices would be governed in New Zealand by the Com-
merce Act 1986, and great care must be taken by any foreign
licensor to comply with that Act, as the penalties for non-compliance
are severe.

32 Are there any legal restrictions in respect of the following provisions in
licence agreements: duration, exclusivity, internet sales prohibitions,
grant-back provisions and non-competition restrictions?

In relation to duration, exclusivity and grant-back provisions, there
are no legal restrictions. However, if any agreement is deemed to
be in perpetuity (in relation to duration) then that can have some
inherent problems as the courts have ruled that nothing lasts for-
ever and, in relation to one party wishing to terminate the arrange-
ment or contract, the courts may allow a reasonable period of notice
(six or 12 months) to be given, after which the agreement could
be legally terminated. In relation to non-competition restrictions,
if such restrictions are unreasonable or unfair, then the courts will
not enforce them, so great care must be taken in drafting. Australia
commonly has ‘sprinkler clauses’ under which one party will try to
restrict the other party for different periods in relation to different
geographical restrictions. The New Zealand courts are unimpressed
by such clauses and will normally strike them out, with the end result
that there may be no restriction on competition. It is always essential
to obtain local counsel’s advice in relation to this area.

Indemnification, disclaimers of liability, damages and limitation
of damages

33 Are indemnification provisions commonly used in your jurisdiction
and, if so, are they generally enforceable? Is insurance coverage
for the protection of a foreign licensor available in support of an
indemnification provision?

Indemnification provisions are commonly used in New Zealand, and
they are generally enforceable. As far as we are aware, insurance cov-
erage for the protection of a foreign licensor is available in support
of an indemnification provision.

34 Can the parties contractually agree to waive or limit certain types of
damages? Are disclaimers of liability generally enforceable? What are
the exceptions, if any?

Yes, parties may agree to waive or limit damages, and such disclaim-
ers of liability are generally enforceable.
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Update and trends

We have already mentioned the proposed changes to the
consumer laws in New Zealand and it is fairly certain that there will
be amendments to the legislation next year. Also, the out-of-date
Patents Act 1953 is due to be replaced next year with a new Act.

Termination

35 Does the law impose conditions on, or otherwise limit, the right to
terminate or not to renew an international licensing relationship; or
require the payment of an indemnity or other form of compensation
upon termination or non-renewal? More specifically, have courts in
your jurisdiction extended to licensing relationships the application
of commercial agency laws that contain such rights or remedies or
provide such indemnities?

To the best of our knowledge, New Zealand’s laws do not impose
any conditions in relation to the right to terminate or not to renew
an international licensing relationship, or require the payment of
an indemnity or other form of compensation upon termination or
non-renewal. As far as we are aware, the courts in New Zealand
have not extended to licensing relationships the application of com-
mercial agency laws that contain such rights or remedies or provide
such indemnities.

36 What is the impact of the termination or expiration of a licence
agreement on any sub-licence granted by the licensee, in the absence
of any contractual provision addressing this issue?

The normal rule would be that any sub-licence arrangement would
fall over should the (head) licence agreement be terminated or expire
through the effluxion of time. However, any licensor would probably
want to continue with a sub-licensee but there would be no obliga-
tion to do so if there was no contractual provision.

Bankruptcy

37 What is the impact of the bankruptcy of the licensee on the legal
relationship with its licensor; and any sub-licence that licensee may
have granted? Can the licensor structure its international licence
agreement to terminate it prior to the bankruptcy and remove the
licensee’s rights?

Bankruptcy in New Zealand only applies to a person, and normally a
licensee would be a company. However, if the licensee is a person who
is adjudicated bankrupt, then that would be a ground for the licensor
to terminate the licence agreement. If the licensee is a company and
it becomes insolvent and goes into receivership or liquidation then,
again, that event would give the licensor the right to terminate the
licence agreement. Upon termination all of the rights of any licensee
would cease, but the liability of the licensee would continue in rela-
tion to any unpaid monies owed to the licensor.

Governing law and dispute resolution

38 Are there any restrictions on an international licensing arrangement
being governed by the laws of another jurisdiction chosen by the
parties?

As far as we are aware there are no such restrictions.
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39 Can the parties contractually agree to arbitration of their disputes
instead of resorting to the courts of your jurisdiction? If so, must the
arbitration proceedings be conducted in your jurisdiction or can they
be held in another?

It is recommended that the parties contractually agree to arbitration
of any disputes instead of resorting to the courts, but any agreement
should provide for the right of either party to seek injunctive relief
if the matter is very serious and an injunction is the right remedy. In
relation to arbitration, the relevant statute in New Zealand is the
Arbitration Act 1996 — however, any arbitration proceedings can be
conducted in any jurisdiction, provided the parties agree at the outset
and there is a relevant clause in the agreement covering the matter.

40 Would a court judgment or arbitral award from another jurisdiction be
enforceable in your jurisdiction? Is your jurisdiction party to the United
Nations Convention on the Recognition and Enforcement of Foreign
Arbitral Awards?

The answer to both questions is yes, arbitral awards and court judg-
ments from other jurisdictions are enforceable. New Zealand is party
to UNCITRAL.

41 Is injunctive relief available in your jurisdiction? May it be waived
contractually? May the parties waive their entitlement to claim specific
categories of damages in an arbitration clause?

Injunctive relief is available, and in our opinion, all agreements should
contain an injunctive relief provision to protect the parties should one
party ‘go off the rails’. If the parties so choose, they may waive their
entitlement to claim specific categories of damages in an arbitration
clause, but it would be normal not to have such provision.
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