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The media industry is undergoing rapid and radical change,
driven in large part by new technologies, such as the Internet,
online publishing, and digital broadcasting. And at the heart

of your business is intellectual property.

To thrive in the digital media age, your enterprise needs to cope
with spiraling technical complexity and an increasingly com-
petitive business environment. How can you manage rights
inventory, license revenue streams, and royalty payments effi-
ciently and profitably as the number of media and delivery

channels explodes?

You do it with the intellectual property capabilities of
mySAP™ Media, the only integrated, comprehensive, inter-

enterprise solution for the media and entertainment industry.
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The intellectual property management capabilities of mySAP

Media are delivered by the mySAP.com” industry component

IS-M/IPM, hereafter referred to as IPM. IPM supports the entire

intellectual property value chain and provides the following

key capabilities:

= Automated and centralized contract management. Using
standard templates, you can create, modify, print, and store
all your contracts. Because there is a single storage location,
all interested and authorized parties can access and use the
latest version of a contract. This eliminates the problem of
multiple copies of a contract that are maintained by individ-
ual offices or departments within your enterprise.

= Centralized inventory for intellectual property rights. There
is now a single repository where all your rights are
maintained, whether they pertain to books, television shows,
or ancillary materials.

= Automated process for incoming and outgoing royalty pay-
ments. By automating the settlement process, you can elimi-
nate manual accounting systems and take advantage of the
financial reporting and analyses that derive from an online

system.

= Collaboration supported by enterprise portals. Employees,
customers, and vendors have access to the applications, infor-

mation, and services they need through personalized portals.

As a product life-cycle management tool, IPM uses a repository
for contracts and license rights. This repository enables you to
pull unique packages of content for a customer, based on a spe-
cific contract, and produce invoices, royalty statements, and

commission statements.

As an integral part of mySAP, IPM leverages all the key cross-

industry capabilities of mySAP.com, and combines these with a
collection of automated processes and tools designed specifical-
ly for the media industry. Figure 1 presents a detailed picture of

the solutions provided by IPM.

mySAP Media builds upon the functionality of the mySAP.com
e-business platform. Specific cross-industry solutions are partic-
ularly relevant to this industry, and integrate seamlessly with
mySAP Media, providing a comprehensive approach to e-busi-

ness.
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The intellectual property management capabilities of mySAP
Media integrate and streamline complex processes. These capa-

bilities enhance your control, and make you more efficient.

With IPM you can:
= Effectively manage all types of contracts with all your
business partners, including distributors, broadcasters, actors,

and agents.

Handle all the roles that a business partner may play at differ-
ent times and in different contexts; for example, as a licensor,

licensee, author, and actor.

Create individual property profiles.

Calculate the revenue and associated costs, such as

prepayments for each intellectual property that you own.

Determine how to distribute royalties to rights holders.

Adapt accounting processes based on business rules, payment

methods, and contractual agreements.

Track the performance of each intellectual property by rev-

enue, costs, income, and profitability.

Here’s a closer look at what these capabilities offer you.

Figure 2 demonstrates the processes that are supported in IPM.
When a media company acquires an intellectual property (IP), it
is procured and created in IPM and stored in the Utilization
Repository (Rights Inventory) as a “rights to exploit.” In the
same way, if a media company develops its own media product,

it would be stored and managed in the Utilization Repository.

The media company exploits the rights in the form of a media
product (film, book, song) that will be sold on the market.
Product sales generate incoming revenue streams (royalties)
from which the media company has to pay a share (outgoing
royalties) to the proprietor (author, composer, guilds) of the
right. If the media company trades rights or licenses, the pro-

cess is the same as that for merchandising products.
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IPM supports the following functions:

= Contract management

= Rights management, including inventory management and
rights reporting

= Settlement and reporting of incoming and outgoing royalties

= Creation, acquisition, and sales of rights

New functions support integrated processing throughout the
entire intellectual property life cycle by managing all agree-
ments or rights in the form of contracts — on the buy-side with
rights owners, holders, service providers, and clients; and on
the sell-side with clients and customers such as broadcasters,
sub-distributors, end users, and retailers. Standard templates
support the creation and modification of contracts. Because
the contract data is stored in the Utilization Repository, all

authorized and interested parties can view it.

Contracts contain data that is interpreted and used in opera-

tional functions. This data includes:

= Conditions for payments and royalty settlements

= Precise definitions of rights that are used or licensed for
exploitation

= Dates on which particular events are planned and for which
an activity is to be triggered, such as delivery dates for versions
of a film script, periods during which an actor is available, or
periods for which particular rights are to be used or licensed

for exploitation
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Contracts also contain descriptive texts, largely of a legal nature,
that are not used by the system. These texts are managed with-

in the contract to give authorized users access to the full range

of agreements and to generate a paper version that can be

printed and distributed.

The Utilization Repository (Rights Inventory) represents an
inventory of licensed, acquired, or created rights. As such, it is
the key element of IPM. It provides system-supported manage-
ment of used and unused rights and contains information
about the use of intellectual property rights. This includes:

= Rights availability

Collision checks

= Expiration of rights

= Contractual and non-contractual restrictions

= Exploitation requests for a media asset

= Assigned business partners and associated contracts

= Utilization tracking and reporting

In media industries, sales can occur as rights (outright) sales
where the licensor remains the proprietor of the intellectual
property but licenses all the rights of a property to a licensee.
The licensee can sublicense and exploit all rights of the respec-
tive intellectual property. Another type of sale involves grant-
ing a customer the license for a particular set of rights. For
example, a movie production company grants a broadcaster the

rights to show a film in a certain territory for a certain period.

A distinction exists between incoming and outgoing royalties.
Incoming royalties may result from the use of intellectual
property rights. Outgoing royalties can be based on sales
numbers, exhibition numbers, or other measurements for
utilization of the intellectual property. Outgoing royalties are
payments to the rights holders of an intellectual property by
distributors, publishers, or licensors. The rights holder can
be the rights owner, a beneficial owner, his representative, or

another party with a financial interest in the property.



RIGHTS MANAGEMENT WITH THE UTILIZATION
REPOSITORY

The Utilization Repository (Rights Inventory) is the central re-
pository of all information required for IPM. It provides tracking
analyses to determine which acquired rights are still available and

which rights are already utilized and how. A status overview pro-

The detail function of the Utilization Repository displays all
information about the usage of a right. It determines not only
the extent of the use of a right but also delivers datelines, terri-

tories, and other relevant information.

Figure 3 summarizes the areas covered by the Utilization

vides immediate information whether a right is open, reserved, Repository.

or blocked in an exclusive or non-exclusive manner. Further-

more, product proposals or license requests may generate a rights

request in the Utilization Repository that triggers the respective

acquisition process.
m [P right acquired, represented IP Rights m [P right licensed, may depend on events
m Option acquired Iltlllza_tloll (contract executed, invoice paid, tape
m Pre-contract interests Repository received)

m P (incl. rights) created (produced)

m Revert back: licensed right expired
(based on time or
consumption, such as 5th
broadcast or 100,000th tape)

m Sales contract terminated/
annulled

m Holdback rights exist/ended

m [P right sold off

m [P right exploited by owner (studio
distributes title; publisher uses right in
own book)/representer

m Expiration of acquired right or option

m Option granted

m "Blocked/reserved rights” for
ongoing negotiations or not (yet)
executed contract

m Pre-sales interest/opportunities

m Dark periods, hiatus, moratorium exists/ended

m Sequential markets/title life cycle/windowing (date/formula based)
m Blocking specific markets/media (rights out, similar to holdback)
m Allowing specific markets/media (rights in)

m Serviceability (materials available?)

m Co-ownership of same right O legal clearance required

m Other approvals

Figure 3: Utilization Repository (Rights Inventory)
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Before we discuss the functions of the Utilization Repository,
we need to define some of the business objects that are handled
by IPM. An intellectual property (IP) is a business object that
represents a certain piece of intellectual property, such as a
movie, a musical composition, a performance by a rock band,
or a novel. The IP may include an exclusive right or a partial
right to form a product. For example, a movie requires several
intellectual properties. Writers develop a script; actors perform;

a composer writes the soundtrack.

Information about an intellectual property is also known as IP
master data. Such data can be the title, composer, author, lan-
guage, or release dates. This data can be managed at several lev-
els: media product, IP, or IP rights. An IP right is a combination
of the IP (the work); the values for the different characteristics
such as type of exploitation, media, format, territory, and lan-

guage; plus the controls or restrictions (the rights) for the IP.

Intellectual Property

An IP right can consist of a combination of different IP rights,
such as the right to make and to show a film in a particular ter-
ritory, or the right to translate a novel into German and the

right to publish it in Germany, Austria, and Switzerland.

There are two types of rights:

= Exploitable rights, which are sold or licensed. They are speci-
fied at a detailed level; for example, the right to distribute a
motion picture in the United States.

= Underlying rights, which are usually not sold or licensed
directly but contribute to an IP. The underlying rights are
usually acquired for all territories, formats, and exploitation
types; for example, the right to use a novel for a motion pic-

ture.

Figure 4 depicts the relationship between an intellectual prop-
erty and the rights to that property.

Intellectual Property Rights

Describes only the work, such as
m Song of composer Z

m Novel X by author Y

m Motion picture “XYZ"

m English dictionary

m Tennis 2000 -the Film

[ ooo

Describes the rights on the work, such as
m To produce motion pictures based on
the novel X by author y
m To ... distribute, sell, license, ...
... throughout the world ..
... inany and all kinds of media ...
such motion pictures

Allow IP Hierarchies

m To produce and publish ... Or license
to produce and publish ... In any
medium ... In any language ...the work

Figure 4: IP and IP Rights
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When proprietors of intellectual property exploit their rights,
a publishing company usually represents them. A contract be-
tween a proprietor and a publishing company determines the

participation.

Utilization Repository Functionality:
IP (Right) Usage
The Utilization Repository handles many functions:
= Manages inventory by tracking rights in, rights out,
and restrictions.
= Checks availability of IP rights.
= Monitors the rights validation flow.
= Provides reports on IP rights such as availability, utilization

details, options, approvals, clearances, and sales.

The Utilization Repository can answer questions such as:
= “What did we earn on IP right x?”
= “What royalties did we pay for y?”

= “What is the current profit/loss position on z?”

IPM provides standard reports that pull together data from the
Utilization Repository. You can use these reports “as is” or mod-
ify them to suit your specific reporting needs. If your enterprise
requires additional analyses, you can easily define your own

reports.

Rights Inventory Management (Rights Availability)

A right refers to a particular IP and is described by a combination

of several categories: format, media/market, territory, and lan-

guage. Rights types and rights control information also define

the right. These include:

= “Direction”: in (acquired or interest) or out (interest, licensed,
or sold)

= Created or produced

= “Info only” (indicating who owns the right, if not the company)

= Clearance status, clearance date, and party

= Exclusive or non-exclusive

= Excluded (“everything, but ..”) or included

= Option ownership or controller “in” and “out”

With information from the Utilization Repository, you can
answer the following questions:

= Who has bought which rights for which periods?

= Which rights have been sold to whom for which periods?

= Which special restrictions about rights exploitation have been

negotiated (for example, exclusivity, holdback periods)?

Rights validation functionality is required for the following:

= Creating new content

= Searching for available IPs. For example, what music is avail-
able for a new TV series? What IPs are available in what media
and territories?

= Matching financial reports with licensed rights

= Supporting sales planning activities

13



The Availability Checking Process

Availability checks look all the titles to which a company has
rights, excluding products that have already been sold and sub-
ject to non-contractual restrictions. The result of the availability
check is one or more ranges of dates during which the requested

rights are available.

The content and order of availability checks varies by product
type and media. For example, the process to determine the avail-
ability of a song differs from the process to determine the ability

of a television right.

Figure 5 shows the input and output for an availability check

for all materials in the theatrical market.

IP description: * Input
Media/Market: Theatrical
Territory: us. — Availabilit

y of
Term: 2001-2004 - aht 2
Materials: " required IP right 7

Output

m (Basic) IP information (including foreign title names)
m One or more ranges of dates of availability and/or
m Reasons for “no avails” (Right not owned. In this case: “Who
is the owner?") or
m Restrictions/collisions, such as
m Available subset of requested right (requested Free TV O
syndication only) or
m Conflicts/conflicting contracts, such as right not owned, but option
available
m IP right legally cleared (on all IP levels!)
m Further approval required by ...
m (Link to) historical license information

Figure 5: Rights Availability Check
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In addition to the data input shown in the above figure, you can

use other parameters to check availability:

= Complete or partial identification of intellectual property or
right, including “fuzzy” queries

= Top down searches for IPs that satisfy certain attributes and/or

availability criteria

You can also specify that the system perform verification opera-

tions to ensure that the IP right:

= Is available, that is, it has been acquired or a representation
agreement exists

= Has not been licensed to a third party

= Matches the IP utilization status, life cycle, or window

= Not licensed to domestic TV while title is in domestic theat-
rical use

= Not licensed to cable TV while title is on pay-per-view TV

Materials such as dub tracks, video tracks, and promotional
brochures are often shipped with the license. In this case, the
system must verify the serviceability of everything on the bill of
materials by checking such items as format, language, audio,

and quality of material.

Utilization Tracking

Utilization tracking analyzes which of the acquired rights are
still available and which rights are already being utilized and
how. A status overview provides information about whether a
right is open, reserved, or blocked in an exclusive or non-exclu-

sive manner.



The detail function in the Utilization Repository shows all

information about the usage of a right. For example, the details

for entertainment utilization can include:

= Option to show IP attributes such as cast, synopsis, release
dates, and ratings

= Activity details, such as release patterns, theatrical box office,
past exhibition in media or territory, and advertising budget

= Media details

= Internal sales history information such as last licensee, last
contract number, license term, rights sold, and historical

license fees

PLANNED AND ACTUAL INFORMATION

IPM provides planned and actual utilization figures for specified
forecast period(s) as well as the lifetime of the IP. If authorized,
you can run reports on planned revenues and costs, and com-
pare these against actual data. With this functionality, you can
forecast and analyze the risks and opportunities of utilizing

rights.

You can also use this function to determine the financial viabil-
ity of extending or renewing expiring rights, or evaluate the
financial impact of licensing rights that cannot be immediately

serviced.

WORKFLOW AND CALENDARING

Activities and workflows can be triggered automatically. These

activities do not refer solely to rights inventory data. They can

also be partially triggered from contracts, for example, out of

the sales process.

= Alert an individual if approval is required for a purchase, sale,
or other activity. For example, an author must approve the

translation.

= Trigger workflow if legal clearance is required to purchase
or sell a right.

= Trigger the shipment of physical material, which in turns
starts the invoicing process.

= Alert an attorney that an option or right is about to expire.

= Remind a partner that the translation is due in two weeks.

ROYALTY ACCOUNTING

Royalty accounting refers to incoming and outgoing royalties.
Similar processes are required to audit and process both incom-
ing and outgoing royalties, with the exception that incoming
statements are based on more summarized information than

outgoing royalties.

Incoming revenues are generated through rights collected from
different business partners, such as distributors, retailers, and
wholesalers. The functions that support incoming revenues
refer to sales of rights and media products. These functions cal-
culate and settle royalties for the related business partners.
Master data for royalty accounting covers the entire royalty set-
tlement process: royalty payments, royalty contracts, and special

agreements.

Figure 6 summarizes the four major processes.



Invoice

Item 1. IP (Right) # of books
publish price, net receipts

net receipts
Item 3. IP (Right) License # price,
net receipts

Item 2. IP (Right) # of CDs retail price,

Royalty Statement

Business partner (rights holder)
IP (rights)
Payments (actual + cumulative)

Contract
Revenue Recognition

§ 1. Business Partners

§ 2. IP (Intellectual Property)
§

8§

Product Revenue O A/R

Rights, License Revenue [0 Cash 3. IP Rights

Royalty Calculation

———— X
Calculation rules

Sales type

4. Compensation Royalties

Figure 6: Royalty Accounting

Royalty accounting has two sub-processes. The basic data for
subsequent settlement is made available in the first sub-process.
This process is performed independently of any contract, which
means that only valuation principles that apply throughout

the organization are considered.

In the following example, distribution expenses are always

deducted from the gross amount. This adjusted gross figure

becomes the basis for subsequent royalty settlements. The

process is as follows:

1. Provide basic data such as gross and distribution expenses
per IP and territory.

2. Adjust basic data by deducting, for example, distribution
expenses from gross.

3. Accumulate the basic data by territory or period.

In the second step, the settlement uses basic data from a specific

contract.
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Incoming Royalties

Incoming royalties are generated by the utilization (sale) of an

IP right. Additional revenue can be generated by the sale of

products or services associated with that IP. The following list

provides examples of sales transactions that could generate

royalties:

= Rights sale (use a certain set of rights for a specific time)

= Outright sale: all or some rights of an IP are licensed for a
specific term at a fixed fee

= Royalty or license sale: all or some rights of an IP licensed
for a specific term at a percentage of the gross receipts to be
derived from the exploitation

= Group deal: distribution deal involving several IPs

= Format: right to develop a new product based on a concept

= Product sale (merchandise, books, videos, or CDs)

= Service sale

= Production service (sell service to create a program)

= Sub-distribution or agency service (service to distribute media
products on behalf of another party)

= Sponsorship

= Consulting services



In the entertainment business, revenues may be tracked by
movie title (IP), market, format, territory, distribution channel,
media product, or even at a more detailed level. Incoming rev-
enues are broadly classified in the same way in publishing. In
publishing, revenues are tracked by ISBN formats, market, lan-
guages, and territory. This type of detailed information is
required for royalty calculations because each set of rights has
different conditions (prices). This information may also be used
for availability calculations, statistical analyses, and financial

reporting.

Revenue may result from the sale of product/license bundles.
Selling movie packages (such as cross-collateralized packages) is
common in the entertainment business, but it is also possible
to summarize several products as a compilation in the publish-
ing and music industries. IPM provides the interface to automa-
tically allocate receivables, revenue, and cash to each IP (or level

of detail at which activity must be tracked).

Revenue recognition for product sales is not handled in the same
way as for license sales. In the case of product sales, revenues are
usually recognized when delivery occurs. In the case of rights
sales, revenues are usually recognized when the product becomes
available to the licensee for exploitation, based on the term of

the license.

For series programming, the contractual due date is used for
revenue recognition. For live programming (events), revenues
are recognized in the period during which programming (events)

occurs.

Revenue Allocation

Certain business transactions may lead to sales being entered at
a level that is not suitable for calculating outgoing royalties. The
contract should contain a provision that allocates revenue to IPs
based on their respective weights. For example, when a transfer
right is sold in Europe, outgoing royalties will be valued at the

level of the individual countries.

This makes it possible to support the requirement to create an
open item for a specific IP and assign controlling (CO) objects,
such as profitability objects, when the billing data is transferred
to accounting. The detailed IP information must be retained

throughout the billing and financial posting processes

Revenue has to be allocated according to the business transac-
tion allocation. The revenue associated with IP contracts must
be allocated to individual IPs for accurate IP management and
reporting. It must be possible to allocate revenue to the follow-
ing elements:

= [P

= IP attribute (grouping, IP type)

= IP right (media, territory, format, language)

= G/L account (may be derived from contract type, IP,

and IP right)

Revenue Recognition

Various rules control when revenue is recognized from the sales
transactions. Depending on the type of business transaction
(TV vs. theater) and the type of payment (flat vs. variable fee),
revenue recognition may be controlled by a particular pointin

time.

Points in time that can be used to trigger revenue recognition
include:

= Publication date

= Date on which event occurs

= Contract signing date

Date of availability on the market

Due date according to contract

Date of incoming royalty statement

17



Revenue recognition and the billing transaction can occur at
different points in time. Data and values in the contract and
sales document are the basis for revenue recognition. The recog-

nition date can be defined in the contract and sales document.

A revenue recognition date is needed to produce accurate rev-
enue forecasts. If the revenue recognition date is unknown, an
anticipated revenue recognition date must be recorded, if avail-
able. All unrecognized and recognized revenue must be record-
ed, processed, tracked, and reported at the IP level (or another
appropriate level in the IP hierarchy). It must also be tracked for
each aspect of an IP right.

Outgoing Royalties

Participation, royalties, and residuals represent different types

of outgoing royalties. Various types of participation payments

result from the sale of rights, services, or products that refer to

an intellectual property:

= A one-time payment to the proprietor to make the rights
over to a production or publishing company. The rights
would then represent an asset of the purchasing company.

= Participation payments made to the rights owner or parti-
cipants based on sales, distribution numbers, contract agree-
ments, or the number of exhibitions. The amount of com-
pensation payable to a participant could be based on a percen-
tage of revenues (profits) from the media product.

= Residuals paid to associations of artists, writers, and composers,
such as guilds for the movie industry or ASCAP and BMI for
music composers.

= Sub-distribution of IP rights or media products by one busi-
ness partner on behalf of another partner. In this case, the
sub-distributor receives incoming royalties and revenues,
retains a royalty percentage, and forwards the remainder to

the original owner.
Distributors, publishers, and licensors pay outgoing royalties to

the proprietor, beneficial owner, representative, rights holder, or

other financial beneficiary of an IP. Incoming revenue can trigger
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payments (outgoing royalties) to rights holders, rights owners,
or participants. Incoming revenue is usually the basis for outgo-
ing royalties. The contract with a rights holder defines the level

at which revenues are to be tracked for an IP or IP right.

Many different types of outgoing royalties can be paid to rights

holders:

= Fixed amount of money. Payment could be dependent on
preconditions; for example, an author has to produce a
script.

= Royalty based on a percentage of, for example, gross receipts
or publishing list price

= Advances that are recouped against future royalty payments

= Minimum guarantees that can be recouped against future
royalty payments

= Grants (guarantee in publishing)

= Branding fee (for trademark license)

= Signing bonus fee

Outgoing royalties (outgoing payments stream) are calculated
when media products or rights generate incoming revenues.
Most of the royalty recipient's compensation (determined in the
rights acquisition or other contract) depends on the perfor-
mance of the IP (incoming royalties). For example, royalties are

paid to the author of a novel for per-unit book sales.

Outgoing royalties are also dependent on expenses and other fees
that are defined in the contract. Examples of expenses include
distribution expenses, advertising expenses, and payments to

guilds and other associations.

The point at which incoming royalties are recognized during
the calculation of outgoing royalties usually depends on whether
the revenue has been recognized and paid. Outgoing royalty
payments are usually accumulated over a period of time and
paid according to the payment schedule specified in the contract.
In the case of product sales, a royalty payment can be due when
the receivable is created. In the case of rights or license sales,

revenue must be recognized when the receivable is paid.



Royalty Calculation

Calculation of the royalty share uses different kinds of IP-relat-
ed information, such as numbers and characteristics:

= Box office gross from a specified source

= Receipts: gross, adjusted gross, or net

= Subscription level

= Volume of printed products

= Number of pages

= Events (“award winning” or “bestseller listing”)

= Interest rate

= Usage amount (TV run time)

Royalties can be based on the amount of money per unit:
= Program hour or program run

= Merchandising unit

= Product (video tape or book)

= Page

= Download or mouse click

Complex contractual clauses may require additional calcula-
tions before the settlement document is created and valued.
= Interest for advances

= First artificial break-even point plus interest for advances

Second artificial break-even point

Total royalties receivable or payable

Royalties for the sales volume that falls above the first artifi-

cial break-even point

Royalties for the sales volume that fall above the second arti-

ficial break-even point

The components of any calculation may or may not be applica-
ble to other calculations. The ability to define templates with
varying sets of calculations is critical, as is the ability to attach
the templates to contracts and override individual calculation

COHlpOIleI’ltS as appropriate.

Royalty (Statement)

The royalty statement contains all relevant data concerning
the settlement of royalties. All gross and net sales and revenues
for the respective IP and other contract-specific data are listed in
the statement (whatever is required to derive the outgoing roy-
alty). Additionally, the calculation rules for the payments to

the proprietor (business partner) may be listed.

Statement types (such as incoming royalty statement, outgoing
royalty statement, and participation statement) describe the
purpose of a statement and its usage. A statement item
describes each individual intellectual property, if several IPs are
included in the statement, and the agreements for each item.
Royalty earnings (percentages), payment conditions, sales num-
bers, and other special agreements are documented here. The
statement sums up the royalties and expenses, and shows all
the calculations based on each gross or net deal and other con-

tract-specific requirements.

For the entertainment industry, a royalty statement may con-
tain the number of subscribers, gross receipts, deducted fees,
expenses, term, title, rights, current activity, cumulative activi-
ty, and balance. A royalty statement in the publishing industry
would contain the publication date, accounting period, title
(ISBN), total sales, net receipts, free copies, expenses, copies sold

in period/life, and sales channels.

IPM has to provide tools for simple import, review, calculation,
auditing, and recording of royalty statements. All royalty calcu-
lations and transactions must be linked to the contract(s) to
which they apply. IPM will also provide functionality for state-
ment reminders and Internet self-service for rights holders and

customers.
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All relevant partners from the contract and sales transactions are
transferred from SAP® CRM to the SAP® Billing Engine in their

respective roles, along with the other transactional data. In addi-
tion to the mandatory business partners, you can add any option-

al business partners as required.

STRUCTURE OF THE ROYALTY STATEMENT

The actual structure of the statement can vary considerably.

However, the contract controls the structure to a certain

extent.

= Items in an incoming royalty statement can represent the
respective IP, another level in the IP hierarchy (such as episode),
or IP right involved. They can also represent physical products
sold under the licensed IP right (merchandise).

= [tems in the settlement document for a participation state-
ment can represent royalty payments that are due for each IP
based on the calculation terms defined in the participation
portion of the acquisition contract.

= Items in a royalty settlement for an author of a novel can

represent royalty payments from book sales of an ISBN.

EVALUATION OF THE ROYALTY STATEMENT

After the basic values have been prepared independently of any
contracts, the conditions in contracts for the rights holder are
applied. Since royalty calculations can involve complex formu-
las, it may be necessary to determine these initial values first in
additional calculations. This can be illustrated with the follow-

ing example from the entertainment industry.

To calculate royalties, the gross sales volume (gross receipts)
and scale levels are calculated according to contract conditions
(first artificial break-even point, second artificial break-even,
actual moving break-even point). The calculation for the break-
even points depends on the calculation of the distribution fee.
The distribution fee is a percentage of the sales volume and can
vary for each market and territory. Various percentage rates
are required to calculate the first, second, and actual moving

break-even point.
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The results of these additional calculations are entered in sum-
mary form on the settlement document evaluation. Different
methods of calculation (pricing procedures) can be used at the
item level (for example, “off the top” vs. “off the bottom”) when
the settlement is evaluated. When a document is created, par-
ticularly one for incoming royalties, business transactions must
be reported with different currencies. Taxes are also calculated

when the settlement document is evaluated.

CUMULATED VIEW OF HISTORY

A settlement considers the overall view plus the results from the
current period. The level for this overall view can be one of the
following:

= For each contract

= For each rights holder

= For each rights holder and IP

= Groups of rights holders

= For each IP right (IP, media, territory, etc.)

The contract defines the levels at which various factors are taken
into account. The overall view cumulates and retains values from
the settlement document even if sections of the settlements have
been reorganized. This view is also used for data transfer when
contracts are copied from other organizations (entertainment
industry: “negative pickup”); when business partner reporting
is required for co-productions or sub-distribution; and during
the migration of legacy systems into IPM. The overall view is
particularly useful for offsetting incoming and outgoing pay-

ments.

It must be possible to control the business transactions and val-
ues for which offsetting offers and restrictions exist. In an exam-
ple from the publishing industry, book sales for an author are
collected in a “general book account.” These receivables are oft-
set against the payables from royalty payments. In an example
from the entertainment industry, scales for scale-based royalty
calculation can be exceeded and then undershot by returns.
Settlements that have already been performed must be recalcu-
lated based on the new values. The overall view can be used to

recalculate the difference.



PAYMENT SCHEDULES FOR OUTGOING ROYALTIES

The contract contains information about payment schedules.
Several options are available:

= Advances

= Payments due with royalty statement

= Milestone (financial break-even of film)

= Periodic payments (monthly, quarterly)

= Installments

Compensation can be paid per individual item for rights and
services, or at a higher level of the contract. In the entertainment
business, some payments that are made for rights or services are
considered production costs and are not treated as participations
or outgoing royalties, such as the fees paid to a service provider
for providing services under a term deal. Often, a financial ac-
tivity occurs that creates royalty activity on a schedule different
from the royalty-reporting schedule defined in the contract.
The royalties should be calculated on an accrual basis as the
activity occurs so that future royalty payments can be properly
forecasted. In publishing, most compensation is allocated to
titles, that is, at an item level. This includes offset fees, supplier

material, and trademark fees.

All mySAP.com components support posting and material
valuation in three different currencies. In the media industry,
compensation may be paid in multiple currencies; for example,
an advance in British pounds and royalties in United States
dollars. Some companies use a fixed exchange rate for royalty
calculations until the advance or minimum guarantee is
recouped, at which time the current exchange rate is used.

In other cases, fluctuating currency exchange rates are used

to calculate and record the appropriate gain or loss.

RIGHTS, LICENSES, AND PRODUCT SALES

Rights and license sales are handled by IPM, while media product
sales are supported by mySAP™ Customer Relationship Mana-
gement (mySAP™ CRM). IPM users can access media product
sales functions in mySAP CRM. And the system provides an
interface that transfers data that is required in IPM from a
product sales system, whether it is from mySAP CRM or some
other sales system. When the rights procurement process is
completed, the user can check the Utilization Repository for
rights that are not exploited and use them for rights/license

sales.

Sales Contracts

COMPENSATION

All amounts must be processed and recorded at the IP level, or

at another appropriate level in the IP hierarchy. Most compensa-
tion is allocated to titles, that is, at the contract item level. Some-
times compensation is entered at a higher level, especially when
it is not attributable to a title. For example, supplier material,
offset fees, and trademark fees are all related to a trademark

and not to a title.

FLAT FEES AND BONUSES

Fees can be either a fixed amount or a calculated amount. The
amount can be based on preconditions or calculated using a
formula. Fees can also be a percentage based on characteristics
such as subscriber level, box office gross, volume of printed

copies, number of pages, or product characteristic.

Bonuses are usually based on an amount per unit. A unit can
be advances or minimum guarantees that are often recoupable.
Amounts are used for reporting in conjunction with the con-
tract status. For example, minimum guarantees may be “unre-
cognized” revenue before financial approval but recognized

revenues after approval.
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The payment schedules for flat fees or fixed amounts are defined

in the contract. The schedules can be based on specified dates

or triggered by events:

= At milestones (upon delivery of material, for example), fixed
dates, or events (number of runs reached, for example) or
combination

= Days, weeks, or months after a milestone, date, or event

= Single, monthly, or quarterly payments with statements

= Number of installments

AGENT FEES AND COMMISSIONS

In the entertainment industry, commissions and agent fees
(defined in other contracts) may be deducted from fees and
royalties. However, participation has to be based on the initial
amount. Net royalty statements that are remitted by agents or
clients must be booked at gross and include the deducted

expenses.

CROSS-COLLATERALIZATION

In the entertainment industry, a deal can combine any number
of titles (properties) in the contract. In this example, title 1 is
making $5 while title 2 is losing $2. In a cross-collateral deal, the
licensee reports $3 as a basis for royalties. If there is no cross-
collateralization, the basis for royalties is $5; that is, $0 for title
B; $5 for title A.

Participation and outgoing royalties may be based on the indi-
vidual title performance in both cases or may also involve cross
collateralization, with the same titles or with different titles.

Titles from multiple contracts could be combined.
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Cross-collateralization is not common in the license business for
publishing sales, although it is sometimes found on the acquisi-
tion side. Publishers are using cross-collateralization on prod-
uct sales. For example, an economics book package combines
three books from different authors. Book 1 is a bestseller, while

the other two are of average quality.

INTELLECTUAL PROPERTY PROCUREMENT

Business partner management, business partner data, contract
management, and purchase order management are all part of IP
procurement. The entire process is monitored, from purchasing

to goods receipt handling and invoice verification.

Acquisition contracts with rights holders or owners will be

covered, such as:

= Short form contract (deal memo)

= Service contract (work for hire deals with, for example,
actors, producers, and directors)

= Acquisition contract (deals with exploitable rights, such as
entire IPs, titles, negative pick-up)

# Underlying rights contract, primary rights

= Joint ventures, co-production, co-publishing, or co-financing

# Term deals

= Combination of contract types



IPM works seamlessly with mySAP.com components to deliver
powerful functions. The interfaces with financial and account-
ing systems are integral to managing the complex process of
royalty accounting. IPM requires thousands of data points, which
it accumulates and evaluates in the Utilization Repository.
Interfaces for inbound and outbound data conversion are pro-

vided.

IPM keeps pace with the changes in the business environment
by close integration with mySAP™ Enterprise Portals and
mySAP™ Exchanges, and by providing mobile access to its func-

tions through these two solutions.

The user interface for IPM provides role-based access to services,
applications, and information that employees, customers, and

vendors in the media industry require.

INTERFACES TO FINANCIALS AND ACCOUNTING

IPM is integrated with all relevant mySAP.com components,
such as Financial Accounting (FI), Controlling (CO), and Sales
and Distribution (SD). As shown in the following table, IPM

integrates with other components in several key areas.

Data from ... Integrates with ...

IP and IP rights SAP Financials Asset
Management

Business partners and contracts mySAP CRM

Profitability analysis CO-PA, SAP BW, SAP SEM

SAP A/R and A/P or
SAP FI-CA, SAP TR-CM

Cash processing and

cash management

Inbound royalty calculation Billing engine, SAP AR

Outbound royalty calculation Billing engine, SAP AP,

or other system

Financial Accounting and the SAP BW

All financial activity must be recorded, processed, tracked, and
reported at the IP level (or another appropriate level in the IP
hierarchy). It must also be tracked for each aspect of an IP right.
Interfaces are provided to enable billing via sales contracts and
sales orders for IP rights (licenses) and IP products (book, videos,
CDs). Revenue feeds into FI (A/R) where it is used to calculate
outgoing royalties for rights holders (A/P). Extractors and
InfoCubes facilitate the interface with the SAP® Business Infor-
mation Warehouse (SAP® BW), where data can be transferred,

consolidated, and used to generate reports and analyses.

Cash Processing

Cash processing is a critical function in IPM. In addition to the
business rules that define when revenue is recognized, the time
at which revenue is considered paid is critical to the outgoing
royalty calculation. Paid revenue includes cash receipts applied
to outstanding invoices, but can also include discounts, deduc-

tions, and adjustments.

Cash Management

SAP Cash Management (TR-CM) provides a basis for making de-
cisions for financial planning. The daily financial status provides
information about the short-term financial position in bank
accounts. The liquidity forecast integrates anticipated incoming
and outgoing payments from financial accounting, procure-
ment, and sales and distribution in a middle-to-long-term
liquidity trend. Payment streams from Treasury Management

financial transactions can be integrated in both evaluations.

TR-CM allows you to analyze financial transactions in closed
review periods. It helps you identify and record future develop-
ments for the purposes of financial budgeting. In addition to the
traditional financing rules and statistical ratios, dynamic liquidity
analysis methods such as cash flow analysis and flow-of-funds
analysis are gaining in importance. Flow-of-funds analysis in
particular is used to acquire information about the origin and
use of funds. In R/3, the Financial Information System handles

flow-of-funds analysis.
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INTEGRATION WITH OTHER mySAP.com COMPONENTS Many of these integration functions are under development.

Figure 7 shows that IPM is integrated with other components of Workshops with industry leaders have led to multiple develop-
mySAP.com. The Utilization Repository is the key element of ment projects. The results of these projects will be available for
IPM. It supports many of the other functions and processes the initial release of IPM.

such as intellectual property management, royalty payments,

and reporting and analyses.

Acquisition
Contracts

Business Partner
(Proprietor,
Participant)

Outgoing
Royalty
Statements

Outgoing
Royalty
Calculation

Asset

Sales Contracts

Sales Orders
1PM
P
Intellectual
Property CRM:
Marketing,
Sales, Service,
Opportunities,
Business
Partner
(Customer)

Incoming
Planning & Management: Royalty
Reporting Valuation Calculation/
Depreciation Billing

Figure 7: IPM Integration
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IPM as an Industry-Specific Enhanced Variant of SAP CRM
Since IPM requirements are passed directly to SAP CRM and
the Billing Engine, IPM should be regarded as an integral part
of SAP CRM. The IPM functions described in this document
therefore enhance the cross-industry functions provided by

the SAP CRM development.

mySAP CRM functionality that is not IPM-specific is not des-
cribed in detail in this document. The IPM solution will be based
on the mySAP CRM solution and will use the SAP Billing Engine
to perform the royalty accounting process. This ensures that
both the standard IPM business processes and Internet sales and
e-procurement of rights, which form the basis for participation

in an intellectual property asset marketplace, will be covered.

Integration of Media Product Development

There is a close relationship between the media product devel-

oped and the IP rights for the product. The design of IPM ensures

that these relationships will be maintained properly. The busi-

ness requirements with regard to media product development

include support for the following processes:

= Identifying the IP rights necessary to produce or sell a media
product

= Identifying the IP rights necessary to use a certain piece of
content (a certain IP)

= Producing or selling a media product

= IP life-cycle controlling (combining rights sales and product

sales)

INTERFACES FOR DATA TRANSFER
IPM will provide the file structure for the inbound conversions

and interfaces as well as the APIs for data input and output.

Initial Data Transfer

Before it can be loaded into IPM, data for the initial transfer must
be formatted by programs that are created for specific projects.
IPM will provide the file structure for the inbound conversions,
the interfaces, and the APIs for data input and output. The in-
bound conversion programs are designed so that they can be

re-used with various data sources on an ongoing basis.

The amount and level of detail of historical data to be transferred
to IPM depends on the level of detail for which on-line access is
desired. There will be an option to load legacy data at either a de-
tailed or a summary level. The Utilization Repository and avail-
ability calculations must be able to access and consider legacy

data at any level in the IP rights hierarchy.

Ongoing Data Transfer

Data has to be loaded from or transferred to other systems
because certain sub-processes that affect the rights inventory or
royalty settlement may be managed by other systems. This can
occur if the legacy system has not yet been migrated to IPM.
And there may be sub-processes that cannot be managed in an

optimum way by IPM for the near future.

This can include:

= Data from other sales systems, such as non-CRM product
sales or ad sales for barter deals

= Data from other production systems, such as release dates
or material status

= Contract data from other contract systems

= Royalty settlement data (cumulated)

= Rights inventory data from other rights systems and digital

asset management systems

IPM will provide an easy-to-use and flexible data import and

export facility for the required interfaces.

SAP EXCHANGES (MARKETPLACE)

IPM is poised to respond to business trends in the media indus-

try. These trends include:

= Globalization, including multinational use of content as well
as mergers and acquisitions that pool IPs and IP rights

= New media, including multi-purposing of content and cross-
media exploitation

= Customer differentiation and personalization of products
and services, including content on demand and “push”
information services

= New sales channels and new players



New markets require new business processes. These include:

Market

Process

Books, music, videos

= B2C internet sales (digital/
non-digital product)

= Personalized products

# Products on demand

= Web publishing

TV

= Broadcasting to Web

= Mobile phones

= Interactive TV

= Niche/“special interest” channels
= Digital delivery to broadcasters

= Content owner/broadcaster

partnerships or joint ownership

Movies

= Broadcasting to Web
= Digital delivery to theaters
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mySAP ENTERPRISE PORTALS

The mySAP Enterprise Portals solution support online access
to IPM via the Internet. Access to IPM functionality is based on
user roles and the corresponding authorizations. The initial
release of IPM will include templates for such roles as contract
attorney, royalty accountant, and rights manager. Depending
on roles that have been assigned, users see the portal as the
single point of entry to activities, services, and products they

need to perform their job.

For example, the contract attorney has immediate access to the
contracts for which he or she is responsible without needing to
know the menu path, interface icon, or even the database on
which the contracts are maintained. Through the portal the
attorney can access legal research services and external news
sites that are relevant to the entertainment business. And these
are all available directly from the PC or laptop, the same one

that he or she uses for e-mail and calendar functions.

Employees are not the only users who can benefit from access-
ing IPM through a portal. For example, rights holders can go
through a self-service portal to check their statements and pay-
ments. A third-party data provider can review usage data that
has been uploaded to IPM and validate the revenue figures. These
are just a few examples of how externally facing portals can be

used by customers, vendors, and others.



mySAP Media is the only fully comprehensive intellectual pro-
perty management solution for the media and entertainment
industry. It builds on SAP’s industry-specific expertise to provide
you with efficient, end-to-end support for all your intellectual

property—related processes.

Media and entertainment companies must have integrated

intellectual property management to thrive in the digital age.

The intellectual property management capabilities of mySAP

Media deliver the following benefits:

= Improved exploitation of your rights inventory, including
real-time availability checks and greater data transparency
for faster decision making.

= Increased revenue from sales and licensing of all types of
intellectual property rights.

= Accurate royalty accounting for both receipts and payments
of royalties, thanks to seamless, end-to-end data flow.

= The ability to analyze the performance of intellectual proper-
ties over their entire life cycle.

= An end to costly, time-consuming work to ensure consistency

between various stand-alone systems.

With the intellectual property management capabilities of
mySAP Media, SAP has extended its range of state-of-the-art
solutions to meet a key growing need of companies in the
media and entertainment industry. The powerful, integrated
functions of mySAP Media will help you tap your company’s

unrealized potential and improve its performance.
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