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Music Intelligence for Sale

By Kyle Billings
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Information is changing the music in-
dustry; not only in the ways we consume and
discover music, but as well in the ways com-
panies are arming themselves for competition.
Streaming services see gold in the figures that
fuel recommendation algorithms, and now
content companies, driven too by the alluring
growth of digital tech, are proudly announcing
their latest partnerships with leading software-
as-a-service companies and the terabytes of so-
cial data multiplying on their servers.

The future of music discovery—and
potentially, of artist development—is now in
the numbers.

Music Discovery

Algorithms are the most influen-
tial development in music discovery since the
mixtape. Spotify, iTunes, Last.fm, Pandora,
Amazon, and YouTube are a fraction of the in-
numerable services running numbers to build
playlists and suggest music to fit moods and
tastes. Active listeners can explore similar art-
ists and delve deep into niche genres, while pas-
sive listeners can launch endless playlists with a
single click. As competition spreads the stream-
ing industry thin, robust recommendations are a
desired commodity.
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The Echo Nest, an MIT startup from
Cambridge, MA, has become the preeminent
provider of musical data since its founding in
2005. Empowered by both public grants and
venture capital funding, the company’s com-
puter scientists comb the Internet, building
arrays of tempo, key, acoustic features, and
other aural imprints. As of February of 2014,
The Echo Nest boasted nearly 1.2 trillion data
points about the songs in its library, yielding
the most comprehensive “musical brain” of
its kind.

The Echo Nest was originally
founded to act as a reference for hundreds of
companies, apps, and websites, giving both
nascent and established developers the intelli-
gence to build dynamic musical experiences.
It has triumphed through multiple rounds of
financing, raising a total of $25.6M. Early
in March, moreover, the Swedish streaming
platform Spotify purchased “The Nest” for
between $100M to $125M —the majority be-
ing in equity .

The Echo Nest thrived on neutrality;
the “musical brain” grew and gained support
as a central database for music intelligence.
Spotify’s acquisition will undeniably affect
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EDITOR'S NOTE

These days, writing about the music industry isn’t easy. When information becomes available, it is
soon out of date. Nevertheless, at the Music Business Journal we strive to keep you informed as best we
can. This issue continues to track the latest in music intelligence, streaming, copyright, and promotion.

In response to several major developments of data in the music industry, this issue’s cover story
considers the latest acquisitions, partnerships, and strategies in the tech-meets-music space and calculates
what they might someday mean for music discovery and artist A&R. The arrangements between Twitter
and 300 Entertainment and between Shazam and Warner show the potential of social data; and Spotify’s
purchase of the Echo Nest suggests a volatile future for algorithmic music consumption.

Crowdfunding has become important to musicians and, generally, all forms of creative endeavors.
Yet there is little to guide the campaign project manager in the preparation of a sound budget. We are
proud to offer our own workshop on the subject.

Since its founding in 2008, Soundcloud has built a community of over 250 million active monthly
users; it is now the most frequently mentioned music site on Twitter. The MBJ backtracks to identify the
key factors of the platform’s success, and addresses its current standing as the rapidly growing company
approaches future hurdles.

Music streaming is the technological response to the modern consumer’s demand for convenience;
its quick adoption is forcing the industry to act. This issue provides a still-frame of streaming in 2014 —
its worldwide proliferation and relationship with existing formats in the US and abroad. Social media
has changed marketing, and celebrities are changing social media. Instagram—the wildly popular
photo sharing application—became a viral launchpad for Beyoncé’s fifth studio album. Standing in the
aftershock, the MBJ unlocks the details of her release, providing a recap of the most astonishing word to
caption an Instagram post: “Surprise!”

The American Society of Composers, Authors, and Publishers—widely recognized as ASCAP—is
the oldest and largest Performance Rights Organization in the United States. This issue provides an in-
depth retelling of the company’s founding, growth, pitfalls, current standing, and potential future amongst
new technologies. U.S. Register of Copyrights Maria Pallante recently called for a comprehensive update
to United States Copyright. The revision would be the first major reform since the Copyright Act of
1976. The MBJ boils down the details, delivering a balanced perspective of the potential changes to
Performance Rights and Fair Use, as well an informed look to the future.

Beats Music is the latest challenger in the streaming space. Following its high-profile Super Bowl
ad, the service is reporting bullish figures. This issue compares the features and strategies of Beats with

those of existing platforms such as Spotify or Rhapsody.

From all of us at the Music Business Journal, thank you for reading. We look forward to producing
our next issue already.

Kyle Billings, Editor-in-Chief

Please Note: Endnotes for the articles in this issue can be found at www.thembj.org.
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Music Intelligence (cont.)

(From PAGE 1)

its reputation as the go-to music data API.
While many of The Echo Nest’s clients have
yet to publically react, the streaming service
Rdio has announced the end of its relation-
ship with the company, opting to work more
closely with Rovi, an alternate data provider .
Several hopefuls are now eyeing the vacancy
including Musikki and OpenAura. Joao Afon-
so, CEO and co-founder of Musikki, assures
that “Spotify competitors won’t have to wait
long for a complete solution .”

Now, with the most advanced data-
base of musical knowledge at its fingertips,
and a newly established credit line of $200M,
Spotify is likely approaching an IPO. Three
years after its US launch, going public is a
major milestone.

Data and Content Creation

Can the algorithms that power mu-
sic discovery on streaming services be ad-
justed to spot undiscovered hits? In the same
way that Spotify searches for the perfect song
to energize athletes, can equations identify
artists at the earliest stages of their potential?
The question is keeping top minds in the mu-
sic industry awake.

At South by Southwest, a computer
called Watson applied inductive reasoning to
solve what is now termed a ‘computational
creativity’ problem. By combing through a
database of recipes, flavors, and meal reac-
tions, Watson was able to create foods that
excited people. Similarly, with an encyclope-
dia of genres, instruments, lyrics, social reac-
tions, and locations, the next world-renowned
act could be the output of an ingenious col-
laborative filtering program.

300 Entertainment Takes to Twitter

In his keynote speech during 2014
MIDEM conference in Cannes, France, Lyor
Cohen—former executive of Def Jam and
Warner Music—announced a partnership be-
tween his new company, 300 Entertainment,
and the newly public social media network,
Twitter. The agreement allows 300 to analyze
Twitter’s data to inform the production of
software tools, and to identify trends that may
optimize the A&R process.

Musicians and Twitter have long
been linked. In April of 2013, the relationship
yielded Twitter #Music, a stand-alone music
discovery application with strong intentions
but an unfortunate fate (there were few adopt-
ers). With its latest partnership, Twitter aims
to make an impact where #Music fell short.
Twitter’s head of music, Bob “Moz” Moczy-
dlowsky hopes to “[build]... something that
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everybody in the music business can benefit
from” by leveraging a dedicated music data
set to create advanced A&R and targeted mar-
keting tools that will teach the industry how to
“best invest in artists or... direct their market-
ing campaigns.”

As Twitter gains a redemptive shot
in the music industry, 300 Entertainment is
looking to access an ideal data set. “The noise
of the Internet has drowned out the voices
[that matter],” Cohen believes, “wouldn’t it
be great if technology today moved past that
noise instead of trying to understand it?” In
his perspective, the searing individualism that
once marked music’s most influential fans has
been extinguished by the mass democracy of
YouTube views and Facebook likes. If the in-
dustry considered all 1s and Os equally, music
would screech to a halt of stylistic stagnancy.

Cohen is positioning 300 to identify
the few; he is searching for the same early
adopters that snuck out at night to see shows
during his earlier years as a record executive.
Could there be, for instance, someone in Chi-
cago who, when she tweets, makes a mean-
ingful impact on the exposure of an artist? If
so, that is what Cohen would be looking for.
He is not interested in what he calls the ‘mas-
sive-passive’ audience of today.

Warner Music Links up with Shazam

Lyor Cohen is not alone in his quest.
Hot off the tails of 300’s announced partner-
ship with Twitter, Warner Music linked up
with Shazam—a popular mobile application
that listens to and identifies music playing
nearby its users. Rob Wiesenthal of Warner
says that “by partnering with Shazam, a brand
which is synonymous with music discovery
for fans all around the world, we have forged
a potent proposition: the first crowd-sourced,
big data record label.”

In any given minute, Shazam is
processing over 10,000 songs. Their swelling
database, used as a tool by Warner’s tried-and-
tested A&R team, will be leveraged to catch
unsigned artists right as their popularity be-
gins to surge. Few listeners need to scan hit
songs; Shazam is designed as the go-to app for
music lovers as they hear something new that
catches their ear. Warner is rightly excited by
this fact.

“There’s so much information that
we’ve never had before as an industry, and
Shazam is at the forefront of that,” Wiesen-
thal said. As Shazam’s 88 million users scan
songs they like, a geographical map of music
is formed, defining not only what music is on
the rise, but also when and where these songs

are heard.

Like Twitter, Shazam stands to
benefit from its music industry relationship.
The app aims to improve user experiences
by integrating artist promotion directly into
the software, not unlike Bruno Mar’s perfor-
mance at the Super Bowl or Wiz Khalifa’s
release of “We Dem Boyz.” Shazam CEO
Rich Riley envisions the application as “the
place you go for lyrics, the place you go to
see video, the place you go to engage around
a particular artist. ”

The Future

Jim Lucchese, CEO of the Echo
Nest, sums up the state of the music indus-
try as follows: “the massive amount of data
that’s available is incredibly exciting, [and
the] reality is that there is a scarcity of peo-
ple out there who really know how to make
sense of it.” After a decade or more of missed
opportunities, executives have at last opened
their arms to the data scientists that may dis-
cover the next world-changing artist.

But will data convey the competi-
tive advantage that its advocates intend? So-
cial media can narrate an industry, but can
tweets and scans replace the ears of tradition-
al A&R scouts? Both 300 Entertainment and
Warner are led by time-tested musical minds,
integrating one-part computers to four-parts
instinct. At the same time, pioneering experi-
ments in computational creativity are setting
the stage for a future of experiments.

Moore’s law holds that comput-
ing power is growing exponentially. Fifteen
years ago, iPods could not play videos, video
blogs weren’t yet called “vlogs,” and laptop
computers were still a tentative technology.
It is true that programs are unlikely to over-
ride the music industry we all know and love
anytime soon. For instance, in Lyor Cohen’s
world the industry mogul is still the gate-
keeper for new artists and he takes advantage
of pointed and relevant data to make a bet-
ter A&R choices. But music data companies
continue to test the waters we all may one
day sail because investors are voting for the
future of computational creativity with large
sums of money.

www.thembj.org 3
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Streaming’s Global Momentum

By Christian Florez

In January, various speakers at the
MIDEM Show in Cannes suggested that music
streaming may no longer be considered a com-
plement to traditional music sales but the new
way to access music. The momentum seems to
be global.

In the United States, the growing pop-
ularity of streaming has impacted the livelihood
of competing distribution channels. “Streaming
services are starting to generate real consumer
interest, [and] download sales are suffering as
a consequence.” Platforms such as Spotify and
YouTube each claim to have broken the $1 bil-
lion mark in total generated payments to rights
holders since the inception of their services .

Other countries are experiencing sim-
ilar success stories. In the year 2012, France’s
streaming industry had a market share of 13%,
which rose to 15% in 2013. Internet down-
loads and mobile downloads decreased, while
subscriptions and physical sales went up. The
upward growth in both traditional and radically
new platforms displays an interesting trend.
Subscriptions are dethroning downloads in the
French digital space, while the steadfastness of
physical media remains unaffected —if not sup-
ported—by the shift.

In Sweden, a country particularly
known for championing streaming services,
record companies generate one-third of their
primary revenues from music streaming. “Ac-
cording to figures published by Swedish trade
association, earnings from streaming eclipsed
those from sales of all other formats last year.
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Although the sales boost meant that annual
trade revenues increased for the third year run-
ning, the overall growth rate for recorded-mu-
sic sales was much lower in 2013 than in 2012,
with all other format sales suffering big falls” .
Swedish consumers have taken a huge prefer-
ence towards streaming, which has indelibly
impacted the sales of all other formats.

The dominance of streaming in Swe-
den will likely be mirrored in other countries
as knowledge of streaming platforms contin-
ues to grow. With the presence of companies
like Rdio, iHeartRadio, Spotify, Pandora, and
the recent newcomer Beats —which advertised
their platform in the Super Bowl—the mass
proliferation of streaming amongst main-
stream society in America, and consequently
the rest of the world, is only a matter of time.

In the United States, the rise in
streaming has yet failed to atone for the con-
tinued plummeting of recorded music sales.
As streaming continues to make itself known
to new audiences across the country, physical
sales continue to drop all across the United
States. “According to Nielsen SoundScan, the
number of music unit sales (albums, singles,
music videos and digital tracks) last year
slipped 6%, to 1.6 billion from 1.7 billion in
2012. Album sales were down 8 %, from 316
million in 2012 to 290 million in 2013, and
album sales plus sales of track-equivalent al-
bums (10 digital tracks equal one album) fell
another 8%, from 550 million to 415 million” .

If recorded music consumers in

America are in fact no longer supporting
older models of media consumption, they
will likely flock to online streaming. Ac-
cording to Nielsen, “while overall music
sales (including albums, singles, music
videos, digital tracks) were down 6 percent
year over year, streaming consumption grew
a whopping 32 percent since 2012; Nielsen
Consumer Research is showing that 68 per-
cent of U.S. consumers reported streaming
music in the past year, [and that this type of]
music consumption should continue to surge
forward into 2014” .

The end goal of most stream-
ing services is to have a dominant market
share in the music industry. But right now,
the streaming market is segmented and no
single streaming service is commanding top
dollars from the advertising industry. Since
advertising is the primary form through
which streaming companies generate rev-
enue, profits will likely remain uninspiring
until one or two services claim a dominant
market share.

As streaming continues to take a
foothold in America, the rest of the world is
most likely to follow. In the meantime, Swe-
den can be viewed as a predictor of future
outcomes in regards to what streaming can
bring to the music industry’s table. There,
the size of venture capital investment in the
medium is staggering. Spotify, for example,
has $600 million in international funding for
a market cap of $5.2 billion—proof that the
optimism of big money may be well found-
ed. The affordability of the service, paired
with ease of access, makes it a highly ap-
pealing platform capable of cannibalizing
digital media sales and emerging as the top
contender among equals.

In short, the growth of streaming
is already changing the way music is ac-
cessed. There will be more to come. But it
must be remembered that the allure of physi-
cal product will not go away suddenly, and
the case of Finnish data of recorded music
sales is illuminating. In that country, also a
North European nation, CD and vinyl album
sales continue to be attractive even as the
market trades tangible mobile and download
sales for the more intangible format of music
streaming.
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The Hit that Broke the Mold

By Dan Servantes

On December 12, 2013, Beyoncé
released her fifth studio album exclusively
on iTunes without any radio promotion,
roadside billboards, or viral campaign-
ing. By the end of December 15, her album
had sold 828,773 copies worldwide.l This
speaks volumes about not only the current
state of the music industry, but the current
state of consumer culture and whether or not
this is a viable album release model.

The marketing for Beyoncé’s
self-titled album release was simple. It was
a short Instagram video with the caption,
“Surprise!” That video was sent to 10 mil-
lion Instagram followers, followed by 53
million fans on Facebook. Within 12 hours,
Twitter reported 1.2 million tweets about the
album.2 On top of this, Beyoncé orchestrat-
ed an iTunes front page takeover, using all
of their featured slots to promote her album.
These combined strategies culminated in
first day sales of 365,000 copies, a testament
to the marketing powerhouse of Beyoncé.

The marketing strategy was not the
only unique aspect of this release. For the
first week after the launch, iTunes was the
sole retailer of the album. The physical re-
lease would not be available until December
21. In addition to this being an iTunes exclu-
sive, the 14 song, 17 video album was only
available as a complete bundle (for $15.99).

Both the marketing and album-
release format of this release are very rare
in the Top-40 music industry, and for good
reason. Album-only releases have been un-
heard of for years. Ever since Apple opened
up the iTunes store in 2001, the a la carte
model of cherry-picking individual songs to
purchase from albums has become the norm.
With streaming now taking a larger market
share and cutting away at download rates,
an album-only release is even more rare. A
curious listener may stream a song on Spo-
tify or YouTube. A casual fan may purchase
a song or two from iTunes. To bet the suc-
cess of your album on your fans being loyal
enough to pay nearly $16 for an album is a
heavy risk, especially considering the size of
investment required to create and record a
Beyoncé-level album.

An album of this caliber can cost
upwards of a million dollars to record, ex-
cluding the 17 videos included in this release.
An investment of that size poses a large risk
to the label, and is therefore marketed ac-
cordingly, to assure as much of a success as
possible by making sure all fans are aware of
the album well before the release.

Lady Gaga is a model example of
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how you expect a superstar artist to prepare
for an album release. Lady Gaga spent the
better part of a year promoting her album,
ARTPOP. She utilized her large social media
audience, gave interviews, and wore a ‘hov-
er’ dress. Her label, Interscope did its part by
spending advertising dollars on billboards,
buses, and pop-up stores in New York and
Los Angeles. The end result? ARTPOP sold
305,000 copies in its first two weeks.3 Not
the year-defining release that Interscope was
hoping for.

Perhaps the public is numb to the
over-commercialized releases of major art-
ist albums. With every major release being
given the same release treatment, it is star-
tling to see an album of this caliber released
in a method so contrary to the norm. In fact,
that is the single most genius aspect of the
marketing of the release. The shock fac-
tor of the abrupt album unveiling created a
word-of-mouth ripple effect. Core fans on
social media at the right time were the first
to hear about it, followed quickly by main-
stream media, and, before long, the rest of
the world.

Curiously, this is exactly the oppo-
site of what Beyoncé wanted this album to
be about. In a press release about the album,
Beyoncé talked about this album being about
the music, the art that occurs at the intersec-
tion of music and video, and eradicating the
middleman between her and the fans. While
she certainly released the album when and
how she wanted to, she failed to make this al-
bum about the music. By releasing it in such
aradically unique and creative way, Beyoncé
shifted the conversation away from the mu-
sical content of the album and towards the
(lack of) release strategy.

Regardless of the reason for the
discussion, everyone was still talking about
the album. Beyoncé reaffirmed her position
as a powerhouse in the music industry, later
acknowledged by Billboard giving Beyoncé
and Jay Z their number one spot in The Pow-
er 100.

Of course, a release of this mag-
nitude doesn’t come without ruffling a few
feathers. While the fans may have enjoyed
the spectacle of the surprise album release,
others were less enthused. Specifically, Tar-
get and Amazon were up in arms over the
iTunes-exclusive release. Both retailers re-
fused to stock the physical copy of the new
album (although Amazon sells the digital
version, and the physical version can be
found through third party retailers).

Erica Julkowski, a Target spokes-

person, told Billboard, “At Target we focus
on offering our guests a wide assortment
of physical CDs, and when a new album is
available digitally before it is available phys-
ically, it impacts demand and sales projec-
tions.”4

While this may seem like a some-
what antiquated idea of how music is sold
in the modern industry, it is ultimately a
power play and a statement of Target’s per-
ceived power in the industry. If you don’t
release according to Target’s terms, you get
blacklisted. Recent albums released featur-
ing a Target exclusive version include Justin
Timberlake’s “The 20/20 Experience” and
Taylor Swift’s “Red”. Target may only have
a 5% share of the market as a music seller in
the US, but their marketing power presents a
powerful perk for artists.5

This is not the first time that Target
has refused to sell an album that was released
on iTunes first. In July 2012, Target refused
to carry Frank Ocean’s “Channel Orange”
CD.5 However, Target eventually caved and
agreed to stock the CD.

Walmart, however, did agree to
stock Beyoncé’s self-titled album. This re-
sulted in a huge publicity stunt by Beyoncé
at a Walmart en route to her Boston, MA
performance just before Christmas. She
gave out 750 $50 gift cards at a Walmart in
Tewksbury, Massachusetts, while announc-
ing via loudspeaker that her new album was
now available in stores.6 This resulted in
huge press coverage for both Beyoncé and
Walmart. Walmart has a 10% market share
of music sales in the US.5

Retailers weren’t the only parties
surprised by the sudden release. Radio com-
panies such as Clear Channel and CBS radio,
usually the cornerstone of new music promo-
tion, were caught completely off guard.

In an interview with Billboard,
John Sykes, Clear Channel Entertainment
Enterprises president, talked about how his
stations quickly adapted to the release. “Tom
Poleman and his team run such a well-oiled
machine that within minutes, five “Beyoncé”
tracks were playing on our stations across
the country, as well as on other radio groups.
It happened in an instant. Radio can react in-
stantly, since it’s a live medium.”8 Beyoncé
has to be careful with relationships with
radio. While the shock factor of the release
will boost initial sales, radio will play a large
factor in determining the longevity of Be-
yoncé’s album.

Since the December 12 album re-

(CONTINUED ON PAGE 16)
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A Comparison of Beats and Spotify

By John Lahr

As of January 21st Spotify now has
a legitimate contender in the music streaming
market, as Dr. Dre and Jimmy lovine’s Beats
Music steps into the ring. It is the culmination
of eighteen months of development after Dr.
Dre’s lucrative consumer electronics company
purchased MOG in July of 2012. Entering with
a soft launch in late January, the service an-
nounced its arrival in spectacular style with a
Super Bowl advertising blitz featuring T.V per-
sonality Ellen DeGeneres. While Beats Music
and Spotify have many similar features, both
services have very different views of the fu-
ture of the streaming marketplace, and different
ways of communicating their vision to consum-
ers.

Features

Like Spotify, Beats Music offers a li-
brary of over 20 million songs to choose from,
the ability to create playlists and sync them to
your mobile device for offline listening, and a
radio feature . However Beats offers far more
advanced features for discovering music thanks
to its “Sentence” radio and “Just For You” cu-
rated playlists tailored to taste preferences you
give when signing up. The Sentence radio helps
find the right music for the moment by taking
into account your location, mood, who you are
with, and the type of music you want to hear.
For example, a user could say, “I’'m on my way
to work, and need to wake up to rock music” and
a specially curated radio station would come on
to perk up your morning commute. The music
curation doesn’t end there: the “Highlights”
feature offers promoted content, such as a giv-
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en artist’s influences, and the “Find It” feature
creates genre and activity focused playlists for
dancing and cooking out . Beats Music also
steams FLAC files, which provide better audio
quality than Spotify’s 320 Kbps. Such person-
alized service and higher sound quality bodes
well for Beats Music, allowing it to stand out in
a crowded market.

A Departure From Freemium

Beats Music’s choice to be a paid

only service is a radical change from the current
“Freemium” model services of Spotify and Rdio.
While this choice is likely to turn away potential
users, it shows Beats is committed to monetizing
digital streaming, and making the service sus-
tainable.
Many have expressed concerns over the sus-
tainability of the Freemium model, including
Rhapsody CEO Jon Irwin, who claims Spotify’s
strategy is “to give music away for free as a way
to communicate the value proposition around
on-demand music. They said, ‘we’re going to
raise capital and fund paying for music for free
and then gradually introduce restrictions so that
people move toward paying for music in a truly
mobile setting.”” By being a paid only service,
Beats is hoping to make a profit early on by rely-
ing on paid subscriptions more than advertising
revenue .

These sentiments seem to be justi-
fied after Spotify announced that its net loss in-
creased from $61 million in 2011 to $79 million
in 2012. The increase, which occurred despite a
growth in the user base to over 24 million, 6 mil-
lion of which are paid subscribers, is largely due
to their cost of sales, which totaled $494 million
in 2012, almost double their 2011 total of $253
million.

The Advertising Splash

Beats Music has chosen to market it-
self in the same spectacular fashion it chooses to
sell its high-end headphones: with a lot of hype.
Aside from the flashy and expensive Super Bowl
ads, the company has advertised on the Gram-
mys, in the New York Times, and has cultivated
partnerships with Target, and principal partner,
AT&T. Customers of the phone carrier get an
extended trial period of 90 days for families
and 30 days for individuals. This is a significant
improvement over the seven free days for non-
AT&T customers, and, should they decide to
buy, AT&T families have the option of having up
to five Beats accounts on ten devices for around
$15 a month .

All of this clearly fits within the com-
pany’s self-proclaimed marketing objective of
“building awareness”. It encourage people to
“’try the next generation of music services.”” As

a latecomer to the streaming game, Beats is
betting on flashy marketing to leverage its
brand. And it is clear that it is targeting a
different consumer than Spotify, including
moms in middle and suburban America.
That is why they chose Ellen DeGeneres as
their spokeswoman, and the Super Bowl as
their platform. According to Ryan Anes, co-
founder of the brand development agency,
Edge Collective, more women watch the
Super Bowl than the Grammys and Oscars
combined. DeGeneres pushed a family dis-
count plan there.

If this maneuver works it has the
very real possibility of breaking digital
streaming out of a young, cool, niche mar-
ket and making it a service that every parent
in America can get behind. “[It] would put
Beats Music in the right place at the right
time” according to Forrester analyst Jim
Nail.

Spotify on the other hand has al-
ways had a more conservative marketing
strategy, which Ryan Anes says reflects its
Swedish roots. He describes Sweden as
“a culture of ‘what we’ve got is good’ and
‘[we] don’t always need to tell the world
about it.” This word of mouth style of mar-
keting is what put Spotify on the map when
it first came to the States, and explains why
the service resonates with urban young con-
sumers between 25 and 35.

What It All Means

All of these differences suggest
that each player has their own distinct idea
of what the future of on demand digital
streaming will look like. Beats Music sees
it as a mass-market product that users can
tailor to their tastes and mood, and as a plat-
form that puts music discovery front and
center. Spotify, on the other hand, is looking
to give music listeners a better free experi-
ence in the hopes that they will eventually
be persuaded to switch to a paid subscrip-
tion.

Both services’ goals of expanding
the market and keeping the barrier to entry
low are ultimately good for artists and good
for music consumers. By creating more val-
ue for music, services like these could, at the
very least, convince consumers who used to
pirate content that paying is a good alterna-
tive to stealing music of lesser sound-qual-
ity. It may be early in the race to tell if the
market is big enough for both services or if
digital streaming will turn a profit. But that
doesn’t seem to bother investors yet. They
are colonizing the market in droves.
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A Note on SoundCloud

By Athena Butler and Linnéa Lundgren

SoundCloud is one of the leading
sources of audio sharing on the net, with 250 mil-
lion active monthly users up from just ten mil-
lion two years ago. The user base is a quarter of
Facebook’s. Moreover, each passing minute it
purportedly adds twelve new hours of original
uploaded music and miscellaneous audio, nine-
tenths of which is played back within a day.
Swedish sound designer Alexander Ljung and
electronic musician Eric Wahlforss founded the
platform in Stockholm, Sweden in October 2008.
When the company began to grow, it moved its
base to Berlin. From there it has gone on to ac-
quire offices in London, New York, San Francis-
co and Sofia, Bulgaria, and now staffs more than
200 employees.

SoundCloud’s intent was to create a
platform where people could distribute and com-
ment on audio and it is a good tool for musicians
to circulate their music. It is now an evolving
as a social platform wherein established artists
may connect with their fans, and where budding
artists may push their repertoire into the online
community for discovery. For this reason, CEO
and co-founder Alexander Ljung has referred to
SoundCloud as the YouTube of audio.

Certainly, their no-cost structure has
been a leading motivator for users. Anyone can
sign up for an account and start uploading their
sounds for free; the standard quota caps off at two
hours of content. From there, if the user wants
more time, there is an inexpensive fee of $38 a
year, yielding four total hours of uploads, or $130
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a year for unlimited upload time. The pro ac-
counts also offer the benefits of analytics —be-
ing able to see exactly who listens to the user’s
uploaded audio, and where the plays are com-
ing from.

SoundCloud has also gained a lot
of traction simply because of its clean design,
high-resolution format, and embeddable func-
tionality. The site is built in a minimalistic
style with simple ways of connecting uploaded
audio to other sites. A SoundCloud widget can
easily be embedded in any HTML-coded site
or Wordpress. When a user updates on Sound-
Cloud, it shows in the widget as well, and this
is a hot ticket for the company. Musicians reg-
ularly release new music through social media
like Facebook and Twitter by quickly upload-
ing their files to SoundCloud and punching in
a widgitized URL to their respective launch
point. Thus, SoundCloud is an easy go-to for
self-releases.

Moreover, multimedia demands a
platform like SoundCloud in which artists
can communicate directly with potential fans
and receive instant feedback from their Inter-
net peers for free. Many music creators today
deem free streaming a necessity. In part, this
is because artists must first have a chance at
connecting with the outside world before, say,
asking for funding. SoundCloud, therefore,
fills a void in the arsenal of aspiring musicians.

Because SoundCloud doesn’t pay
out royalties to its users, it has the opportunity
of keeping between 50-70% of its revenue.

This makes the business model very attractive
to investors. CrunchBase reports that the last
five years have seen SoundCloud raise more
than $123 million in funding. According to the
site, investors include Union Square Ventures,
Index Ventures, Kleiner Perkins Caufield &
Byers, GGV Capital, and Doughty Hanson
Technology. Most recently, SoundCloud has
been a participant in a round of fundraising
through the Institutional Venture Partners to-
gether with the Chernin Group. As a Berlin-
based, European startup, this is big news.
Having the confidence of American Venture
Capital firms says good things for the future of
the site and of Berlin’s startup scene.

Such investments are fuelling Sound-
Cloud’s growth. Its team is now focusing on
the mobile market, and SoundCloud Apps for
iPhone, iPad, and Android have already gener-
ated much conversation in multimedia circles.
Additionally, SoundCloud has taken the op-
portunity to work with the licensing-site Getty
Images. SoundCloud’s subscribers can license
their songs through Getty, and get them played
in alternate media, commercials or radio. Not
long ago, SoundCloud also cooperated with
Instagram, so that users could upload artwork
from their Instagram account. These partner-
ships bode well for SoundCloud, as is the
matchup of venture investors that bring more
expertise to grow the company in tandem with
co-founders Alex Ljung and Eric Wahlforss.

Right now, there is speculation that
SoundCloud is in talks with the major labels.
It remains to be seen what kind of business
venture the site plans to undertake with these
deals: iTunes or Amazon MP3 sales, a radio
service like Pandora or iTunes Radio, or an
interactive streaming service like Spotify with
competitively priced subscription options.

However, it is not clear what Sound-
Cloud would do with all of the unsigned and
often nonprofessional music that makes up
most of the site and sets it apart from others.
Although SoundCloud has never revealed the
percentage of users who pay for subscriptions,
the likely figure, according at least to Forbes,
is one-in-twenty. As investors clamor for re-
turns and the company incurs more expendi-
tures, it might be just a question of time before
the site starts using ads to maximize profit, just
like Facebook and YouTube did. Otherwise,
the site’s “freemium” allure will make way
for mandatory monthly or annual subscription
payments. This transition may not be easy.yg]
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Budgeting for Crowdfunding Rewards

By Luiz Augusto Buff and Peter Alhadeff

Abstract

Musicians, artists, and music busi-
ness entrepreneurs need cash to start a proj-
ect and nurture it to fruition. They are hardly
unique in this respect, and face many of the
considerations that the general public does:
i.e. is the need for money for the short term
or for the long term, is there a small or a large
amount of risk involved? Today, fortunately,
there is more flexibility in the marketplace.
Resources can be marshaled on a piecemeal
basis, as needed by entrepreneurs or musicians
to achieve a particular and often tactical goal.
Crowdfunding and venture capital are two ex-
amples of a new type of milestone or ad hoc fi-
nancing that both blurs the distinction between
short and long money and helps defray risk.
The implication for artists, musicians, and mu-
sic business entrepreneurs could be momen-
tous.

This paper will focus on crowdfund-
ing only. It suggests a simple methodology for
a musician or music entrepreneur to budget her
own project. The costs of rewards for fans are
variable and depend on the number and cat-
egory of fan pledges. Knowing ahead of time
what the possible distribution of such rewards
may be is key, and so is the understanding of
the average pledge per contributor gathered
from historical data. The authors argue that
raising funds online in return for rewards is
based on too much guessing, when it should
be more informed. Starting from recent Kick-
starter data, they show, step by step and with
a spreadsheet, how to prepare a professional
crowdfunding budget that includes taxes, ser-
vice fees, and contingency arrears. This type of
budgeting is not as obvious as it seems, and the
paper fills a gap in the current music business
literature.

Introduction

More than fifteen years ago, when
the World Wide Web was still in its early years
and its full potential as a social network was
yet to be revealed, the British band Marillon
was able to raise $60,000 to finance their US
tour through an Internet campaign. In the fol-
lowing years, we witnessed the rising of col-
lective financing online. The music website
ArtistShare was created in 2000, becoming
the first online platform for fanfunding, suc-
cessfully raising funds for a Grammy Award-
winning album by Maria Schneider, amongst
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other projects. Since then, raising funds using
the Internet has grown by leaps and bounds.
Today, crowdfunding is incorporated in the
vocabulary, meaning online contributions by
the general public, above all, to a diverse pool
of creative projects. Gradually, other online
platforms actually crowded ArtistShare out—
notably among them, Kickstarter. Kickstarter
broke the music financing record with Amanda
Palmer’s $1.2 million campaign, which paid
for her new album and tour. The power of
crowdfunding seems to grow by the day and
the phenomenon now goes well beyond music.
Recently, Ouya brought to market, also with
Kickstarter, an Android-based videogame con-
sole: the required pledge of $950K led to col-
lections of $8.5 million, with 63K contributors
advancing, on average, $135 each. The total
compares in size to a first round of venture fi-
nancing.

According to Crowdsourcing.org,
a trade organization, there are currently four
categories of crowdfunding platforms avail-
able on the Internet, defined as Equity-based,
Lending-based, Reward-based, and Donation-
based. In the first two, contributors expect fi-
nancial returns in exchange for their pledges;
in the reward-based model, a person contrib-
utes to a campaign in exchange for a reward
and the degree of exclusivity in those rewards
generally grows with the size of the contribu-
tion; finally, in donation-based crowdfunding
funders contribute without expecting anything
in return because the project appeals to their
personal beliefs. However, the most popular
crowdfunding model is still the rewards-based
model, representing 43% of the global crowd-
funding industry, with an expected market
growth of 524% in the next year. There are an
increasing number of crowdfunding platforms
in this category such as Indiegogo, Pledge Mu-
sic, Rockethub, and, of course, Kickstarter,
which we will use as a reference in this pa-
per because it is the largest and most widely
known.

The rewards-based crowdfunding
model strongly appeals to music projects be-
cause it permits artists to raise funds before
they start working on the project; the project
can be executed only if the goal is met. Artists
can then cover their production costs, and pos-
sibly break even before the project even starts.
Kickstarter launched more than 22,000 music
campaigns in its four-year lifespan; however,
only around 54% have succeeded in reaching
the campaign goal. That means that one in
two projects fail to raise the necessary money.

Most importantly, but less discussed, is the
fact that even when they succeed in meeting
their goal, project owners might have not bud-
geted correctly, having to access other funds
to conclude the project, delaying the expected
delivery date of the campaign, and sometimes
never fulfilling the project. Since crowdfund-
ing functions also as a marketing platform,
non-fulfillment, or less-than-par fulfillment,
jeopardizes the image of artists, and make
them lose credibility with their fans.

Guesswork, Misconception, and Method

The reason for these failures is that
most of the campaigns are being planned
based on guesswork and misconception.

On guesswork: Despite the avail-
ability of general data provided by some of the
crowdfunding platforms, a more professional
and statistical approach is missing. It would
be extremely useful for new music projects
to use the information available in order to
realistically set goals and more accurately es-
timate the number of contributors needed to
realize a successful endeavor.

On misconception: Successful cam-
paigns fail at the fulfillment stage if the cam-
paign asks only for the amount needed to real-
ize the project, i.e.it seeks only to cover the
studio costs to record an album, or the price
of a van for a band to go on tour. Yet the costs
of raising money via crowdfunding far exceed
the initial budget goal of the project, and in-
clude the costs of delivering the rewards, plat-
form fees, taxes and other unexpected costs.

The fact is that budgeting for a
crowdfunding campaign is often problematic
because it is difficult to know ahead of time
what the possible distribution of rewards that
fans will choose will be. Moreover, it is even
harder to guess what an average pledge can
be, and this is a critical piece for a successful
crowdfunding campaign.

In this paper we have compiled
information from one hundred successfully
funded Kickstarter music projects completed
between February 11 and 23, 2013. However,
any crowdfunding campaign would have to
start from current examples of comparable
campaigns, and the main object of the paper
is to outline a simple methodology for a mu-
sician or music entrepreneur to properly bud-
get his or her own crowdfunding campaign.
Therefore, more data points than one hundred
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campaigns would have added only marginally
to the value of the paper. If the method is un-
derstood, the user can update the Excel tem-
plate that is supplied at http://bit.ly/13taRoN,
with current data and be as thorough as he or
she wishes.

As budgeting properly for crowd-
funding rewards is a craft that is learnt only
by doing the numbers, we recommend that the
reader plough through the various sheets of our
Excel template, either in unison while reading
the rest of the paper or even ahead of the fol-
lowing text.

General Crowdfunding

Researching similar campaigns to
the one in mind is critical. It can bring fresh
ideas to the table, perfect a pitch, better define
a product, find potential partners, and get in-
sights for different offerings. Scott Steinberg,
in his book The Crowdfunding Bible, offers a
comprehensive list of what to look for. Addi-
tionally, compiling data from similar projects
might be a very useful tool for correctly bud-
geting a campaign, especially because it can
offer examples of how contributors were dis-
tributed amongst the different tiers of rewards
in successful campaigns, and what the average
pledge per backer was. It turns out that both
metrics are the two key drivers in the budget-
ing methodology we are now proposing.

Attempting to find hard data about

Fig. 1: Overview of Music Pledges, in $

music crowdfunding projects is difficult. For
instance, the Kickstarter Stats section of the
website gives only aggregate data, not mu-
sic data, about funding success rates, dollars
pledged, and identifiable trends among success-
ful and unsuccessful projects . The Kickstarter
School page is more pointed, but music projects
are not separately identified: “To date”, it reads,
“the most popular pledge amount is $25 and the
average pledge is around $70.”

Indiegogo’s help desk suggests a
simple calculation to estimate the number of
backers a project will require, i.e. “divide your
goal amount by 100, [and this will be] the es-
timate of how many people need to donate to
your campaign in order to meet your goal.” An
Indiegogo blog post does suggest how to price
perks:  “perks at the $25 level are the most
popular and help you extend your network and
boost publicity; perks in the $51-100 range will
support the bulk of your fundraising” . Two
interesting graphics are also offered revealing
(i) the percent of pledges by perk amount, and
(ii) the percent of total dollars raised by perk
amount. However, once again, the data set is
not exclusively about music projects.

Another platform, Rockethub, main-
tains that the average contribution, where mu-
sic is presumably included, is $75 per person.
Rockethub gives a general estimate of the num-
bers of contributors needed to reach different
goals: to raise $1,000 to $10,000, forty to two
hundred contributors are necessary; to raise be-

Pledge Category Distribution

D - 520,000 ta 599,999 Ralsed
%

A - Lass than $1,000 Ralsed
13%

€-$10,000 to $19,999
Ralsed
12%

B- 51,000 to 59,999 Raised
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tween $10,000 and $100,000, one hundred
and fifty or more contributors are necessary;
and to raise more than $100,000, a project
owner will need to reach more than one thou-
sand people.

Finally, award-winning filmmaker
and seasoned crowdfunder Lucas McNelly
has collected much disaggregated data for
film and video projects. His empirical ap-
proach is an inspiration for what follows, but
the analysis of music projects is, understand-
ably, lacking.

Music Crowdfunding

As mentioned, we analyzed one
hundred successfully funded music projects
from Kickstarter. Our sample size is repre-
sentative of the entire range of music projects
on the Kickstarter platform, specially consid-
ering the pledge categories as defined on the
Kickstarter Statistics page. Most success-
fully funded music projects raised between
$1,000 and $9,999. We have left out of our
sample pledge categories above $100,000, as
they account for much less than 1% of the
total. Fig. 1 demonstrates how the campaigns
in the data set are distributed among the dif-
ferent pledge categories.

An important factor extracted from
the research is the average amount of money
that contributors donate in exchange for the
rewards offered —which we call the average
pledge per backer. At the table on Fig. 2, we
notice that projects that raised larger amounts
of money had, on average, larger contribu-
tions from their backers. We take note too
that the average pledge per backer, in the ag-
gregate, is $62. Particular music genres, of
course, are different to the average.

Another factor is the historical dis-
tribution of rewards chosen by contributors.
There are multiple tiers of rewards offered
in a crowdfunding campaign. In Figure 3
we aggregate the different pledge amounts
into reward tiers and calculate the percent-
age of backers that contributed to each tier
(‘undisclosed backers’ are contributors that
either decided to simply donate their pledges
without receiving any rewards in exchange,
or preferred not to disclose to each tier they
have contributed). The data set of Figure 3
provides in-depth insight into the history of
successful music campaigns.
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Fig. 2: Average Pledge per Music Genre
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Fig. 3: Backers per Reward Tier
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Budgeting Methodology

We now discuss our budgeting
methodology. There are significant costs as-
sociated with running a crowdfunding cam-
paign that should be considered when setting
a final goal. Our formula factors in those
costs and returns a corrected goal value.

Each part of the formula is elabo-
rated below.

The Initial Budget Goal

The first step towards creating a
budget is to understand the project, research
it, and negotiate prices with service provid-
ers and manufacturers. To demonstrate the
application of the formula we will simulate
a fictitious campaign, where a band has to
develop a budget for the recording of an
album. After factoring all the expenses, in-
cluding rehearsals, recording studio, equip-
ment rental, producer fees, copyright filings,
artwork design, mixing, mastering, transpor-
tation expenses and other similar expenses
for the recording of the album, the project
owner comes up with the following budget:

The band already has $12,000 in
savings, so only $8,000 will be required. A
common mistake in crowdfunding is to set
the goal of the campaign at $8,000. Accord-
ing to the statistics mentioned above, the
project would fit into the most successful
pledge category, considering that more than
70% of the successful music projects raised
between $1,000 and $9,999. However, as we
are going to demonstrate, for this campaign
to be viable, the goal must account for sev-
eral other costs beyond the initial budget re-
quired for the realization of the project.

Reward Costs

Apart from the amount necessary
to realize the project there are costs associ-
ated with the rewards being offered for dif-
ferent contribution tiers. It is common in
crowdfunding campaigns that at every new
reward tier a new perk is offered alongside
the rewards from the previous tiers. Hence,
every new tier should include the costs of
previous tiers when estimating costs of pro-
duction. Below is a list of rewards created
for our campaign. We can see from Fig. 5
that the cost of every reward factors in the
costs of previous rewards.

It is important to think creatively
when defining rewards, adding value to
each level without necessarily increasing the
costs. In the example, autographed CDs are
more appealing for fans then regular CDs,
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[nitial Budget Goal

Final Goal =

I~ (% Rewards Cost + % Fees + % Taxes + % Contingency )

Fig. 4- Sample Recording Budget (Initial Budget Goal)

Category

Preproduction (arrangement, rehearsals, etc)

Copyright Administration (licenses, registration. etc)

Recording Studio

Mixing/Mastering

Transportation

Equipment Rental

Producer Fees

Union/Musician Fees

Artwork (photoshoot, graphic design, etc)
Manufacturing

Unforeseen Expenses (10%:)

Total

Band Savings

Remaining Balance (to be raised via crowdfunding)

Total
S500
51,200
45,000
43,000
51,000
$500
$1,500
$3,000
41,000
$1,500
$1,800
$20,000
$12,000

$8,000

Fig. 5 - List and Cost of Rewards

Contribution Rew

55 Album Download and Stickers

510 All of the Above + CD

525 All of the Above + Autographed CD
550 All of the Above + T-shirt

5100 All of the Above + Poster

§250 All of the Above + 1h Skype Class
5500 All of the Above + Visit to the Studio
41,000 All of the Above + Concert VIP Ticket
52,500
55,000
Donation M/A

All of the Above + Producer Credit
All of the Above + Private Concert

L Lk
L L U

wr
L

S S
e S

1
L

e e
L

1458.16
649.16

L

L Lk
L L
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and there are no significant costs associated
with an autograph. Hence, the margins of re-
turn are higher, especially for the most popular
reward tiers, between $10 and $50. Addition-
ally, it is imperative not to underestimate the
costs for shipping and handling rewards. If the
projects scales and there is no provision for
shipping costs, most of the proceeds from the
campaign might end up having to be spent in
fulfillment, instead of being used to finance the
project.

Historical data plays an important
role in estimating the costs of rewards. Divid-
ing the initial budget goal by the average con-
tribution per backer found in Fig. 2, i.e. $62,
we estimate the number of contributors neces-
sary to reach the goal. Then, applying the dis-
tribution of backers from our research in Fig.
3, we can estimate the number of contributors
in each tier--thus predicting the total costs of
rewards. The total cost of the rewards can then
be expressed as a percentage of the total, and
it maintains that proportion in any goal that is
set; see Fig. 6.

In this particular example, we ob-
serve that with the given costs of rewards,
the percentage of the total money raised that
is going to be spent on rewards is 12.95%.
Manipulating the costs of each reward might
significantly change the percentage destined
to rewards fulfillment. Notice that results can
be updated from the latest Kickstarter data,
extended to other sites such as Indiegogo, and
even broken down by musical genres, pledge
categories or other relevant factors. Even when
historical data from older projects do not seem
relevant for a new crowdfunding campaign,
the methodology has its use: a subjective dis-
tribution of rewards can be guessed, together
with its average backing, to reveal the likely
cash goal.

Service Fees

The Kickstarter business model is
based on retaining a small percentage fee of
5% from successful campaigns. Additionally,
there are payment-processing fees that in the
case of Kickstarter are collected by Amazon
Payments. The fees for handling the money av-
erage between 3% and 5% of the total money
raised. Other websites such as Indiegogo or
Pledge Music have different fee structures, and
budgets should be properly adjusted to reflect
the processing fees of the platform in use.

Taxes
Beyond the costs of the rewards and

the fees charged by platform, project owners
should expect to pay taxes on the money raised

12 www.thembj.org

Fig. 6 — The Percentage Cost of Rewards

00 All O e Above + Poste

(U All 0 e Above + Private Lo

Avg. 5/Backer
Budget Needed
Rewards Cost Percentage

8,000.00

0.49 0.49 4 942 § 462
; 1586 5 3616
03% 4816 $ 109.80
99 0.4 2659 § 40596
1.8 0 1206 § 2314
0.16 : 415 5 8358

0.16 1625 327

9.00 49,16 0,369 046 5 69.19
49.06 0.0 009 5 1297

00,00 549,16 0,049 006 & 3764
8.92 11.60 § =
TOTAL 130.06 § 1,035.79

via crowdfunding. Kickstarter and its payment
processor, Amazon Payments, are required
to send a 1099-K Form reporting “Merchant
Card and Third Party Network Payments” to
the IRS for any project that exceeds $20,000
with more than 200 transactions. The taxes
owed for a crowdfunding campaign vary in
every case, and might include federal income
tax, sales tax, gift tax, and self-employment
taxes, among others. On the other hand there
are a series of deductions and tactics that
can be applied in order to reduce the amount
owed. Furthermore, the type of business entity
chosen by the project manager, as well as the
accounting method used —accrual, or cash ba-
sis-- significantly impact how taxes are going
to be handled in any specific campaign.

In the paper we think it is reason-
able to allocate 10% of the final goal for taxes.
The figure is speculative and dependent on the
means of the project manager. If crowdfunding
monies are perceived as income, we’ve erred
on the side of less wealthy individuals, who
would not be paying the highest income tax
rate. A less likely scenario would be if an ag-
gressive tax professional could justify rewards
for a particular campaign as just donations. In
that case, the tax rate would be non-existent,
although the fees of the tax professional would
need to be accounted for. It is advisable to
consult with a professional accountant in order
to properly estimate the amount owed.

A Contingency Correction

The last item in the budget is a
contingency factor for unforeseen expenses.
This is an arbitrary percentage set to cover
unexpected costs in general, including extra
costs of fulfillment or taxes. To illustrate the
necessity of a contingency factor, a possible
scenario could be if one of the rewards offered
in a specific tier is a t-shirt, and 26 people
are expected to receive that reward, but the
manufacturer requires that the minimum order
be for 50 t-shirts; costs would be higher than
expected. Once a contingency factor is consid-
ered, it can add a degree of flexibility to the
collection process. A 5% contingency is set in
this sample budget.

The Final Goal

In our example, the band collects
$8,000 for its recording project. The initial
goal is exceeded by the costs of running a
crowdfunding campaign, which we have iden-
tified as the rewards costs, at 12.95%; the fees,

38,000
1-(0.1295+ 010 +0.10+0.05)

=§12,892.29

(CoNTINUED ON PAGE 13)

April 2014




Volume 10, Issue 1

Music Business Journal

BUSINESS ARTICLES

Fig. 7 - Breakeven and Adjusted Goals

take is making the goal of the crowdfunding
campaign identical, or almost identical, to
the initial budget goal. As can be seen from
the projections in Fig. 7, the band would be
setting itself up for some economic hardship
with $8,000 as their goal. Applying the bud-
get formula, however, it is easy to estimate
a breakeven goal. We recommend adjusting
results to a round number to play it safe.
Note that in this example the band was us-
ing $12,000 from their savings, and needed
$8,000 from crowdfunding, so in order for
the band to really breakeven they would
need to recoup their $12,000 either by ex-
ceeding their goal with pledges from the
campaign, or in future sales of the album.

The formula also provides useful
insights about the number of contributors
necessary to reach a given campaign goal.
A project owner can better evaluate his or
her chances of success by (i) comparing the
number in the model to his or her actual fan
base, (i) make judgments about Facebook
friends and Twitter followers that may turn
into backers, and (iii) generally set standards
for a more targeted marketing and public re-
lations effort.
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Straight Budget Goal Breakeven Goal Adjusted Goal
e Estimated Estimated Estimated Estim ated Estimated Estimated
if of Backers Cost I of Backers Cost it of Backers Cost
947 3 452 1518 5 744 1531 5 150
15.86 ] 36.16 2556 ] 5827 2547 4 38.76
4816 ] 109,80 77.60 5 17694 7828 i 178,42
1558 5 405,96 138 E G54.22 4320 5 B54.64
1206 5 14314 19.44 5 a3 1960 4 18511
415 5 356 . 5B 5 13469 674 5 13582
Lbd 3 EENE] 4.6d ] 5415 284 5 519
046 ] 6912 0.75 ] 11150 075 i 11284
.08 5 1257 014 5 041 014 5 21.08
(.06 5 1764 0.0 5 Gl bb 004 4 8117
1160 4 18 &8 5 . 18.84 5
TOTAL|  130.06 0 LmsN 209.59 $ LBe922 1134 $ 168316
Taxes 4 BDD.OO  |Taxes 4 12E8.23 |Tawes i 1,300.00
Fees 5 BOOOO |Fees 5 L2833 |Fees 5 130000
Contingency ] A00.00  |Cantingency ] BM.61  |Contingency 4 650,00
Net Balance & 486421 |NetBalanes $ 0 500000 |NatBalance $ B0ee84
We have said that a common mis-  Conclusion

Crowdfunding is not for the faint
of heart, but properly harnessed, it can help
artists and creators achieve their goals.
There is substantial work involved at every
step of the way, starting with the pre-pro-
duction of the project, continuing through
the execution of the actual campaign, and
ending well only after the hurdles of fulfill-
ment are overcome

Sound budgeting is at the core
of any serious attempt at the medium. But,
right now, crowdfunding needs to be in-
fused with a healthy dose of realism. It can
be done better and produce more success-
ful and sustainable campaigns. We provide
an Excel template to that end. The spread-
sheet, which makes our methodology clear,
can be (i) adapted for specific music cam-
paigns by desired goal or genre, (ii) used
in the simulation of different scenarios and
for data updates, and (iii) extended to non-
musical projects; once again, please see
http://bit.ly/13taRoN.

ASCAP:
A Retrospective

By Griffin Davis

February 13, 2014 marked the
100th anniversary of the founding of the
American Society of Composers, Authors,
and Publishers, known colloquially as
ASCAP, the nation’s first, and largest perfor-
mance rights organization. As a Performance
Rights Organization, ASCAP’s primary role
has been protecting the copyrighted composi-
tions of their members by monitoring public
performances of their works and compensat-
ing them accordingly. ASCAP, however, has
not limited itself to this role and has become
one of the most influential forces in the music
industry.

The Early Days

The story of ASCAP’s founding
goes that in early 1914, the great Italian op-
era composer, Giacomo Puccini, was hav-
ing lunch in New York with Victor Herbert,
a prominent American composer. At some
point during the meal, the restaurant’s band
began playing one of Herbert’s compositions.
According to Paul Williams, a songwriter
and the current president of ASCAP, an en-
raged Puccini said to Herbert “Why are you
not licensing this music? You should be paid
for this music, because in Europe, we are.”
Inspired by Puccini’s comments, Herbert as-
sembled a group of the era’s most prolific
composers, including Irving Berlin and John
Philip Sousa, to found ASCAP.

Despite a strong conviction and the
support of the Copyright Act of 1909, which
affirmed the rights of songwriters to be paid
for the exploitation of their work, ASCAP
had a difficult time convincing venues to
pay them for something they had previously
gotten for free. According to Bruce Pollock,
author of A Friend in the Music Business:
The ASCAP Story, the ASCAP representa-
tive charged with the task “of being [the] guy
who has to go into a place that isn’t licensed
and tell the owner, ‘Uh, now you have to be
licensed’...[had] the most dangerous job.
People would wind up in jail, they would get
beat up, they would be threatened.”

It wasn’t until 1917 that ASCAP
received the backing they needed to collect
money from venues. This backing came in
the form of a landmark decision in the case
of Herbert v. Shanley Co., in which Chief
Justice of the Supreme Court Oliver Wendell
Holmes upheld a composer’s right to be com-
pensated for the public performance of their

(CoNTINUED ON PAGE 16)
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Rumbles in the Copyright Frontier

By Griffin Davis

On March 20,2013, following an ad-
dress at Columbia Law School entitled “The
Next Great Copyright Act”, U.S. Register of
Copyrights Maria Pallante appeared before the
House Judiciary Subcommittee on Courts, In-
tellectual Property and the Internet to call for
a comprehensive update to the Copyright Act.
Pallante argued that an overhaul of the Copy-
right Act is long overdue as the last major re-
vision occurred in 1976. Though some adjust-
ments have been made since then, most notably
the 1996 Digital Millennium Copyright Act
(DMCA), which was the first act to address the
impact of digital technologies on copyrighted
material, the Copyright Act still largely reflects
a pre-internet world. The issues that Pallante
feels should be addressed include “clarifying
the scope of exclusive rights...reviewing the
efficacy of the DMCA...reforming the music
marketplace...and improving the systems of
copyright registration and recordation.”

A little over a month later on World
Intellectual Property Day, Subcommittee
chairman Bob Goodlatte (R-VA) announced
that the Judiciary Committee would begin a
top to bottom review of the copyright act. The
first step in the process of revision is a series
of hearings, which began on May 8, 2013 and
will conclude some time in the spring of 2014.
The hearings have consisted of testimonies
from a wide range of professionals in indus-
tries that are affected by copyright, including,
among others, musicians, authors, digital en-
trepreneurs and photographers. Hearings have
addressed the roles of both copyright and tech-
nology in innovation, the impact of voluntary
agreements on the U.S. intellectual property
system and the scope of copyright protection.

Performance Rights for Sound Recordings

The most important development
produced thus far by the hearings came as a
bit of a surprise. At the beginning of the Ju-
diciary Committee’s July 25th hearing entitled
“Innovation in America: The Role of Copy-
rights”, Rep. Mel Watt (D-NC) announced
that he would introduce a bill to establish a
performance right for sound recordings on ter-
restrial (AM/FM) radio. Under U.S. copyright
law, every song receives two copyrights, one
is for the sound recording, and the other is for
the underlying composition. Currently, perfor-
mance rights for terrestrial radio exist only for
the composition. This means that when you
hear Jimi Hendrix’s version of “All Along
the Watchtower” on the radio, Bob Dylan, the
song’s composer, is paid, but Hendrix’s estate
receives nothing.

An overwhelming majority of the
world’s industrialized nations recognize this
right, leaving the U.S. in the company of coun-
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tries like North Korea and Afghanistan, both
of which do not recognize terrestrial radio per-
formance rights for sound recordings. This dis-
crepancy in U.S. copyright law means that not
only do American recording artists miss out on
income from domestic radio plays, they also
lose millions of dollars in international royal-
ties as countries with this performance right
will not pay American artists for radio play
since the U.S. does not have a reciprocal right.
This debate is not a new one how-
ever, as Pallante points out “Congress has
already had more than a decade of debate on
the public performance right for sound record-
ings”. Several bills similar to Rep. Watt’s,
which is officially known as the Free Market
Royalty Act, have been proposed as recently as
2009, however, all such bills have been defeat-
ed due to massive lobbying efforts on the part
of radio broadcasters. The broadcasters con-
tend that the exposure an artist receives from
radio play is more than sufficient compensa-
tion. While this may have been true a decade
ago, the continuing decline in record sales has
made the potential earnings from radio play
a much more significant factor in a recording
artists income. Rep. Watt officially introduced
the Free Market Royalty Act on September 30,
2013, but has since left Congress to become di-
rector of the Federal Housing Finance Agency,
leaving the bill’s future somewhat unclear.

Fair Use

The most recent hearing, held on
January 28, focused on the fair use doctrine.
Fair use is an interesting legal exception that
allows for the use of copyrighted material
without the permission of the rights holder.
Fair use does not mean that you can use what-
ever you want with impunity. Instead, section
107 of the Copyright Act delineates the four
factors to be considered when determining the
fairness of a use, the factors are:

1. the purpose and character of the use, includ-
ing whether such use is of a commercial nature
or is for nonprofit educational purposes;

2. the nature of the copyrighted work;

3. the amount and substantiality of the portion
used in relation to the copyrighted work as a
whole; and

4. the effect of the use upon the potential mar-
ket for or value of the copyrighted work.

Fair use has generated a lot of de-
bate recently in the Goldieblox v. Beastie Boys
dispute. Goldieblox, a toy company whose
products aim to inspire young girls to pursue
careers in the male-dominated fields of science
and engineering, released an online advertise-
ment that used the Beastie Boys song “Girls”.
The song’s lyrics, which originally expressed
sexist attitudes, were changed to reflect the
mission of Goldieblox. While parodies that

provide criticism are often considered fair
uses, the commercial nature of the use along
with the Beastie Boys’ longstanding refusal to
license their work for use in advertisements
raised doubts as to the fairness of Goldieblox’
use.

In the fair use hearing, the first two
testimonies came from Peter Jaszi, a profes-
sor of law at American University, and June
Besek, a professor of law at Columbia Uni-
versity. Jaszi testified that he felt the courts
were doing a good job of applying the fair
use doctrine, but suggested exemptions from
statutory damages for noncommercial uses as
a possible revision. Besek, on the other hand,
feels that the courts’ have relied too heavily
on whether a use is transformative in deter-
mining its fairness, claiming that this reliance
has expanded the scope of fair use beyond
what it should be.

Later in the hearing, Naomi Novik
and David Lowery spoke about the impact of
fair use on creators. Novik, a science fiction
author and representative for the Organiza-
tion for Transformative Works, argued that
licensing is cost and resource prohibitive, and
therefor not an option for many creators who
look to make use of existing material. Novik
cited herself as a prime example, having made
a name for herself writing fan fiction, which
she contends should be considered a fair use.
Lowery, a musician known for his work with
Cracker and Camper Van Beethoven, said he
had no problem with uses that are commonly
considered fair, such as parody, instead focus-
ing his attention on unlicensed copies that
claim to be fair, but are in fact not. Lowery
claimed that finding the author of a work and
obtaining a license is “easier than ever”, citing
the growth of hip hop as proof that licensing
does not make sampling impossible.

Though Novik and Lowery’s dis-
cussions of licensing are interesting in the
context of fair use, the problems they ad-
dressed could be addressed better through
changes to licensing systems, such as com-
pulsory licensing for derivative works, than
through changes to the fair use doctrine.

k sk ook

Though a date has yet to be set, the
next hearing on “Notice and Takedown Pro-
visions” will focus mainly on the DMCA,
particularly its safe harbor provisions which
protect online service providers against copy-
right infringement liability. While the U.S. is
not alone in reviewing intellectual property
law for its suitability to existing international
practice and technical change, such hearings
continue to engage the creative community in
the public arena and likely raise the burden of
proof for technology providers who arguably
benefit from the legal status quo.
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= ASCAP

composition, even when the venue does
not charge directly for admission. The Her-
bert v. Shanley decision gave rise to one of
ASCAP’s most prominent regulatory mech-
anisms, known as the blanket license. Under
a blanket license, businesses pay ASCAP an
annual fee in exchange for the right to play
any composition by an ASCAP member.

The Growth of ASCAP

With their new legal backing,
ASCAP was able to turn their attention to
promoting the interests of their members.
Among their early victories was a 1919
deal made with Great Britain’s Performing
Rights Society establishing reciprocal repre-
sentation for each other’s members in their
respective territories. Today, ASCAP has
made similar deals with PROs in over 100
countries.

The 1920s and 30s were a period
of great growth for ASCAP. Many great
composers, including George Gershwin,
Cole Porter, and Duke Ellington joined
ASCAP’s ranks. Additionally, ASCAP em-
braced the new medium for music discov-
ery that radio presented by licensing radio
stations, thereby creating a substantial, new
revenue stream for composers.

Troubling Times

By the late 1930°s ASCAP had be-
come one of the most dominant forces in the
music business. ASCAP’s control over mu-
sic was so great that they were considered
to be in violation of the Sherman Anti-Trust
Act, and were sued twice by the Justice De-
partment. The first suit was brought in 1937,
but was quickly abandoned; the second suit,
brought in 1941, resulted in a consent de-
cree, which forced ASCAP to set rates fairly
and not discriminate between licensees who
are in similar standing.

The Anti-Trust suits were not the
only challenges ASCAP faced during this
era. In 1940, in response to ASCAP’s at-
tempt to double license fees, radio broad-
casters began a boycott of ASCAP. During
the ten-month boycott, none of ASCAP’s
songs were broadcast on NBC or CBS radio
stations. Ultimately, ASCAP settled the is-

sue by agreeing to lower rates, but not before
broadcasters founded Broadcast Music Incorpo-
rated, or BMI, a competing PRO.

Continued Growth and the Digital Age

Despite the setbacks of the early
1940s, the next four decades were by and large
a period of great success and growth for ASCAP
and its members. The 1950s brought another
major revenue stream for composers, the tele-
vision. The 1960s, 70s, and 80s saw major in-
creases in ASCAP’s diversity and star power,
with members ranging from rock stars like Jimi
Hendrix and Janis Joplin, to country legend
Johnny Cash, to pop stars like Madonna.

The late 1990s and 2000s saw an end
to this unchecked growth. The growth of digi-
tal technologies and the rise of peer-to-peer file
sharing caused radical changes to the music
industry. Though ASCAP was not immune to
the effects of file sharing, they refused to al-
low digital technologies to get the best of them.
In 1995, ASCAP issued its first performance
license to a website, RadioHK.com, and later
became the first PRO to pay royalties for digital
performances. More recently, ASCAP has faced
challenges from online music streaming servic-
es, most notably Pandora, who are fighting to
lower licensing rates.

ASCAP Today and Beyond

Despite past setbacks and current con-
flicts, ASCAP has remained a fixture of the mu-
sic industry. At 100 years old it is the nation’s
oldest PRO, and remains the only composer-run
PRO in the country. ASCAP is also the world’s
largest PRO; its nearly half a million members
will receive an estimated $851.2 million for
their roughly 250 billion performances in 2013.

By identifying the need for collections
from venues of all sorts and, eventually, from
the public airways of radio and TV, ASCAP has
served the industry well. It definitely changed
the value of music in the U.S.—and in so do-
ing, the net worth of composers and songwriters
alike. How ironic, though, that it took a classical
music star, Giacomo Puccini, to pave the way
for a better livelihood for generations of popular
tunesmiths.

Beyoncé (cont.)

(From PAGE 5)

lease, “Beyoncé” has far outsold the previous
album “4”, which was released in June 2011.
As of February 2, 2014, her album has sold
1,668,000 copies.7 There is no question that
this release was a major success. The question
now 1is, is this repeatable? While only time
will tell, there is certainly room for assump-
tions.

For independent artists, this is nearly
definitely not repeatable. The first requirement
is a large, loyal fan base. Fans need to be will-
ing to purchase an entire album as soon as the
artist says “Go”. As mentioned before, Beyon-
cé has an immense social media following and
can reach the world quicker from her smart-
phone than from any marketing campaign.
Outside of a modest core audience, the vast
majority of independent artists could never get
enough people interested in their un-marketed
album to make it go viral.

Secondly, Beyoncé was already a
huge public figure. With or without a major
album release, news sites, tabloids, and the
world at large is following her every move.
To do something as dramatic as releasing an
album with a single Instagram post is going
to alert every single news outlet with even a
slight interest in Western pop culture celebri-
ties.

However, Beyoncé is not the only
artist with a vast, loyal fan base. She is cer-
tainly not the only celebrity on TMZ’s radar.
Katy Perry, Lady Gaga, and Justin Bieber all
have social media accounts that more than ri-
val Beyoncé’s.

Beyoncé simply had the advantage
of surprise and being the first to attempt it. In
her nearly 17-year career, she’s never done
anything like this, yet has always maintained
a consistent image. Aside from the well-main-
tained length of her career, other artists have
similar followings and loyalty from their fans.

It is unlikely that this release strat-
egy will be successfully repeated. Beyoncé’s
release was shocking and creative. The next
artist to attempt it would be looked at as a
copycat and uninventive.

The greater lesson to be learned
from this is that the public needs more than
billboards and talk show appearances to create
an exciting buzz for an album. A creative cam-
paign is becoming increasingly necessary. The
Samsung release by Jay Z, Kanye’s 66-city
‘New Slaves’ promotion, and now Beyonce’s
album have all been successful in causing a
stir to promote their music. Perhaps other art-
ists can take a cue from these hip hop moguls
on the new standard of music marketing.



