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- The largest music entertainment consumption market, China’s

01 unique market is one with karaoke bars, TV screens in private

ﬁﬁ ' rooms and brick-and-mortar stores with on-demand services

iﬁ A provided by site operators.
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0 Karaoke was introduced to China from Japan in the early 1990s.

Today, it is one of the most popular mass entertainment

consumption activities. China has also become the world’s largest
karaoke consumer market. There are more than 50,000 karaoke
bars in China with over 2 million private rooms.
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According to the data released in the 2017 China Music Industry Development Report by the Music
Industry Promotion Working Committee of the China Audio-Video and Digital Publishing Association,
the total revenue of China’s karaoke market in 2016 was around RMB 869 million.
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Karaoke copyright fees have always been negotiated and collected in-person through a
third-party collection service. If negotiation fails, litigation ensues. This often leaves the
rights holder and the user in opposition, which leads to high costs, low efficiency, slow
growth and prolonged cycles of settlement. More importantly, with no data on the use of
works, distribution of revenue becomes a problem. Moreover, the collection process is
opaque and prone to fraud such as black-box operations. However, as pay-per-view charges
and distribution schemes have not been possible given the available technologies, CMOs
could only resort to labor-intensive payment collection. The process lacked transparency,
and effective supervision, with little credibility in the available data. Neither the rights
holder nor the user were satisfied and murmurs of discontent were common among markets
and media outlets. If the situation continues, the development of collective management
will be jeopardized and the karaoke market will be in chaos. We have been trying to make a
difference by exploring ways to reform and innovate.
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From our observations, the karaoke market is part of the traditional market in the sense that it is an
industry that has not been disrupted by the internet. The conditions for building a big data copyright
management system have developed while technologies are becoming more sophisticated through
innovative business models and the integration of industry resources, and with the help of advanced
technology elements that support a copyright collective management system.

A ENEER— REFR TR | FAOKNMIZSERMNELE R FaTEAR , ERAESH
RIEL RALOKEEIZAT. 200525 A-RAIOKBBERIFEAMMESCIREER , tHHFIBRIRIBRSE
HAARAIVODIRERRM. Eit , FAOKMIZR— M =ERER. DERIEEISE , EATRER
BARAB R — U AR E BRI, FeIBR T IRAFESRELIIRITAIIIRES , REENTEREIEIFH
AR ER S ERETIRE , KESEEVODIRER. RHROKHT. #RRAOK , ERKERIN
RNEFFWER , EX N EARIEEERRE SR A— I ERIIMNG , X MNE BT EFHIMN
B, ERITEHMIRMAEFNEAREERRSIER , BREFREAA. BITRER. SftfiIehErY
AR, FERHEHEAN-RRIOKITAVATFERESR,

Big data copyright management is a systematic project. Completely different from online music platforms,
the karaoke market is composed of tens of thousands of scattered and separate karaoke establishments
with more than 2 million karaoke private rooms. All on-demand music systems are provided by
independent video on-demand (VOD) equipment vendors, making it impossible to get one stop solutions
to problems in the same way internet based sectors can. Once the technology is in place, the priority lies in
how to benefit all parties, including VOD equipment vendors, karaoke sites, mini karaoke rooms, music and
copyright companies through innovative business models, making this huge physical store cluster into a
network that can create new value. With the services we have to offer, we are confident we can reduce
costs, improve efficiency and create new drivers for all parties for the continued prosperity of the entire
karaoke industry.
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The system consists of five parts: channel service platform, content service platform, data analysis
platform, right verification system and payment settlement platform.
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Precise billing, mobile collection and other
channel service functions are realized
through channel account allocation, login,
channel token generation/allocation, QR
code interface, callback URL configuration,
data reporting interface and other programs.
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Content service platform
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The right holder queries the data for the
use of their works at the back-end to
check the account balance and is able to
add, submit for review, edit or take
down any song information of his/her
own rights.
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Data analysis platform
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Tapping into work use analysis, song tagging
analysis, music trend analysis, regional
preference analysis, on-demand data feature
analysis drawing from different channels,
consumer payment ratio analysis, user
preference analysis and other data analysis,
right holders are able to deliver market
guidance and insights for the industry.
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After the payment, the platform automatically

generates the bill based on the set proportion, e
and the CMO settles the payment with the R —
rights holders and the channels on a monthly -

basis.
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First, a win-win model for all business entities is necessary. The
system is designed for private room terminals of each karaoke site
through the channels of VOD equipment suppliers. With the
contribution of channel suppliers into consideration, new drivers
for earnings will also be provided to them via this system. A more
equitable, scientific system for copyright license fee payments
enhances user experience.

VGD,H EHT, 0 e g
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E%HE\EE EE . Payment
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Notice hidden .
notice of| payment
l results
R Data
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Report|data system

VOD service
starts

The system connects more than 2 million private

room terminals in 50,000 karaoke establishments

across China to form a massive network with a

better a service model.
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As tens of thousands of businesses enjoy their own right to operate and are often faced with unique issues, the outlined conditions
are not enough to lead to industry integration. It will be challenging to implement a uniform standard that is efficient and effective.
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However, China has adopted an institutional arrangement based on “uniqueness” rather than “competitiveness” at the design level
of the copyright collective management system, which has played a decisive role in effectively mobilizing resources across the
industry. With technology addressing issues of fairness, justice, transparency and precision of copyright collective management,
CMOs will be enabled to integrate resources, maximize the effect of technological solutions and realize the intent of the design. As
they cover tens of thousands of copyright owners in the industry, landmark changes can only be accomplished through unification
and coordination of CMOs.
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Karaoke establishments

Receive real-time updates and high-quality original
version of the works. Consumers are able to select
the most-trending hit songs at any time just as they
are able to on internet platforms and can make
more visits to websites. In turn, karaoke operators
will receive benefits and see the value of copyright
payments.
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VOD equipment vendors also benefit from the launch of the
copyright management system. Popularization of connected
karaoke sites and standardization of work use are to be
expected. The healthy development of the industry will enable
vendors to grow business and expand market share with the
system in place.
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Record companies and copyright owners will be able to
earn more in a more transparent environment, with
better market-based guidance for music production.
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CMOs establish sales billboards and rankings of
distributor contribution based on the karaoke data in the
system, which can effectively stimulate benign
competition and bring about better prospects for the
industry.
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Since the CAVCA has a unified original copyrighted music
management system for all VOD equipment suppliers’ music
library, the works of non-member rights holders shall not be
excluded from the communication channels and shall be provided
to consumers with equal access. This may be subject to a legal risk
of infringement and disputes may happen from time to time for
collective management systems. Our current approach is to deposit
a proportion of the works’ income based on big data. We look for
the right holders through the media or by issuing announcements,
or we wait for the rights holders to claim the income. If
infringement litigation occurs, we offer the deposited proportion as
the rights holder’s compensation based on data; if the works are
not allowed for future use, we will take down the works from the
music library. These problems can be resolved eventually as the
system becomes more sophisticated.
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Undoubtedly, the launch of the copyright management
system managed by CAVCA will prompt the karaoke
industry to jointly create a new model that caters to the
consumers, the users and the rights holders. This mutually
beneficial and standardized environment will ensure a

sound footing for the music industry.
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The new system will improve management of the karaoke mdustry lt records consumer’s singing habi

A7 /3"

11T

spending habits and
behavioral dat_a With an emphasis on innovation, the ecosystem composed of online karaoke, traditional kare e and mini
karaokeyﬂ/é'ncompass over 600 million users. Built on such a foundation, all players including artists, music video producers,
indusfr;al infrastructure service providers, equipment service providers, software service providers and major brands of

karaoke operators will enjoy the benefits and the fundamental data brought about by the new system.
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Market size and copyright earnings estimates

2020KTV I ET

1200 2020 karaoke market size estimates 1200
951 aro
300 852 B45 869
B0
300
2013 2014 2015 2016 201 TFRIT 201 aFFiT 2020781t

KTViTIL B8 (i {Zm)
Karaoke industry total output value (RMB100m)
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The system is expected to bring
promising results to the karaoke
industry within two years of its
launch. In 2020, the total output
value of the karaoke industry is
expected to reach RMB 120 billion.

2008-2018FF MM E (R4I: {27T)
2008-2018 CAVCA copyright earnings (RMB100m) 5
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Due to the adoption of the new charging model and substantial increase in fee
coverage, the copyright license fee of the China Audiovisual Copyright Collective

Management Association will reach a 100% increase in 2020 compared to 2018.
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The design of the copyright collective management system is
based on massive data sets from users and rights holders in order
to reduce cost of authorization through CMOs, turning the
abstract concept of copyright into tangible rights. The best way to
meet the objectives of CMOs is through rapid integration of
resources with technology, so as to ensure fair, transparent and
flat transactions, reducing financial costs and improving efficiency.
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Undoubtedly, new technologies and new models will give us

practical ideas on the design of copyright collective management
mechanism and achieve precise management, taking China’s
management system to new heights.
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