
Young Lawyers’ Update
Copyright law reforms on parallel 
importation of CDs and other 
sound recordings
Introduction

In late July 1998, the Federal Parliament passed the 
Copyright Amendment Act (No.2) 1998 (Cth). This 
legislation came into operation on 30 July 1998.

The amendments essentially abolish the statutory 
monopoly which copyright owners of sound recordings 
and their licensees had over what are known as 'parallel 
imports'.

The Bill incorporating the amendments had a slow 
passage through parliament. A Senate Committee 
received over two hundred submissions from various 
interest groups including music industry sources and the 
Australian Consumer and Competition Commission.

What are parallel imports?

Parallel importation occurs in the 
following scenario:

1. Goods, such as CDs are 
manufactured overseas by 
companies which have 
copyright in the goods or by a 
third party who is authorised 
to manufacture the goods. For 
example, a record company 
may own the copyright but a 
third party manufacturer 
would be licensed to 
manufacture the CDs for 
subsequent sale.

"The amendments 
essentially abolish the 
statutory monopoly 

which copyright owners 
of sound recordings and 
their licensees had over 

what are known as 
'parallel imports'."

owner of the copyright, imports an article into 
Australia for the purposes of:

(1) selling...;

(2) distributing...;

(3) by way of trade exhibiting the article in public;

if the importer knew, or ought reasonably to have 
known, that the making of the article would, if the 
article had been made in Australia by the importer, 
have constituted an infringement of the copyright." 
(emphasis added).

Up until recently, most developed nations have had in 
place some form of prohibition against parallel imports. 
This has enabled multinational companies, such as 
record companies, to divide up their "world market" 
into several smaller geographic markets by retaining 
control in relation to sales within each discrete market. 
For example, a record company could appoint an

exclusive agent in Australia 
through which all imported CDs 
would be sold.

If an entrepreneurial individual 
was to import a number of CDs 
from the United States for sale in 
Australia and the importation 
did not involve the exclusive 
agent in Australia, then the 
importation was illegal, 
irrespective of whether the 
person bought the CDs directly 
from the copyright owner or its 
licensee in the USA.

2.

3.

The goods are subsequently 
imported into Australia by a person who has 
legitimately purchased the goods from the copyright 
owner or licensee overseas.

The person who has imported the goods is not an 
"authorised" or "exclusive" agent acting on behalf of 
the copyright owner for a particular market or 
territory, such as Australia.

Pre-reform law in Australia

Parallel importation of sound recordings was previously 
in breach of the Copyright Act 1968 (Cth) ("the Act") 
principally by reason of section 102 of that Act. Section 
102 provides:

"...a copyright subsisting by virtue of this Part is 
infringed by a person who, without the licence of the

It should be noted that under the 
pre-reform laws in Australia, 
there was an exception to the 
parallel import prohibition in the 

case of importation of goods for domestic use (rather 
than sale or distribution).

Structure of the Amendments

The way in which parliament has implemented the 
changes is to keep section 102 in place and to introduce a 
definition of a "non-infringing copy". Section 10AA of 
the Act sets out the circumstances in which a copy of a 
sound recording is deemed to be a non-infringing copy.

Under section 10AA, a copy of a sound recording is a 
non-infringing copy where the copy is made by or with 
the consent of the copyright owner in the country in 
which the copy was made.

To cover the situation where the country concerned has 
more limited copyright protection, section 10AA, in the
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alternative, requires that consent be obtained from the 
copyright owner in the country in which the sound 
recording was made. Finally, if there is no recognition of 
the copyright owner's rights in either of the above 
jurisdictions, then the consent of the maker of the sound 
recording is required.

Section 112D of the Act is also a critical section. It serves 
to link the definition of non-infringing copy in section 
10AA to section 102 by deeming that copyright in a 
sound recording is not infringed by a person who 
imports into Australia a non-infringing copy of a sound 
recording.

In practical terms, if the entrepreneurial importer was to 
buy a few cartons of CDs from a licensed distributor in 
the USA for sale to independent shops in Melbourne, 
then he would not be in breach of the Copyright Act.
This is because the copies bought by the importer were 
bought through a licensee of the owner of copyright in 
the CDs. It does not matter that the goods were bought 
through overseas channels, rather than through the 
exclusive agent in Australia.

What are pirated copies of sound recordings?

Pirated copies of sound recordings are those which are 
manufactured without the copyright owner's consent or 
authorisation. Typically they are manufactured in 
countries where the cost of labour is cheap. Further, the 
recording artist does not receive a royalty as a result of 
the sale of a pirated copy. These copies are still outlawed 
by the Act, however, it is of course very difficult for the 
authorities worldwide to stop trafficking in pirated 
goods of every kind.

Policy Considerations

It is also worthwhile to note some of the policy 
background to the legislation. This is necessary to 
understand the purpose of the changes and the 
controversy which surrounded the introduction of the 
reforms.

In 1990, what was then the Prices Surveillance Authority 
(PSA), published a report entitled "Inquiry into the 
Prices of Sound Recordings". The PSA found, through its 
investigations, that the prices for sound recordings in 
Australia were considerably higher than in comparative 
economies. For example, CDs sold in Australia were 
found to be 43% higher than those sold in the USA. The 
PSA concluded that the major contributor to these price 
differences was the restriction on import competition 
imposed by the then existing parallel importation laws. 
The PSA Report, in conjunction with the Howard 
Government's emphasis on pro-competition policies, 
over time led to the reforms being drafted and ultimately 
legislated.

The Australian music industry has consistently opposed 
the reforms on the basis that it was likely to be "swept 
away"by the influence of the international music market. 
The argument follows that, accordingly, there would be

no incentive for large record companies to invest in local 
music acts. Further, it was argued that with a tree-reign 
on parallel importation, it would be more difficult for 
authorities, such as customs, to identify and seize pirated 
sound recordings.

Conclusion

It will be fascinating to see what effects these reforms 
will have on the market for sound recordings. The 
Government and the ACCC have taken the view that the 
predicted benefits to consumers in the form of lower CD 
prices and a greater availability of different types of 
music outweigh the arguments put forward by the 
Australian music industry.

Already, there is some evidence that music retail chains 
are selling imported "top-40" CDs at prices considerably 
cheaper than locally-manufactured CDs.

There are now also many wider issues to be dealt with as 
a result of the reforms. At this point in time, the general 
prohibition on parallel imports is retained in the Act. 
However, the restriction on parallel importation in the 
case of sound recordings and (in a more limited sense) 
for books has now been abolished. It is anticipated that 
there will be considerable pressure on the Federal 
Government shortly to reform the laws relating to the 
importation of computer software. If legislation is 
passed, abolishing the prohibition on parallel 
importation of computer programs, then one might ask 
the following question: why should the Copyright Act 
prohibit parallel importation of goods at all?

The author acknowledges the assistance and contribution of 
Sharon Theedar.

Ross Becroft

The Garcia case - 
What’s all that about?
The recent decision of the High Court in Garcia v National 
Australia Bank Pty Ltd, affirming the principles espoused 
by Dixon J in Yerkey v Jones, sets clear minimum 
prerequisites for credit providers seeking to enforce 
guarantees against people in respect of their spouse's 
business debts. It holds that the credit provider will have 
constructive notice that the guarantor may have the ability 
to avoid liability for the debts s/he has guaranteed if:

• the transaction is not, on its face, to the personal 
financial advantage of the guarantor; and

• there is a relationship which is known, or which 
ought to be known, by the credit provider involving 
an emotional dependency on the part of the 
guarantor towards the debtor (for example, a 
husband and wife relationship).

The facts in Garcia

• The appellant and her then husband executed a 
mortgage over their home securing all moneys 
which they might owe, including moneys owing
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under future guarantees given by either of them to 
the mortgagee.

• At her husband's request, the appellant signed a 
guarantee which related to debts of one of his 
companies. She signed the documents where the 
bank officer pointed, the whole transaction taking 
less than a minute.

• She was a director and shareholder of the company 
but had no direct involvement in it. She appeared to 
the bank as a capable and presentable professional 
(she was a physiotherapist) voluntarily signing a 
guarantee, and there was nothing to give the bank 
even suspicion that she knew nothing of her 
husband's business affairs.

• The bank knew the appellant was the borrower's 
wife, but took no steps to explain the extent of the 
obligations under the guarantee nor to recommend 
that she obtain independent advice.

• The appellant understood the 
nature of a guarantee at the 
time she signed the document, 
but did not understand the 
extent of her potential liability 
or that the guarantee was 
secured by the mortgage the 
couple had previously 
executed in favour of the 
bank.

• The company was wound up 
and the bank demanded 
payment under the guarantee 
and mortgage of amounts 
owing to it by the company.

The decision in Yerkey v Jones

In Yerkey v Jones (1939) 63 CLR 649, the High Court 
considered situations in which wives (bear in mind the 
date of the decision) would have grounds for setting 
aside guarantees for their husbands' debts. Dixon J 
identified two situations, namely:

1. Where the husband exerts actual undue influence over the 
wife. This type of case typically involves a situation 
where the wife, lacking economic or other power, is 
overborne by her husband and goes surety for his 
debts when she does not bring a free mind and will 
to that decision.

In such a case, although the wife is aware of the 
obligation she is undertaking, the creditor will not be 
protected by the fact that it deals directly with the 
wife and explains the effect of the document to her. 
According to Dixon J: "Nothing but independent 
advice or relief from the ascendancy of her husband 
over her judgement and will would suffice."

2. Where the wife agrees to become surety at the instance of 
her husband though she does not understand the effect of 
the document or the nature of the transaction. In this case

(as was the situation in Garcia), the court will not be 
concerned so much with imbalances of power as 
with lack of proper information about the purport 
and effect of the transaction. The amount of reliance 
placed by the creditor upon the husband for the 
purpose of informing his wife of what she was about 
to do will be of great importance.

In the words of Dixon J: "If the creditor takes 
adequate steps to inform her and reasonably 
supposes that she has an adequate comprehension of 
the obligations she is undertaking and an 
understanding of the effect of the transaction, the 
fact that she has failed to grasp some material part of 
the document, or, indeed, the significance of what 
she is doing cannot give her an equity to set the 
document aside."

What the High Court Decided in Garcia

Applying these principles to the present case, the Court 
unanimously held that Mrs 
Garcia was not bound by the 
guarantee as the bank did not 
itself take adequate steps to 
explain the transaction or to find 
out that an independent adviser 
had explained it to her.

The decision has been criticised 
in some quarters (and perhaps 
understandably, given the 
language used by most of the 
judges) for reinforcing outmoded 
economic stereotypes of husband 
and wife. However, where 
Gaudron, McHugh, Gummow 
and Hayne JJ, and in a separate 
judgement, Callinan J, couched 
the question in terms of whether 

the guarantor was married to the debtor at the time she 
executed the guarantee, Kirby J made it clear that neither 
the gender nor marital status of the guarantor give rise to 
any presumption or special equity in favour of the 
guarantor.

So, when will a credit provider be found to have taken 
"adequate steps" to protect itself?

According to Kirby J, unless there are special exceptional 
circumstances or the risks are large, a bank will have 
taken reasonable steps to avoid being fixed with 
constructive notice of the guarantor's equity to set the 
transaction aside if, at a meeting not attended by the 
principal debtor, it:

• warns the guarantor of the amount of the 
guarantor's potential liability;

• warns the guarantor of the risks involved to the 
guarantor's own interests; and

• advises the guarantor to take independent legal 
advice.

Craig Doolan

"...Mrs Garcia was not 
bound by the guarantee as 

the bank did not itself 
take adequate steps to 

explain the transaction or 
to find out that an 

independent adviser had 
explained it to her."
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Developments in Industrial 
Relations
The Commonwealth Government has introduced a 
number of bills to amend the Workplace Relations Act 1966 
("Act"). The most controversial, besides the intention to 
enshrine the Federal Government's youth wages policy 
into the legislation, has been the attempted relaxation of 
the unfair dismissal laws relating to all new employees 
during their "probationary" period, and all new 
employees of small business employers.

The Workplace Relations Amendment (Unfair Dismissals)
Bill 1998 was introduced into the Commonwealth 
Parliament in December 1998. It seeks to amend the Act 
to:

(a) exclude new employees (other than apprentices and 
trainees) from accessing the unfair dismissal remedy 
under the Act during their six month qualifying 
period of employment. It is only after that period 
that they can access the unfair dismissal remedy 
under the Act; and

(b) exclude new employees of small businesses (other 
than apprentices and trainees) from the unfair 
dismissal remedy under the Act.

Presently section 170DE of the Act provides that an 
employer must not terminate an employee's 
employment unless there is one or more valid reasons 
connected with the employee's capacity or conduct or 
based on the operational requirements of the employer.
A reason is not valid if, having regard to the employee's 
capacity and conduct and operational requirements, the 
termination is harsh, unjust or unreasonable. Therefore 
an employee whose employment has been terminated by 
its employer may apply to the Industrial Relations 
Commission for relief for example on the ground that the 
termination was harsh, unjust, or unreasonable or on the 
ground of an alleged contravention of specific sections of 
the Act.

The amendment sought to be made by the Bill will 
provide that all employees (other than an apprentice or 
trainee) who is first engaged by a employer after the 
commencement of the Amending Act (ie when it receives 
royal assent by the Governor General) ("new 
employees") and whose services are then terminated by 
their employers, will not be able to make an application 
on the ground that the termination of their employment 
was harsh or unjust or unreasonable, if they are 
employees of the type listed below:

(a) a new employee who had not completed six months 
continuous service with that employer; or

(b) the employer of the new employee employed no 
more than 15 employees ("small business 
employers").

The amendment does not affect the rights of current 
employees (provided they stay employed with their 
present employer) or apprentices or trainees. Note that 
apprentices and trainees may be excluded from the 
operation of the unfair dismal provisions for other 
reasons, such as on the basis they are engaged under a 
contract of employment for a specified period of time 
(within the meaning of Regulation 30B of the Workplace 
Relations regulations).

Interestingly the amendment is silent on the treatment of 
new employees where they enter into six month 
contracts with non-small business employers and 
thereafter their services are terminated but then 
subsequently that employer enters into an new contract 
with that new employee. It is arguable that those 
employees may not have recourse to the unfair dismissal 
remedy under the Act at all.

In February 1999 the Senate, with the support of 
Independent Senator Harradine, rejected the Bill. The 
Federal Government has vowed to re-introduce the Bill 
in three months' time. We await the Bill's fate in the 
Senate the next time around.

Marisa Patitucci
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