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getting your fair share:
how to prevent royalty underpayments
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According to an Invotex Group study 88% of

licenses have underreported royalties

the problem
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last week’s stories
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Invotex Cumulative Findings thru 2010

Audit Deficiencies / Underreported Revenue $ Impact of the 88%

© 2011 Venable LLP

Questionable License
Interpretation

41%

Royalty Rate Errors
3%

Unreported Sublicense
6%

Unreported Benchmarks
or Milestones

1%

Transfer Prices
2%

Math Errors
5%

Royalties from
Disallowed Deductions

22%

$ Impact
Royalties from

Underreported Sales
20%
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27%
underreported

royalties owed by
1-5% of the total

amount
reported.

10%
underreported
royalties owed

by 6-10% of the total
amount reported.

12%
underreported

royalties owed by
11-24% of the total
amount reported.

9%
underreported

royalties owed by
25-49% of the total
amount reported.

5%
underreported
royalties owed
by 50-99% of

the total amount
reported.

25%
underreported

royalties owed by
more than 100%

of the total amount
reported.

12%
Correctly
Reported

88%
Incorrectly
Reported

Invotex Cumulative Findings thru 2010

Underreported Royalties as a Percent of Reported Royalties
88% Underreported vs. 12% Reported Accurately
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what to do to protect yourselves

 proper Contract Language

 review Your Royalties Statements

 conduct Audits
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net sales

 Gross vs. net (deductions)

 FOB sales

 What constitutes a “sale”

 Foreign sales

 Units or price

 Promotional units/Premiums
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combination products

 Apportionment
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reporting requirements

 Periodic

 Template

 Delivery format

 Interest penalties
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contract audit provisions

 Full access to records

 On site audits

 Ability to audit for completeness

 Confidentiality

 Electronic data format

 Who pays

 Audit post termination

 Copy facilities

 Knowledgeable employees
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sub licenses & affiliate sales

 Affiliate sales

 Sub licenses

 Distributors

 Joint marketing agreements

 Joint ventures

 Cooperation agreements
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other common mistakes

 Missed sales new SKUs

 Missed sales new territories

 Refurbished products

 Sub license fees not based on sales

 Math errors

 Royalty rate errors
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questions

Joshua Kaufman, Esq.

Venable LLP

575 7th Street NW

Washington DC 20004

202.344.8538 jjkaufman@venable.com

For more information please visit,
http://www.venable.com/joshua-j-kaufman/

Tony Elliott, CPA

2470 Stearns Street

Suite 275

Simi Valley, CA 93063

805.522.9125 toneliot@earthlink.net

Debbie Stewart, CPA

Invotex Group

1637 Thames Street

Baltimore, MD 21231

410.824.0141 dstewart@invotex.com

For more information please visit,
http://www.invotex.com/bio_drs.html

For more information:
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