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Royalty Rates
Robert Ambrose 

The Licensing Audit

It is not uncommon for licens-
ees to be writing a five or six fig-
ure check when they are audited 
by a major licensor. In many 
cases, audits reveal potential 
costs of more than one hundred 
thousand dollars or pounds for 
the licensee. That can have a sig-
nificant impact on the licensee’s 
cash flow, in addition to tying up 
working capital unnecessarily in 
a violations pot.

An audit by a licensor also 
has a huge impact on staff time 
and is not the best moment to 
discover that spreadsheets and 
manual systems have not kept up 
with new deal types and terms. 
Any licensee with over a dozen 
contracts with more than a hand-
ful of licensors is likely to strug-
gle unless they have bullet-proof 
systems and processes in place 
to manage every aspect of their 
deals.

Prepared for the Pain?
The pain is felt particularly by 

licensees as they normally are 
much smaller than the major 
licensors. As one licensing indus-
try veteran said about his own 
experiences: “The licensors 
became so powerful. You have to 
do things their way. Their audit-
ing could be brutal!”

In one case, just one small deal 
term that was missed resulted in 
a $2.5 million fine from a major 
licensor—despite the fact that the 
licensee already paid significant 
royalties above and beyond the 
minimum guarantee. After nego-
tiation the penalty was reduced to 
“just” a six-figure sum.

Think as Major 
Licensors Do

Many of the larger licensors 
in the industry are fortunate to 
have access to specialized licens-
ing software (e.g., a system such 
as FADEL IPM Suite) to stream-
line their licensing process from 
deal negotiation to royalty col-
lection. Having a system in place 
makes it very easy for them to 
spot errors and violations as they 
occur.

Thanks to cloud technology, 
licensees can have access to exactly 
the same rights and royalty man-
agement software—meaning they 
can have the ability to manage 
the entire lifecycle of their licens-
ing deals. Ensuring compliance 
with terms and avoiding violations 
becomes as simple as feeding in 
sales data and outputting licen-
sor-ready royalty reports. Such a 
system minimizes surprises and 
errors that previously may have 
been discovered several months 
down the line during an auditing 
process.

Compliance 
and Audit Trails

Spreadsheets or manual systems 
alone cannot keep track of the his-
tory of a deal or royalty calcula-
tions. They cannot control who 
has access, or know who made a 
crucial change to a calculation. 
A specialized, dedicated licensing 
system has the ability to keep track 
of every single change to a deal, 
every data point and every calcula-
tion. As a result, it is not a problem 
for a licensee to go back in time 
and see who changed what. It 
also allows licensees to 
show auditors that same 

information—demonstrating 
clearly that effective systems and 
processes are in place to maintain 
compliance and reduce the strain 
on staff members.

An effective licensing system 
is not just about surviving the 
audit; however painful that can be. 
It also is about avoiding unnec-
essary over-payment of royalties 
and excess back office costs. A 
specialized licensing platform for 
managing rights and royalties in 
the cloud has numerous benefits, 
including:

• Paying lower royalties. Our 
research shows many licens-
ees are overpaying royalties 
by as much as 15 percent, and 
tying up capital in reserve 
and contingency funds, “just 
in case.”

• Earning more royalties. By 
keeping track of deal terms, 
under-exploited properties 
and missed opportunities are 
immediately apparent.

• Reducing manual processes. 
From deal negotiation to roy-
alty calculations, licensing 
teams can spend more time on 
deals, less time on back office 
work. Royalty accounting is 
automated.

• Negotiating better deals. 
Licensees who demonstrate 
they have good systems in 
place to protect their licensors’ 
revenue and brands are in a 
better place to get the best new 
deals on the best terms.

The cloud makes powerful soft-
ware for licensees quick to imple-
ment and cost-effective to use. In 
many cases, instituting a special-
ized system is quicker and cheaper 
than a failed audit. FADEL’s vast 
experience of the licensing busi-
ness and some of the largest licen-
sors means we can help licensees 
implement an effective system rap-
idly and simply.
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