CBH - City Council Study Session 12/15/2009

CITY OF BEVERLY HILLS
STAFF REPORT

Meeting Date: December 15, 2009

To: Honorable Mayor & City Gouncil
From: Alison Maxwell, Director Economic Development and Marketing
Subject: Presentation of Beverly Hills Shield Trademark Licensing
Opportunity.
Attachments: 1. Bradford Licensing - Zodax — Trademark Licensing
Opportunity

2. Licensing Approval Protocol

INTRODUCTION

This item provides information to the City Council about a proposed licensing
opportunity for the Beverly Hills Shield trademark.

DISCUSSION

The City owns the trademark of the Beverly Hills Shield. In March 2007, the City
unanimously approved a license agreement with the Beverly Hills Chamber of
Commerce to manage development of sublicense agreements for the purposes of
promoting and protecting the Beverly Hills Shield brand and developing rovalty
revenue. The City also approved the selection of Bradford Licensing Associates
(BLA) as the license agent for the Beverly Hills shield brand to market the brand to
potential licensees and to provide business expertise in the development of a
cohesive licensing program. All license agreements are between the Chamber of
Commerce, Bradford Licensing and the Licensee. The City approves all license
agreements before they are executed, although it is not a party to the agreement.

In August 2009, the City approved a general a protocol for reviewing and approving
license agreements presented to the City. In summary, this protocol required any
licensing proposal that committed the City to an agreement of four or more years to
get approval from the City Council: “Any agreement for a term of four (4) years or
more shall also require City Council approval regardless of dollar amount.” The full
protocol is attached to this report as a reference.
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The proposal from Zodax as outlined in this staff report is for a five year term; as
such, it requires City Council approval before staff, Chamber and Bradford can
complete contract negations.

On November 19", Bradford Licensing presented the City Council Committee for
Branding and Licensing with a proposal from Zodax to develop a private label line of
home décor products for the Beverly Hills mark. This would include a range of high
end, uniquely designed products not limited to: table linens, vases, cutlery, cushions
etc. Products would be sold through a range of outlets including luxury retailers as
well quality middle market stores.

Trademark license deals represent a relatively passive revenue opportunity for the
City. The City (via the Chamber and Bradford) controls who may use the Shield
trademark; and, in return for afiowing use of the trademark the City (and its pariners)
receives revenue.

The only upfront investment required by the City is to ensure that the trademark is
properly registered in the applicable categories requested for the license agreement.
The cost of registering a mark is $2,000 - $3,000 per category in the United States.
For each foreign country a different registration search and application fee will apply.

Attached to this staff report is an overview of the company and the proposal. In
addition, the Chamber of Commerce will give an oral presentation at the Study
Session.

A summary of the principal deal points is a follows:

Licensee: Zodax

License Categories 12 categories requested relating to home
décor products.

Final number of categories will be
determined in agreement foliowing City
Attorney review.

Term of License 5 years
Exclusivity Yes
Payment Due Upon Signing $60,000

Guaranteed Minimum Royalties (Gross) | Year 1: $120,000 (inc. deposit)
Year 2: $200,000
Year 3: $400,000
Year 4: $600,000
Year 5: $800,000

Total minimum gross royaity revenue:
$2.12 million.

(Total net to City: approximately
$636,000)
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Other Terms Similar to the JT Brands agreement, it is
intended that the agreement will include
provisions requiring quality control, limits
on outlet discount sales; and, terms
regarding time frames for launching
products in categories into the market
place.

FISCAL IMPACT

As previously mentioned, this license agreement provides the opportunity for passive
revenue generation for the City.

An outline of the minimum required royalty payments as well as the overall gross
percentage royalty payments is outline above. If approved in all categories, the
approximate minimum guaranieed revenue to the City, in accordance with the
agreement with the Chamber and Bradford, is estimated to be $636,000 over five
years.

Expenses related to the registration of the Beverly Hills Shield trademark in
additional product categories and countries, including outside counsel, is anticipated
to be approximately $75,000 over the life of the agreement. The final amount is
dependent on the number of registrations in the US and internationally, as well as
the tenor of the negotiations with Zodax.

Return on Investment (RO

While primarily a passive revenue source, there are legal expenses related to
individual licensing deals. Taking into account the estimated revenue to the City
alone, minus the estimated hard costs associated with this agreement, as outlined
above, the ROl might be anticipated at just over seven dollars for each dollar
invested.

COMMITTEE RECOMMENDATION

Bradford Licensing presented the Zodax opportunity to the Council Committee for
Branding and Licensing (Mayor Krasne and Council Member Mirisch) on November
19", 2009. The Committee recommended that the Chamber and Bradford proceed
with development of a licensing agreement with Zodax to develop a private label line
of home décor products using the Beverly Hills Shield trademark.

The Commitiee discussed and recommended that the agreement should contain
language restricting outlet discount sales, and ensure termination protection in the
event that the licensee does not develop and deliver to market products in all the
licensed categories. The protections have been part of previous agreements and
City staff and City attorney’s office agreed to revisit these clauses for this new
agreement to ensure the City Brand was properly protected.

RECOMMENDATION
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It is recommended that the City Council approve the Chamber of Commerce and
Bradford Licensing to proceed with contract negotiations with Zodax to develop a
line of branded home décor products using the Beverly Hills Shield trademark.

Alison Maxwell, Director Economic
Development and Marketing
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