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Merchandise and licensing

What is licensing?

“Process of leasing the rights to a legally protected (trademark/copyrighted) entity, for a specific purpose for a specific time and area in return for a negotiated payment.”

[bookmark: _GoBack]What is licensing?
· Leasing
· Legally protected
· Purpose/area/time
· Negotiated payment

Licensing (Global Merchandising Licensing sales by category (numbers may be wrong))

· Entertainment (23.5%)
· Corporate (20.1%)
· Fashion (20.2%)
· Sports (15.5%)
· Art (9.2%)

Terms
 
Licensor
· Owner of the rights (typically property) 

Licensee
· Renter of the rights (typically corporations)

Royalty
· Basic component of payment (usually % of sales)

League Rights vs. Team rights

· Teams in most leagues have the right to “local license”
· Products to be sold in their team store location only
· League License encompasses every team and is issued by the league that allows a company to sell merchandise to the external market place (traditional retail). This will also include event marks. (Ex. Super Bowl, Pro Bowl…)

Financial Considerations

Counterfeits ---- Royalty Rate/Payment --- Advances/ guarantees --Investments -- Volume-- Repeat (cycle) 

1. Royalty Payment to Property
· Rates vary from property to property
· Simple calculation: Royalty Rate * items (i.e. Shirts) sold
· I.e. 8% * $150,000 = $12,000

2. Guarantees 
· Minimum LICENSEE agrees to pay LICENSOR….
· Contractual obligation
· How does the LICENSEE determine if the GUARNTEE makes sense (business)?
· Is it worth it
Licensing case study
· Case study: CHL (licensor) wants a $40,000 guarantee from NEW ERA (licensee) (sports hats)
· NEW ERA thinks they can see 150,000 units this year
· Royalty Rate is 5%... units sold for $5 each (whole sale)
· Is it worth it????
· 150,000 units * $5 each * 5% royalty rate = $37,500
· Less than the deal, fuck that deal


· Look at it a different way:
· 150,000 * $5 * x% = $40,000
· X% =    $40,000/ (150,000 * $5)
· X% = 5.33%

· What we are saying is that the effective/actual royalty rate is now 5.33% instead of the negotiated 5% because of the guarantee 

· Look differently again
· 150,000 * 5% * X% = $70,000
· X% = 70000 / (150,000 * $5)
· X% = 9.33%

· What we are saying is that the effective royalty rate is now 9.33% because it is more of an aggressive deal



· Is it worth it financially? NO.  BUT… it DEPENDS…
· Prestige?
· Proving Competency?
· Awareness?

· BOTTOM LINE
· If GUARNTEE < $37,500 it is clearly worth while
· If guarantee is > $37,500 should be other compelling reasons to do the deal!
· Assuming all projections are accurate!!!
· Sometimes projection of units sold is inaccurate

· Importantly don’t confuse royalties, guarantees, revenue etc.…!

· For licensee: royalty is just another expense of business… In this case a 5% variable cut into the margin

· For licensor: royalty is just another revenue line

3. Investments
· Last example JUST considered impact of a GUARNTEE … but there may be other costs:
· R & D
· Machine Costs
· Marketing Costs
· Legal Costs

4. Volume
· Property could accept lower ROYALTY if selling in the “mass”
· Mr. Wonderful and Wal-Mart
· Selling software for $29.99
· Wal-Mart wanted it to be sold for $9.99
· Huge cut in Margin
· Did it and became a multi-millionaire
· Selling at Wal-Mart will help you sell in the mass, you can sell much more, so even at a lower price it is worth it, Man was advised by Kevin O’Leary

5. Another Financial Concern
· What else could affect licensing business and profitability for sport properties?
· COUNTERFEITS
· INFRINGEMENT
· The single biggest issue facing major sports leagues is the sale and distribution of Counterfeit Jerseys/clothing
· It is estimated that it has cost the sports licensed world and retailers hundreds of million of dollars 
Remedies
· Anti-counterfeiting initiatives have three major remedies:
1. Turn into legitimate licensee
2. Cease and desist letter
3. Go to court

Benefits to Licensor

· Royalty income
· Effective as a marketing tool
· Extending the product line into areas where no expertise exists

Benefits to Licensee

· Consumer awareness/built-in audience property brings to a product line
· Avoid expense of building in house brand
· Differentiate














R

J—
P EEE
LR

s
e
AT —

=
T —

i componatof et oty i)

T st s e hergt b
e e e

et e v et




