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YouTube has one billion monthly users—almost one-third of all people on
the internet—and millions of hours of video are watched every day on the

video platform. But the Google-owned video site is still in the investment

stage, according to Susan Wojcicki, CEO of YouTube.

"We are still in investment mode," Wojcicki said at the Fortune Most
Powerful Women summit in Laguna Niguel, Calif. on Tuesday. She
explained further that the declining TV viewership of people in the 18 to 34-
year-old segment represents a massive opportunity for her team,

which Google (GOOGL, +0.43%) bought for $1.6 billion in 2006. Areas
where they are investing, she added, include virtual reality. "There's no
timetable," she said, referring to a question on profitability.

That doesn't necessarily mean YouTube isn't profitable, but it just means
it's not a focus at the moment. YouTube, which primarily makes money
from advertising within its videos, doesn't release revenue numbers (it is
not separated in financial statements by parent company Alphabet). But
some reports put revenue in the billions.

Another focus for the viral video platform has been supporting the many
creators who have flocked there to create videos. Actress and comedian
Grace Helbig, whose channel has 3 million subscribers, joined the site three
years ago to start her show because of the creative freedom. "There are no
gatekeepers," said Helbig, who appeared onstage with Wojcicki.

"For years, we were trying to figure out how to get in the living room, but
now we are everywhere with mobile phones," Wojcicki said.

http://fortune.com/2016/10/18/youtube-profits-ceo-susan-wojcicki/
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UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF NEW YORK

BROADCAST MUSIC, INC.,

Petitioner, 17Civ. __ (LLS)

Related to United States v. Broadcast

Ve Music, Inc., 64 Civ. 3787 (LLS)

RADIO MUSIC LICENSE COMMITTEE, INC.,'

Respondent.

PETITION OF BROADCAST MUSIC, INC. FOR THE DETERMINATION OF
REASONABLE INTERIM LICENSE FEES

Pursuant to Section XIV(B) of its Consent Decree,” Broadcast Music, Inc.
(“BMI”) hereby submits this Petition® seeking a determination of reasonable interim license fees
for all BMI-affiliated musical compositions performed publicly by the thousands of commercial
radio broadcast stations represented by the Radio Music License Committee (the “RMLC
Stations™). In support thereof, BMI respectfully submits as follows:

Introductory Statement

1. BMTI’s licensing relationship with the RMLC and the radio industry is

longstanding. The most recent final blanket and per program licenses expired as of December

' BMI has named the Radio Music Licensee Committee, Inc. (the “RMLC”) as Respondent in this Proceeding

solely in its capacity as representative of the FCC-licensed broadcast radio stations operating in the United States
represented by the RMLC, effective as of January 1, 2017. A list of those stations can be found in Exhibit 1
attached hereto.

2 «Consent Decree” refers to the Final Judgment entered in United States v. Broad. Music, Inc., 1966 Trade Cas.
(CCH) 971,941 (S.D.N.Y. 1966), as amended by 1996-1 Trade Cas. § 71,378 (S.D.N.Y. 1994). A copy of the
Consent Decree is attached hereto as Exhibit 2.

3 Pursuant to the Order of Judge Louis L. Stanton, dated April 25, 2001, in United States v. Broadcast Music, Inc.,

64 Civ. 3787, BMI brings this proceeding by separate petition and notes that this proceeding is related to 64 Civ.
3787.
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31, 2016. Despite negotiations during 2016, the parties have yet to reach an agreement on
interim or final fees to commence on January 1, 2017.

2. BMI requests that the Court extend the terms of the previous final
agreement between BMI and RMLC Stations, which included a rate of 1.7% of each licensee’s
gross revenue and a corresponding reduced rate applicable to talk format stations that have
elected the Per Program License,’ on an interim basis pending an agreement on, or determination
of, final license fees for the RMLC Stations. As explained in detail below, BMI’s interim rate
proposal is reasonable. Indeed, BMI believes that the market developments will support a final
rate of greater than 1.7% of gross revenue payable to BMI.

3. The interim rate proposed by the RMLC represents a drastic reduction in
the rate payable to BMI based on the parties’ previous final agreement—from 1.7% of gross
revenue to 1.4% of gross revenue—and is unreasonable. The RMLC can point to no changed
circumstances that warrant a reduction in BMI’s interim or final rate. Indeed, since entering into
the last license, RMLC Station music use, particularly via new media, has exploded, warranting
an increase, not decrease in rates. Moreover, the RMLC’s interim rate proposal is inconsistent
with the RMLC’s recently announced final license agreement with the American Society of
Composers, Authors & Publishers (“ASCAP”), which increased the rates payable to ASCAP as
of January 1, 2017.

4. BMI therefore brings this Petition, pursuant to Section XIV(B) of the
Consent Decree, to ensure that its affiliated songwriters, composers, and music publishers are

appropriately compensated for RMLC Stations’ use of their musical works during this interim

* Under the recently expired license, stations with limited music use (i.e. talk radio format stations) could elect a Per
Program License with a base fee of 0.2958% of gross revenue plus a supplemental fee calculated based on the
number of weighted program periods containing at least one feature performance of music in the BMI repertoire.

2
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period while BMI and the RMLC negotiate a binding final license agreement, or a final license
fee is set by the Court.”

The Parties

5. Founded in 1939, BMI is a music performing rights licensing organization
(“PRQO”) that operates on a non-profit making basis. BMI obtains the non-exclusive right to
license the public performing right in musical compositions from songwriters, composers, and
music publishers (collectively, BMI’s “Affiliates™). BMI’s repertoire presently consists of the
public performing right in approximately 12 million musical works from the catalogs of
approximately 750,000 Affiliates and covers the entire range of musical genres.

6. BMI issues performing right licenses to music users, collects license fees
from them, tracks musical performances, and distributes royalties to its Affiliates. BMI licenses
a broad range of music users across a wide array of industries including, inter alia,
approximately 10,000 commercial radio stations, hundreds of broadcast and cable television
networks, thousands of internet digital services and websites, concert halls, concert promoters,
universities, and hundreds of thousands of restaurants, nightclubs, retail stores, and hotels.

7. Through BMI, licensees obtain public performance rights in any and all of
the works in BMI’s repertoire. In this way, BMI increases the availability of music to users,
reduces transaction costs, and ensures that songwriters, composers and music publishers are
fairly compensated for the performance of their works.

8. The RMLC is a non-profit organization that negotiates licenses on behalf
of approximately 7,000 of the 10,000 total domestic commercial broadcast radio stations. In

addition, owners of the approximately 3,000 commercial radio stations who are not part of the

> The interim fee set by the Court pursuant to Section XIV(B) will be subject to retroactive adjustment once a final
fee is determined.
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RMLC have agreed with BMI to be bound by the outcome of negotiations or rate court
proceedings between BMI and the RMLC concerning interim and final license fees.

Jurisdiction

0. BMI commences this proceeding pursuant to Section XIV(B) of the
Consent Decree, which provides that “[w]hen an applicant has the right to perform any
compositions in [BMI’s] repertory pending the completion of any negotiations or proceedings
provided for in Subsection (A) hereof, either the applicant or [BMI] may apply to this Court to
fix an interim fee pending final determination of what constitutes a reasonable fee.”

10.  Jurisdiction is therefore proper in this Court, pursuant to this Court’s rate-
setting authority under Section XIV(B) of the Consent Decree, because: (i) the RMLC made a
written application for a license pursuant to Section XIV(A) of the Consent Decree on December
22, 2016; and (i1) BMI and the RMLC have not completed their negotiation of final license fees
and terms. Accordingly, BMI seeks this Court’s determination of a reasonable interim license
fee with respect to the RMLC, under Section XIV of the Consent Decree.’

11.  Venue is proper in this District as a result of the express consent of the
RMLC in applying for a license pursuant to the Consent Decree.

History of Negotiations Between BMI and the RMLC

12. In August 2012, this Court approved an industry-wide settlement between
BMI and the RMLC covering the seven-year license period January 1, 2010 through December

31, 2016 (the “BMI 2010 License™). The BMI 2010 License provides for a blanket license rate

of 1.7% of each licensee’s gross revenue for all broadcast and new media offerings.

% As a result of the parties’ failed interim fee negotiations, BMI will be forced to delay payment to its Affiliates for
performances of their works by RMLC Stations beginning as of the first quarter of 2017.

4
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13.  In March 2016, BMI and the RMLC began negotiating the fees and terms
of a new agreement covering the period from January 1, 2017 forward. In July 2016, BMI sent
the RMLC proposed terms for a final fee agreement. BMI received no response to its proposal
from the RMLC for over five months. To date, the parties have failed to reach an agreement.

14.  In November 2016, after reviewing its proposed license extension
agreement with the RMLC, BMI sent the approximately 3,000 commercial radio stations not
represented by the RMLC license extension agreements, extending the terms of the BMI 2010
License with an interim rate of 1.7% of each licensee’s gross revenue, along with an explanation
of the options available to those stations for the period beginning January 1, 2017. Over 1,100
stations have already signed the license extension agreements, and are currently paying BMI at
the same final rate on an interim basis as of January 1, 2017. Although the license extension
agreements provide for the adjustment of interim fees payable based on the outcome of
negotiations with the RMLC or the Court’s interim fee order, they demonstrate that a significant
number of stations believe it is reasonable to continue paying BMI at an interim rate of 1.7% of
gross revenue.

15. On December 22, 2016, the RMLC requested a license from BMI,
pursuant to Section XIV(A) of the Consent Decree, to cover specified public performances by
RMLC Stations of BMI-affiliated musical works for the period January 1, 2017 through
December 31, 2021. See Exhibit 1 attached hereto.

16. In its December 22, 2016 letter, the RMLC first raised the issue of a
reduced interim license fee, and proposed paying BMI a rate of 1.4% of gross revenue on an
interim basis, rather than continuing to pay the prevailing rate of 1.7% of gross revenue under the

BMI 2010 License. The RMLC’s proposed rate of 1.4% would also extend to commercial radio

SPOTIFY EXHIBIT 10





Case 1:17-cv-00004-UA Document 1 Filed 01/03/17 Page 6 of 10

stations’ digital offerings, although the scope of those offerings has greatly expanded over the
course of the BMI 2010 License term. The RMLC claimed this reduction is appropriate “in light
of the RMLC’s understanding of BMI’s market share of public performances on radio relative to
ASCAP and the new costs associated with the emergence of Global Music Rights.” Id. at 1-2.
The RMLC has not disclosed the support for its assertions which, as discussed below, are
inconsistent with BMI’s internal analyses, the RMLC’s recent final license with ASCAP, and the
interim rates the RMLC Stations are paying to SESAC Holdings (“SESAC”) and Global Music
Rights, LLC (“GMR”), the two unregulated domestic PROs.

The Rate of 1.7% of Gross Revenues Paid by RMLC Stations
Under the BMI 2010 License is a Reasonable Interim Rate

17. It is reasonable to maintain, as an interim rate, the same rate paid to BMI
under the BMI 2010 License until such time as the parties negotiate a binding final license
agreement, or the Court makes a final fee determination. There has been no significant change in
circumstance in the radio industry that would warrant a reduction in fees, and overall music use
by radio stations, including of music in the BMI repertoire, has increased dramatically, and is
expected to continue to increase going forward. Accordingly, BMI requests that the Court
extend the terms of the BMI 2010 License, including the rate of 1.7% of each licensee’s gross
revenue, on an interim basis pending an agreement on, or determination of, final license fees for
the RMLC Stations.

18.  Although a PRO’s market share on radio tends to fluctuate over time due
to the variation in popularity of certain songwriters and songs from year to year, BMI’s internal
analyses of the most recent performance data from 2016 show that BMI has a significantly

greater market share than any other domestic PRO, including ASCAP. Despite this, and despite
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recently agreeing to increase ASCAP’s rate on a final basis, the RMLC seeks to lower BMI’s
rate. The RMLC’s proposed interim rate is unreasonable.

19.  The RMLC’s proposed reduction in the rate payable to BMI is ostensibly
based on the RMLC’s new agreement with ASCAP, which was announced publicly on
December 15, 2016 and covers the five-year period 2017 to 2021. See “ASCAP and the Radio
Music License Committee Announce New Agreement,” dated Dec. 15, 2016, available at
http://www.radiomlc.org/pages/4795848.php. RMLC Stations previously paid ASCAP the same
rate of 1.7% of gross revenue and corresponding Per Program License rate called for in the BMI
2010 License. As of the date of this Petition, the rates and terms of the new agreement have not
been disclosed publicly by either ASCAP or the RMLC. However, the parties have publicly
stated that their new agreement provides for “increases in the rates paid by radio stations to
perform music by ASCAP.” Id.

20.  The RMLC contends that ASCAP’s increased percentage-of-revenue rate
is reflective of an increase in ASCAP’s percentage share of radio performances as compared to
BMTI’s. However, BMI's own analyses indicate precisely the opposite: BMI had significantly
more performances on radio than ASCAP in 2016, the most relevant year to consider given that
the license at issue is effective January 1, 2017. Indeed, the RMLC reached its agreement with
ASCAP without reliable information regarding BMI’s market share. In view of the recent
increase in ASCAP’s rate, BMI’s requested interim rate of 1.7% of gross revenue is therefore
more than reasonable—and the RMLC’s requested rate of 1.4% is exceptionally unreasonable.

21. The RMLC also cites the emergence of a new unregulated PRO, GMR, as
support for a decreased interim license rate for BMI. See Exhibit 1 at 2. GMR was founded in

2013 to represent a select group of rights holders who felt that the rates paid by the regulated
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PROs were below market. GMR has quickly amassed an estimated 20,000 works, including
those written or performed by popular artists such as Adele, Aerosmith, the Beatles, Bruno Mars,
Jay-Z, Madonna, Pharrell Williams, and U2. Although both BMI and ASCAP have lost affiliates
or members to GMR as of January 1, 2017, by the RMLC’s own admission, those losses
disproportionately impact ASCAP. See Compl., Radio Music License Committee, Inc. v. Global
Music Rights, LLC, 16 Civ. 6076 (E.D.P.A. Nov. 18, 2016) (“Before joining GMR, all or
virtually all of GMR’s affiliates were members of ASCAP or BMI. In fact, the vast majority
were affiliates of . . . ASCAP.”).> Upon information and belief, ASCAP has lost five times as
many affiliates to GMR as BMI. However, as discussed above, the RMLC and ASCAP have
agreed to increase the rate payable to ASCAP by RMLC Stations. Having agreed to pay
ASCAP a higher rate, despite the disproportionately large number of ASCAP members who have
moved to GMR, the RMLC cannot use the emergence of GMR as a basis to reduce fees payable
to BML

22. Finally, the rates paid by the RMLC Stations to the unregulated PROs,
SESAC and GMR, also support an increase in the rate paid to BMI. BMI believes that the
RMLC Stations are currently paying SESAC, and will likely pay GMR, interim rates that
indicate BMI should be paid at a rate higher than 1.7% of gross revenue. Moreover, BMI
expects that the final benchmark agreements between RMLC Stations and GMR will support an

increase in final rates to BMI. Upon information and belief, the free market deals currently in

7 GMR has emphasized January 1, 2017 as the deadline for obtaining a license because, as of that date, the stations’
“licenses in effect” with ASCAP and BMI will cease to cover songs that have moved to the GMR’s repertory during
the term of the ASCAP and BMI licenses.

¥ The RMLC has filed an antitrust complaint against GMR, which is currently pending in the Eastern District of
Pennsylvania. See Radio Music License Committee, Inc. v. Global Music Rights, LLC, 16 Civ. 7076 (E.D.P.A.).
GMR has also filed an antitrust complaint against the RMLC, which is currently pending in the Central District of
California, alleging that the RMLC Stations act in concert in violation of the Sherman Act to artificially suppress the
music license fees paid. See Global Music Rights, LLC v. Radio Music License Committee, Inc., 16 Civ. 9051
(C.D.Cal.).
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place between GMR and some of the largest RMLC Station groups, such as iHeart Radio and
Townsquare, compel this conclusion. BMI also expects the benchmark license agreement that
will result from the binding arbitration currently underway between SESAC and the RMLC, to
support an increase in final rates to BML

23.  BMI’s proposed extension of the terms of the BMI 2010 License,
including the rate of 1.7% of each licensee’s gross revenue, on an interim basis, is reasonable.’
It would be unreasonable to reduce the interim rate payable to BMI based on conclusory
assertions by the RMLC about market share that are necessarily based on inaccurate information
about BMI’s market share and are contrary to BMI’s internal analyses. It would also be
unreasonable to reduce the interim rate payable to BMI when other market benchmark rates,
including the final rate being paid to ASCAP and, upon information and belief, the interim rates
being paid to SESAC and GMR indicate significantly higher rates for BMI. To the extent the
RMLC’s overall music license fees have increased as a result of those free market negotiations, it
does not compel a reduction in fees paid to BMI. On the contrary, an increase in rates would
reflect the free market value of music on commercial radio. Such an increase would be wholly
consistent with market developments since the last license negotiation, including the growth of
new media and the concurrent explosive increase in performances of music by RMLC Stations,
and the reduced promotional value that radio stations provide to BMI Affiliates. For those
reasons, BMI’s proposal to maintain the status quo, and continue the current prevailing rate on

an interim basis while a final agreement is negotiated or litigated, is reasonable.

’ Although BMI asks the Court to set an interim rate equal to the BMI 2010 License rate, BMI intends to
demonstrate the reasonableness of a higher rate during any final rate proceeding before the Court.

9

SPOTIFY EXHIBIT 10





Case 1:17-cv-00004-UA Document 1 Filed 01/03/17 Page 10 of 10

Relief Requested

WHEREFORE, BMI respectfully requests that the Court enter an Order:

A. Setting interim license fees at a rate of 1.7% of gross revenue for public
performances of BMI music by the RMLC Stations, and a corresponding rate as set forth in
paragraph 4(D) of the BMI 2010 License, for stations that elect a Per Program License, pending
final negotiation or judicial determination of reasonable license fees, and directing those RMLC
Stations to pay such license fees, effective as of January 1, 2017, and continuing until a final

license fee is set; and

B. For such other and further relief as the Court deems just and proper.
Dated: January 3, 2017 MILBANK, TWEED, HADLEY & MCCLOY LLP
New York, New York
/s/ Atara Miller
Scott A. Edelman
Atara Miller

Eric I. Weiss

Alison Bonelli

28 Liberty Street

New York, New York 10005-1413
Telephone: 212-530-5000
Facsimile: 212-530-5219

Email: sedelman@milbank.com

-and-

Stuart Rosen

7 World Trade Center

250 Greenwich Street

New York, New York 10007

Attorneys for Petitioner Broadcast Music, Inc.

10
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People are consuming more and more music yet less
money finds its way to record labels and artists.

The U.S. record industry was the same, but different, in 2015. You may or may not have noticed
great change, as old ways of doing business continued to change -- but if you saw industry
revenues at the mid-year point, you might have also noticed revenue fell about 5 percent
(though a boost from Adele might improve the final year-end tally).

In 2015, overall music consumption tracked by Nielsen Music grew 15.2 percent to 549.4
million track equivalent albums and streaming equivalent albums. These are metrics that
convert digital purchases and streaming activity into aloums for purposes of comparing
consumer activity over time.

Why doesn't the record business feel more successful? A similar question was asked here in
May. Presentations at the 2015 Music Biz Association conference by the RIAA Josh Friedlander
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and Nielsen Music's David Bakula showed a strong increase in U.S. streaming activity
Ca‘responding with flat recorded music revenues. A partial explanation came from Q
MusicWatch's Russ Crupnick -- about 50 million of the 120 million people using music audio
and video streaming sites won't pay to stream. The remainder will be difficult to reach. So
that's one explanation.

U.S. Recording Industry 2015: Streams Double, Adele Dominates

Another explanation is digital deflation, a term that explains how content loses value when
consumption switches from physical to digital formats. (In economics the term refers to the
idea that digital technologies lead to greater productivity and cheaper prices.) In advertising,
digital deflation explains a loss in advertising revenue because digital advertising is less
expensive than traditional advertising on a cost-per-thousand impressions basis.

The newspaper business is a good example of digital deflation. According to the Newspaper
Association of America, newspaper ad revenue has shrunk roughly 60 percent to $19.9 billion
in 2014 from $49.5 billion in 2006 as advertising dollars have chased readers migrating to
digital outlets. The same effect could also be happening to television advertising in the United
States.

The music industry has also suffered from digital deflation. Money spent on physical purchases
were only partially replaced by money spent on downloads. Consumers were able to spend
less when previously bundled tracks became unbundled and a la carte shopping was made
possible. Many people opted to buy a few tracks (or obtain illegally, although piracy is a
separate issue) rather than the entire digital album. Physical formats didn't offer that choice.

Streaming presents different challenges. It's too early to say if streaming will further the digital
deflation in music, but it doesn't appear to be reversing the effect. But streaming revenue is
more complicated than download revenue. Royalties paid to rights holders can depend on a
number of factors: streaming activity, label market share, advertising rates, the number of
subscribers to premium services and the amounts paid to those services.

U.K. Recording Industry Totals $1.6 Billion in 2015

In addition to how people are listening, what people are listening to could also impact how the
record business perceives itself. To generalize, consumers tend to buy newer music and stream
older music. Catalog accounted for nearly 70 percent of streaming volume, according to
Nielsen Music. Since that percentage hasn't change over the last year or two, it can assumed
catalog enjoyed 70 percent of streaming gains in 2015. At the same time, sales of current
albums, which have historically accounted for roughly half of all music sales, fell by 9 percent.
Current digital tracks, which are also split almost evenly between current and catalog, fell 10
percent.
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'Ee upshot should be clear. What was roughly a 50/50 split between current and catalog muzif
iTTow a 30/70 split. Put another way, as purchases fall and streaming activity increases,
current music is losing market share to catalog music. Using Nielsen's numbers, it's clear
catalog music is getting twice the streaming gains as current music.

These trends could have real world consequences. Breaking a new artist or recouping on a new
album isn't easy. With streaming playing a larger role, and with catalog now so dominant in
streaming, new music will get shoved aside in favor of older, more familiar music. It can be
seen in the playlists created by subscription services. While many playlists feature either
entirely or mostly new music, many other playlists are dominated by catalog tracks.

Things were about the same, perhaps a bit better, in the United Kingdom. The world's fourth-
largest music market experienced a 4 percent increase in revenue, to £1.1 billion (US $1.61
billion). Audio streams grew 82 percent to 26.8 billion while total consumption, measured as a
combination of purchases and streaming, rose 3.8 percent. What would have otherwise been
either more modest or flat growth was moderated by a 3.9 percent decline in CD sales, which
accounted for 66 percent of all albums purchased in the U.K. (In the U.S. CD purchases declined
10.9 percent decline and accounted for 52.3 percent of all album purchases.)

The Canadian market went in a similar direction. Total purchases, including tracks, fell 4
percent. But total consumption, when streaming is included, almost certain increased. It's not
possible to know the consumption gain because Nielsen didn't start tracking audio streaming
in Canada until the second half of 2015. But it's safe to say Canada also had an uptick in
consumption. It would take only a 50.2 percent increase in streaming for consumption to have
risen in 2015. A streaming gain equal to the United States, 98.2 percent, would mean music
consumption in Canada rose 1.7 percent. Of course, these numbers don't say whether or not
recorded music revenue grew in 2015.

The takeaway is gains seen in Nielsen's metrics don't necessarily reflect what's going on in the
record business. It's not that gains in metrics don't matter. In fact, it's easy to find a person in
the music with optimism who feels the industry is turning a corner. And it's easy to find people
in areas separate but tangential to the record business, like live events or sponsorships,
positive about their corner of the market. But it can be difficult to find somebody who feels the
record industry, as a whole, is growing.
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THE GLOBAL MUSIC COPYRIGHT BUSINESS IS
WORTH MORE THAN YOU THINK - AND GREW BY
NEARLY $1BN LAST YEAR

f ' Q+ in 979
(https://www.facebook (titngstenemdhdateemimisharepius. google.corffitépdraavw. linkedin.com/shareArticle?
u=http://www.musicbusirlebsyoridwidenoictasinkr sy on dwideusieh idines syeddly déncgmytnenusicbusinessworlc

global-music- global-music- global-music- global-music-
copyright-business-is- copyright-business-is- copyright-business-is- copyright-business-is-
worth-more-grew- worth-more-grew- worth-more-grew- worth-more-grew-

nearly-1bn-last-year/) nearly-1bn-last-year/) nearly-1bn-last-year/) nearly-1bn-last-year/)

DECEMBER 13, 2016 BY TIM INGHAM
(HTTP://WWW.MUSICBUSINESSWORLDWIDE.COM/AUTHOR/TIM/)

How much is the global music business really worth?
The regularly-cited answer to that question: $15bn.

That's the (approximate) figure the IFPI has placed on the recorded music business’s annual
revenues for the past few years.

In 2016, according to early estimates, that figure looks likely to rise up towards $16bn.
(http://www.musicbusinessworldwide.com/why-2016-will-go-down-as-a-giant-year-for-the-
global-recorded-music-business/)
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But in truth, it still only conveys one part of the music copyright landscape.

Last year, Spotify Director of Economics Will Page helped MBW put the first ever figure on the
entire music copyright industry (http://www.musicbusinessworldwide.com/25-billion-the-best-
number-to-happen-to-the-music-business/) — that's recorded music, plus revenues generated by
publishing/authors rights.

He's just done it again.

And today, MBW can exclusively present his latest findings.

The headline figure: According to Page, global revenues generated by music copyright in 2015
stood at $24.37bn.

Based on a USS constant currency method, Page now estimates that the equivalent figure from
2014 was $23.43bn.

That’s a year-on-year rise of $941m or 4%.

Global value of music copyright ($m)
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Page’s figures take into account IFPI's findings, in addition to global publishing/composer
collection revenue stats from CISAC.

The foundation for his conclusion is created by adding these two data sets, then removing
‘double counting’ on mechanical royalties — an overlap created by the fact that record companies
traditionally pay through mechanicals to publishers after collecting cash from retailers (on
physical formats, and download in the US market).

In addition, Page referred to MIDIA Consulting’s model covering directly licensed publishing
revenues not captured by CISAC'’s annual report (such as sync).

There are added complexities — including the calculation of Pan-European Licensing (PEL)
revenues, plus SESAC's recent purchase of US mechanicals house the Harry Fox Agency, which
has created more transparency on that income stream.

Page worked out USDS revenues in constant currency, converted from the ‘root’ currency of each
market’s original income.

Below, Page explains exactly how he reached his headline figure. But first, let’'s delve into the
most notable numbers.

Once mechanical royalties pay-through is subtracted from IFPI data for 2015, says Page,
wholesale global recorded music revenues in the year stood at $13.98bn (+4.1% YoY).

Meanwhile, CISAC societies paid out $8.26bn (+3.8%) in the year, while publishers generated
$2.14bn (+4.3%) outside of society income.

Overall, that means ‘publishing’ (inc CISAC authors’ money) generated $10.4bn (rounded up) in
2015, with ‘labels’ (inc artist money) generating $13.98bn.

‘Publishing’ therefore contributed 42.7% to music copyright’s bottom line in 2015, with ‘labels’ on
57.3% — the same percentage split, says Page, seen in 2014.
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Global value of music copyright in 2015: Publishing vs Labels

@ Publishing ($10.397bn) @ Labels ($13.975bn)

(http://cdn.mbw.44bytes.net/files/2016/11/Pubsvslabels.png)
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MBW: The Global Value of Music Copyright 2015 (Sm)  Change %

CISAC Performing Right Collections $6,828 3.5%
CISAC Mechanical Right Collections $1,207 6.5%
CISAC Private Copying Income §222 -0.7%
Non-CISAC Publishing Mechanicals S471 -12.9%
Publishing Synchronization $849 5.8%
Publishing Other $820 15.6%
IFP1 Physical (Adjusted) $5,056 -4.5%
IFPI Digital (Adjusted) $6,496 11.5%
IFPI Performance 52,068 5.0%
IFP1 Sync $355 6.6%
Grand Total $24,372 4.0%

|
(http://cdn.mbw.44bytes.net/files/2016/11/Screen-Shot-2016-12-13-at-21.19.38.jpg)

Page also drills down further to examine which areas of both sides of the music copyright
business contributed the most in 2015.

He discovered that only three areas of the business fell last year: CISAC Private Copying income
(-0.7%), Non-CISAC publishing mechanicals (-12.9%) and adjusted IFPI income from physical
music sales (-4.5%).

Every other area of both the master and publishing worlds increased in value — not least
recorded music (IFPI) digital revenues, which rose 11.5%, or by $668m, to $5.83bn.

The biggest contributor to 2015’s overall music copyright figure (when recorded revenue is split
between physical and digital) was CISAC’s performing rights collections ($6.6bn, +3.5%) —
claiming 28% of the total.

IFPI physical sales ($5.29bn, -4.5%) contributed 21%, while IFPI digital brought in 27%.

One interesting bit of trivia: the amount of money generated by publisher sync departments
($849m) trounced that generated by recorded music sync departments ($355m) — although the
latter was up 6.6% in 2015 while the former grew more slowly at 5.8%.

Other gains were made in areas such as CISAC mechanical collections (+6.5%), ‘Publishing
Other’ (non-sync, non-collection revenues — +15.6%) and IFPI performance collections (+5%).
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Kind of self-explanatory, but Will Page’s figures only take into account music copyright.

Another giant area of the business, one especially of interest to artists and managers - live
music - is left untouched.

For any brave soul wishing to work out the music industry’s true value, then, a couple of starting
points:

In calendar 2015, Live Nation's concert promotion business turned over $5.23bn
(http://investors.livenationentertainment.com/news-center/news-center-details/2016/Live-
Nation-Entertainment-Reports-Fourth-Quarter-And-Full-Year-2015-Results/default.aspx), up
11% YoY. In the same period, the company’s ticketing business (across all events)
generated $1.71bn. Even with just one (market leading) live music player factored in, then,
2015 annual music business revenue is already headed well north of $30bn.

IbisWorld (http://www.ibisworld.com/industry/default.aspx?indid=1960) analysts calculate
that the total live music promotion market in 2015 turned over $25bn in the US alone -
which goes to show how lucrative any holistic music business figure is likely to end up
being.
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But for now, we're here to talk about music copyright: how much it's making, and, crucially, how
much it's growing.

Over to Will Page.

(HTTP://CDN.MBW.44BYTES.NET/FILES/2015/12/WILLPAGE.JPG)THE HEADLINE FIGURE: $24.4BN. THE
GRAND TOTAL IS LOWER THAN THE $25BN FIGURE WE REPORTED LAST YEAR - BUT IT'S UP $941M.
EXPLAIN?

Firstly, the lower absolute figure shouldn’t be a surprise. As already mentioned, we've diluted a lot
of non-Dollar revenues with the weaker exchange rate.

Secondly, many of the third-party data points were updated and there are more adjustments this
time round as the methodology has been improved.

Third, there were revisions to many of the third-party data points, like music publishing, which fed
into the total.

HOW DID YOU TACKLE THE ISSUE OF EXCHANGE RATES ACROSS A GLOBAL ANALYSIS OF MUSIC
COPYRIGHT?

There is no perfect solution to dealing with this issue but what we've done is consistent, and
that's important. Three points:
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Think what's happened — the USD has strengthened from 2014 to 2015, so if | measure all
these international monies in USD 2015 constant currency, then | am making all those non-
USD monies in the previous year worth less than before. We saw this with the IFPI headline
in April, which essentially said ‘the industry is worth the same as we reported in 2014, but
it's actually grown’;

We need to keep in mind that CISAC reports their international composite figures in Euros,
and you can't transfer JASRAC (Japan’s PRO) Yen monies into Euros and then flip that into
Dollars as it wouldn't be correct. CISAC were incredibly helpful in converting their granular
figures in USDS constant currency, so it would be consistent with the IFPI;

Let's be clear — the USD exchange rate is currently favourable to growth stories as it dilutes
the value of the previous year’s wealth. But recall UMG is reported is in Euros and SME is in
Yen - confusing matters more. Therefore, an accountancy view of ‘profits’ might differ
from an economist’s view of turnover, and counter-argue ‘you are worth what you reported
in each stated year'.

BASED ON CONSTANT CURRENCY, THE BIG TAKE-AWAY HERE IS THAT THE GLOBAL VALUE OF MUSIC
COPYRIGHT GREW BY ALMOST A BILLION DOLLARS IN ONE CALENDAR YEAR, RIGHT?

Right. Everything is up.
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2015's $941m growth in music copyright revenues ($m)

552

CISAC (+3.8%) Publishers (direct licensing) (+4.3%) Labels (+4.1%)

(http://cdn.mbw.44bytes.net/files/2016/11/Growth.png)

HOW DID YOU WORK OUT YOUR PUBLISHING FIGURES - BOTH CISAC AND NON-CISAC (DIRECTLY
LICENSED)?

Working with CISAC and Chris Carey’s Media Insight Consulting, we were able to ‘shave off’ the
non-music part of their collections to make it reflective of music-specific copyright, and then
convert into dollars from the root currencies.

As for non-CISAC revenue, MIDIA are the clear leaders in the space of measuring music
publishing. Before adjusting, MIDIA reported that publishing revenues grew double digit in 2015,
up 10.3% or $465m.

FX explains half that story (variable FX growth was only 5.3%) but it underlines the strength of
music publishing. Of just under $5bn in gross revenues, $2.1bn flowed through to our total.

FINALLY, THE IFPI FIGURE OF $14.9BN - THAT GETS LOWERED AS A RESULT OF ALL THIS RIGHT?
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Same as last year, where labels pass through mechanicals, you need to reduce the IFPI figure as
you've already captured it on the publishing side — this is a one-sided adjustment.

In this case, we reviewed and improved the measure of trade income which was passed through
from label to publisher and the countries where it existed for physical and download format.

The net effect is to take over $800m from the label side, improving the ratio between them.

As a result, the label side of the fence is worth $13bn, but interestingly as we're removing the
part of the original IFPI figures that is falling [mechanicals], growth accelerates to 4.1%.

HOW DO YOU INTERPRET THE $941M GROWTH?

Over the past 15 years, the gains of publishing would have been off-set by the pains of labels, but
this time around labels are complimenting the growth as opposed to taking it away.

So, a $941m growth story is remarkable, but like | said earlier it becomes possible when
everything is up (...including the US dollar!).

CAN YOU COMMENT ON THE SPLIT BETWEEN LABELS AND PUBLISHING?

When MBW helped me explain the work last year, what was clear was that there was a
misconception about the David-Goliath relationship between labels and publishing.

When you factored in all the monies that flow to PROs, publishers and songwriters, they were
much more neck-and-neck in true value than often perceived.

However, how that money then flows from firms (labels, publishers and collectives) to individuals
(artists and songwriters) is an entirely different conversation.

FINALLY, WHAT DOES THIS MEAN FOR SPOTIFY?

The figure itself. The simple fact is we pay both sides of the fence.

Far too often, analysts boil the music industry down to just the recorded sector — without
considering PROs and publisher collections.

It's important that people view the contribution Spotify is making to all rights holders, not just
some.

Working out the value of all musical copyright helps us do just that.
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Behind the music: Publishing deals
explained

Peter Kay has won a publishing deal in the guise of his new character Geraldine. But unless
publishers do more to encourage new songwriters, the joke will be on us

Helienne Lindvall
Thursday 23 October 2008 07.48 EDT

This week, MusicWeek reported that Sony/ATV Music Publishing has signed the Peter
Kay character Geraldine to a worldwide music publishing deal for his The Winner Song,
co-written by Gary Barlow (also signed to Sony/ATV). It's less a case of art imitating life
imitating art than the lines being blurred between the two, I'd say.
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Major publishing deals - ie deals that look after your songwriting rights, rather than the
recorded versions of your songs (which record labels own) - are hard to come by these
days. Publishers tend to blame this on the forced tightening of belts following the fall in
physical sales and the low profits from legal downloads. Like the major record
companies, they say the margins are slimmer so they prefer to sign writers that are more
or less sure bets. But signing a fictional TV character is surely taking it a bit too far.

Since the days of the legendary Brill Building songwriting hothouse, publishers have
signed and developed songwriters who were not performers. Many of them, like Burt
Bacharach and Hal David, went on to have amazing careers writing for other people.

Publishers have always operated in a different way from record companies. The major
labels all have a publishing side and often the publishing side has "propped up" the
record side by being more profitable. One of the reasons for this is that it's less costly to
sign a writer, so if they don't succeed the loss is lower.

Generally, as you sign a publishing deal, the publisher agrees to pay you a yearly
advance in return for owning the copyright for everything you write during the time
you're signed. The publisher then takes 100% of the royalties coming in until they've
recouped the advance, after which they'll split it with you according to what you've
agreed (anything from 50-50 to 80-20 in favour of the writer).

As opposed to record labels who have to spend money on recording albums, marketing,
promotion and touring, all the publisher has to pay out is the advance and throw in some
travel expenses. An added bonus for the publishers is that they get royalties from airplay
all over the world. Performers (and so their labels) don't get any royalties for airplay in
the US, as radio over there says it works as a promotional tool for the performing artist
and so they shouldn't have to pay them.

Of course, the publisher is also supposed to help get the writer cuts (placing the songs
with a recording artist). This, however, has become increasingly difficult, as most
recording artists want to be involved in the writing of their material. So, to decrease the
risk even more, publishers now almost solely sign producers or recording artists who
write (basically, people who can get in on projects through other means). All of which
means a pure songwriter like Hal David may struggle to get a publishing deal if he started
out today.

Many songwriters now say that publishers are more like banks with a very high interest
rate. But if we view the publisher as a bank, it would be a bank that, once you've paid off
your mortgage, would still own your house.

Still, I'm grateful that my publisher took a chance on me by giving me the opportunity to
focus on songwriting full-time, as they paid me an advance. I couldn't have foreseen that
they would get bought by the biggest "bank" in the business and now my "house" is
standing somewhere gathering dust without anyone looking after it.
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But, hey, Geraldine, the winner of Britain's Got the Pop Factor and Possibly a New
Celebrity Jesus Christ Soapstar Superstar Strictly on Ice, just got a publishing deal. She's
number two in the singles chart, just above last year's X Factor winner Leon Jackson,
and I'm not sure if the joke is on the music business or on us. But unless they spend
some of the money that they make from it on developing new songwriters and artists,
the losers will be the people who wish we had more artists coming through with the
longevity of artists like David Bowie and Led Zeppelin.

NfiiSigBehind the music
Peter Kayblogposts

Since you’re here ...

... we have a small favour to ask. More people are reading the Guardian than ever but far
fewer are paying for it. And advertising revenues across the media are falling fast. So you
can see why we need to ask for your help. The Guardian’s independent, investigative
journalism takes a lot of time, money and hard work to produce. But we do it because we
believe our perspective matters - because it might well be your perspective, too.

If everyone who reads our reporting, who likes it, helps to pay for it, our future would be
much more secure.

Become a Supporter
Make a contribution
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MC: the revenue generated by the musical composition, which flows back to publishers and
songwriters.

SR: the revenue generated by the sound recording, which flows back to the sound recording
copyright owner (usually a record label) and the recording artists and performers.
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Royalty King: Josh Gruss controls nearly 8,000 songs, including 6 early Beatles hits. You can get in on the action, too.

Zack O'Malley Greenburg, FORBES STAFF @

I cover the business of music, media & entertainment. FULL BIO v

This story appears in the March 3, 2014 issue of Forbes. Subscribe

In a sunny conference room high above midtown Manhattan Josh
Gruss is explaining how to buy a song. Seems simple
enough--$1.29 for an iTunes download. But Gruss is talking about
the purchase of a much more complicated item: the copyright for
the music itself.

"Let's just say you really love the band Tesla," he begins, looking
at the website for ASCAP, the performing rights organization, and
guiding the cursor to the search bar. "And you say to yourself, 'T
want to buy their '8os ballad, "Love Song." ' You'd just simply
type in the performer Tesla."

A few clicks later a menu appears, showing that the tune was
written by the hair metal group's front man, Jeff Keith, and its
guitarist, Frank Hannon. There's other information, too,
including contact details for the firm overseeing the song rights.
For someone interested in buying the group's publishing catalog,
or even a single song, that would be the most direct route.

"If you went to Tesla and said, 'I really love your song, I really
want to own it,' and if you wanted to offer a trophy price," says
Gruss, "they might be willing to do that."
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He should know. Gruss, 39, is the chief of Round Hill Music,
which controls nearly 8,000 copyrights, including songs by the
Rolling Stones, Frank Sinatra, Aerosmith, Bruno Mars and Katy
Perry, as well as six of the Beatles' early hits. An ex-Wall Streeter,
he started the company three years ago not only because of his
passion for music--he still occasionally plays guitar in a rock band
called Rubikon--but also for the profits.

The music publishing business generates $6 billion in royalty
income per year and attracts some savvy investors. In 2009 a
Dutch pension fund bought the Rodgers & Hammerstein catalog.
In 2012 Sony /ATV led a consortium that included David Geffen,
Blackstone's GSO Capital Partners and Michael Jackson's estate
in the $2.2 billion purchase of EMI Music Publishing and its 1.3
million songs.

"Publishing is a great asset," says billionaire Ron Burkle, a
frequent investor in entertainment securities. "People obviously
went through a moment in time when they thought these assets
weren't going to be worth very much because everybody was
going to get it for free."

Recommended by Forbes

How To Make A >
Living In The Moneyball For

Modern Music Music: The Rise

Business of Next Big Sound

They were mistaken. The Napsters of the world have mostly been
shut down or transformed. Harsh penalties for illegal
downloading have certainly contributed, but the real change
comes from services like YouTube and Spotify, which offer a
relatively painless way to listen to free music on demand. That's a
boon to the copyright owners, who have long been more insulated
from industry turmoil than record labels have.

The explanation traces back to the two main financial
components to any song: the master recording, typically owned
by a record label, and the rights to the underlying composition,
owned by the composer and usually a music publishing company.

The rights holders split a mechanical royalty of 9.1 cents per track
sold on iTunes or CD, and they earn a royalty every time one of
their creations is licensed for a television ad or radio commercial.
Same goes for spins in bars, stadiums and shopping malls and
plays on Spotify. Licensing fees for films and TV shows can result
in six-figure payouts. Songwriters, unlike recording artists, also
get paid for all U.S. radio plays. "Happy Birthday to You" still
generates about $2 million per year in publishing royalties.

For every dollar a music publisher collects, it typically pays out
half to the songwriter and keeps the rest for itself--while
maintaining the copyright, collecting passive royalties and
seeking out new licensing deals to generate more cash. A well-
managed song can yield the publisher and writer each a payout of
10% to 15% a year of the song's current market value--a ratio that
has stayed fairly consistent over the past decade.
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Think of it as an income play with the potential for capital gain or
loss. Michael Jackson famously bought a catalog housing the
Beatles' biggest hits for $47.5 million in 1985; he later merged it
with Sony's catalog, and his estate's share of the joint venture is
worth about $1 billion today.

"It's very stable; it's also uncorrelated [with equities]," Gruss says
of the business, adding that global music publishing revenues
dipped less than 4% from 2008-10. "That's a big, attractive factor
for a lot of our investors."

So what's the catch? The biggest is that opportunities for retail
investors, while growing, are still very limited. One is Round Hill,
which Gruss started after working at Bear Stearns, Warner Music
Group and his family's hedge fund. Round Hill has spent about
$50 million buying publishing catalogs and last year launched a
private-equity-style fund that allows outsiders to invest in its
copyrights.

There's a minimum investment of $1 million and hefty (albeit
standard for private equity) fees of 2% of assets plus 20% of
profits. FORBES estimates that Round Hill's annual return is
about 15%. In that case, investors would get a 10% payout. For a
similar minimum and fee, investors can buy in through other
outfits too, including Kobalt Music Group and Bicycle Music.

You can also bid on individual royalty rights (often going for
$10,000 or less) through the startup Royalty Exchange. (You still
have to be what the SEC calls an accredited investor--for example,
with an investable net worth of $1 million plus.)

Most of what's for sale here, says Royalty Exchange cofounder
Wilson Owens, is the writer's share--producing passive income,
with no management or licensing responsibilities. Songwriters
sometimes sell just part of their royalties; a 25% cut of the writers'
share of the song "U Remind Me," performed by Usher, recently
fetched a cool $113,000.

Buying individual songs associated with unknown acts is cheaper
and comparable to speculating in penny stocks. In the unlikely
event such a song gets discovered and licensed in a TV ad, you
could make a killing.

For the catalogs and songs that do generate steady royalty
income, payouts offer the added benefit of favorable tax
treatment. In the U.S. the purchase price of a song can be
amortized (written down) over a ten-year period, making most of
the payout tax free for the first decade.

If you sell, however, what you've previously amortized is
recaptured and taxed at ordinary income rates of up to 39.6%;
any gain above recapture is taxed at the lower long-term gain rate
that tops out at 20%. If you're not actively managing song
copyrights as a business, payouts and gains are also subject to the
new 3.8% net investment income tax, says Anthony Nitti, a CPA
in Aspen, Colo. and a Forbes.com contributor.

So what about that second big catch? Under U.S. law, written
works (including songs) copyrighted on Jan. 1, 1978 and later
revert to the public domain 70 years after the last writer's death.
But writers (or their heirs) can reclaim U.S. rights they've sold to
publishers after 35 years. This can lead to expensive legal battles,
although as a practical matter it's mostly used by writers to
quietly negotiate a better deal with their publishing companies.
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This can reduce both the publisher's income from a song and the
composition's market value--another reason to invest in a catalog
and not a single song.

Back in his conference room, Gruss continues to explain how an
individual investor could buy copyrights directly from a band.
Still using Tesla as an example, he scrolls down his screen and
points to an entity listed as City Kidd Music--the name the
members of Tesla picked for their copyrights, which they still
owned at that moment.

Interested? Too late. Round Hill has since bought the whole
catalog.

Want to learn more about the business of

music? Follow me on Twitter and see my Jay

Z biography, Empire State of Mind. Pre-order my next
one, Michael Jackson, Inc, right here.
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Kobalt Music Group: Redefining Music Publishing

Music publishers have long played an integral role in the careers of songwriters. Regardless of whether or not a songwriter is a developing talent or
an established name, or if full or administrative services are provided, music publishers can be invaluable to songwriters through the protection and
exploitation of their songs as commercial assets. In some cases, a music publisher may even be able to perpetuate commercial success and facilitate
large-scale earning opportunities for singer-songwriters whose recording careers are no longer lucrative. Whereas most recording artists have little to
no ownership stake in the master recordings of their songs, a key component in the songwriter/music publisher relationship is the division of
copyright ownership of the songs written. Typically, the more services the music publisher provides (i.e., developmental, creative or synch
licensing), the more ownership the songwriter must give up.

Certain publishing deal models have come to be recognized as industry standards over time. In scenario A, a 50/50 publishing deal, a music
publisher signs a new, prospectively successful songwriter to an exclusive publishing deal. This includes provision of career development services
(i.e., arranging of co-writing opportunities); song demo recording; creative and synch licensing services and a cash advance recoupable against future
earnings. The songwriter assigns one-hundred percent copyright ownership of all songs written during the term of the agreement to the music
publisher, who pays the songwriter royalties based on earnings from various commercial uses of these songs (for example, fifty percent of the gross
income received from mechanical and synchronization licenses). In scenario B, a co publishing deal, a successful songwriter who has established his
own publishing entity signs a full service publishing deal similar to the one mentioned in scenario A, but retains fifty percent copyright ownership of
any songs written given the increased leveraging power his track record affords him. Since the publisher’s share of income generated from licensed
usages of these songs is split between the music publisher and the songwriter’s publishing entity, this songwriter stands to earn substantially more
than does the songwriter in scenario A. Finally, in scenario C, an administrative publishing deal, an extremely successful singer songwriter does not
require exploitative services because his song catalog has consistently proven to be highly profitable throughout his career. At this stage, the singer-
songwriter enlists a music publisher simply to register his song copyrights with collection societies worldwide, as well as manage the collection of
performance royalties and licensing income for a percentage of the catalog’s gross earnings during the term of the agreement (with full copyright
ownership of the catalog remaining with the singer-songwriter).

In each of these scenarios, the provisions of the aforementioned publishing deals may be mutually beneficial to both the songwriters and music
publishers represented. For the songwriter, however, there are certain instances where additional considerations must be made in the interest of
financial stability. Despite the fact that record companies account quarterly to music publishers for any mechanical royalties due, music publishers
account to their songwriters semi-annually. As a result, pipeline publishing income may not be immediately accessible to a songwriter in times of
financial hardship, and he may require a supplemental advance. Also, as music commerce has evolved in the digital age, it has become increasingly
difficult to accurately (and definitively) track every usage of every song represented by a music publisher throughout the world. As a result, a
songwriter with an extensive catalog may, in the best case, not be paid in a timely manner relative to the usage of his song in a foreign territory. In
the worst case, that same songwriter may not be paid at all due to the reporting and collection limitations of his publisher. For these reasons, Kobalt
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Music Group’s rise to prominence as one of the most successful independent music publishers in the world is especially notable. With a
technologically advanced collections system and conformable service offerings, Kobalt’s innovation has led to the implementation of a new business

model and redefined the role of a music publisher in the 21st century'.

Kobalt Music Group is unique in that it operates primarily as an administrative publishing company (it does not own any copyrights), but has
incorporated a fusion of creative elements into the services it offers its clients>. The increased efficiency and accuracy of its electronic royalty
collections and reporting system, however, is at the core of its administrative services. This system — designed, owned and operated solely by Kobalt
— automatically communicates with and collects directly from the majority of its international content users; the data from these transactions being
managed by a singular database®. Given the lag time inherent in foreign sub publisher reporting and remittance of licensing and royalty monies
owed, Kobalt’s ability to bypass these entities allows it to pay its clients more quickly (an estimated 50% faster) and more accurately than publishers
doing so by more traditional means®. Perhaps even more impressive is that Kobalt’s clients can track the registration, licensing and digital usage
processes in real-time via an online portal linked to the system at large (dubbed “Digital 3.0”). As payment transparency is essential to Kobalt’s
mission, this capability allows its clients to take a line item approach and break down the exact amount of monies owed for licensed usage by song,

territory, or type of license’.

Also unique to Kobalt’s business model is its offering of royalty advances. Generally speaking, administrative publishers do not offer songwriters
advances against future royalties and Kobalt’s doing so is only one example of how it has successfully infused provisions of the full-service
publishing deal into its capacity as a primarily administrative music publisher. Given the accuracy of its collections and reporting system, Kobalt is
able to deliver royalty balances to its clients weekly, as opposed to quarterly or semi-annually as per the traditional music publishing model.
Coupled with the fact that the advance application process is available via the Digital 3.0 portal, Kobalt’s clients may be paid advances immediately

rather than be required to wait for pipeline income to hit their publisher’s accounts and be paid through in the next statement periodé. While there
are fees associated with this benefit (2% for next statement advances; 5% for pipeline income advances and 7% for projected revenue advances),

clients do not have to sacrifice any song ownership rights because Kobalt does not own any copyrights to begin with’.

Since its inception in 2001, Kobalt has consistently broadened the scope of the services it offers its clients. As recently as this year, Kobalt has
ventured into the realm of master recording administration and neighboring rights royalty collection (outside of the U.S.) for non-featured performers
and producers whose contributions on publicly performed, broadcast and digitally transmitted works are payable in some territories®. In keeping
with the concept of an administrative/creative publisher hybrid, Kobalt has also assembled a creative and synch licensing team whose primary goal is

to cultivate international songwriter relationships amongst its clients and create worldwide synch license opportunities to increase the appeal of its

administrative services’.

With a forward thinking approach to music publishing and a top-line technological mechanism in place to consistently deliver faster and more
accurate results to its clients, it is no surprise that Kobalt Music Group placed fifth (behind only Sony/ATV Music Publishing, EMI Music
Publishing, Universal Music Publishing and Warner Chappell Music) for the seventh straight quarter in Billboard Magazine’s Top 10 Publisher

Airplay Chart, making it the top independent music publisher in the U.S". With an expanding roster of high-profile songwriters and writer-
producers including Gwen Stefani (No Doubt), Ryan Tedder (OneRepublic), Joss Stone, Kelly Clarkson, Dr. Luke and Max Martin, all of whose
songs represent a considerable portion of any given week’s Billboard Hot 100 charts, Kobalt Music Group is poised to remain at the active forefront
of music publishing and a trendsetter in modern song commerce.

'Ed Christman, “The Billboard Q & A: Willard Ahdritz,” Billboard (July 5, 2008), 25.

2 Ed Christman, “The Publisher’s Quarterly Q1 09 — Big Idea: Creative Connections,” Billboard (May 16, 2009), 28.

® Lars Brandle, “Upfront: Exclusive — Kobalt Takes 8 Mile Road: British Indie Will Administer Hits By Resto, King,” Billboard (August 7, 2004), 7 and 69.

4 Christman, “The Billboard Q & A: Willard Ahdritz,” 25.

* Ed Christman, “Publisher’s Place: Out In The Open — Kobalt Rolls Out Online Royalty Accounting Portal,” Billboard (July 3, 2010), 13.

© Ed Christman, “Publisher’s Place: Accounts Payable — Kobalt’s Rollout Of Weekly Balance Updates Ups The Ante On Client Services,” Billboard (December 11, 2010), 13.
7 Christman, “The Billboard Q & A: Willard Ahdritz,” 25.

8 Ed Christman, “Publishing Briefs: Kobalt, Harry Fox, Cooking Vinyl, Imagem, Fig, Eastbeach, BMG, Notable, Jimmy Webb, Primary Wave: Kobalt Grows Its Business,” Billboard.biz,
http://www.billboard.biz/bbbiz/others/publishing-briefs-kobalt-harry-fox-cooking-1005009862.story (accessed November 5, 2011).

? Christman, “The Publisher’s Quarterly Q1 "09 — Big Idea: Creative Connections,” 28.

10 Ed Christman, “Publisher’s Place: Sony/ATV Prevails,” Billboard (February 27, 2010).

By Alexander Scott Alberti
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Dacey says:
at

Nice article and i think they are using the best method for music publishing and this is gonna be a perfect music release

reply

lionelmoorman.tblog.com says:
at

Have you ever considered writing an ebook or guest authoring on other blogs?
I have a blog based on the same subjects you

discuss and would love to have you share some stories/information.

I know my readers would appreciate your work. If you’re even remotely interested, feel free to send me an email.

reply

Oliver says:
at

I believe this is among the such a lot important information for me.
And 1’m satisfied reading your article. However want to remark on some basic issues, The web site style is great, the articles is in reality
excellent : D. Just right job, cheers

reply

ungeschnittene filme kaufen says:
at

Hey there! Quick question that’s entirely off

topic. Do you know how to make your site mobile friendly?

My site looks weird when viewing from my iphone4. I'm

trying to find a theme or plugin that might be able to resolve this problem.
If you have any suggestions, please share. Thank you!
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Lindsay says:
at

I’m not that much of a internet reader to be honest but your blogs really nice, keep it up!

I’ll go ahead and bookmark your website to come back later on.
Many thanks
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shopping says:
at

Hi, the whole thing is going perfectly here and ofcourse every one
is sharing information, that’s genuinely fine, keep up writing.

Here is my weblog shopping

reply

verivox versicherungsvergleich motorrad says:
at

SPOTIFY EXHIBIT 21





THIS AGENDA 21i»;, IS ABSOLUTELY REAL ALONG WITH THEIR MIND CONTROL, WAKE UP DUMB Fs AND SMELL THE
CHEMTRAILS IMPLANTING YOUR IDIOT ASSES WITH MIND CONTROL. NOTICE THE FIRE ENGINES AND SIRENS
ATTACKING HIS SPEECH, THIS SHIT IS REAL.

reply

Leave a Reply

[ | Namerequired

| | Mail (will not be published) required
| | Website

[SuomitCormer |

| | | Search |

Download Our Latest Issue

[E about us image

Receive new issues online!

Email Address

Subscribe

Music The Music Bus. ..

BUSINESS
JOURMAL Like Page

Be the first of your friends to like this

o N T E 6

Past Issues

Past Issues | Select Month ™

SPOTIFY EXHIBIT 21





Mission Statement
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Kobalt

Kobalt changed the rules of the music industry using data -- and saved it

By KEVIN GRAY
01 May 2015

Sonny Moore, AKA Skrillex, music producer, DJ and songwriter
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Gallery: Kobalt changed the rules of the music industry using data -- and saved it

+5

This article was taken from the May 2015 issue of WIRED magazine. Be the first to read WIRED's articles in
print before they’re posted online, and get your hands on loads of additional content by subscribing online.

On a winter’s afternoon, in a 23rd-floor office overlooking midtown Manhattan, Willard Ahdritz flops on a low
leather sofa and opens his Dell laptop. Ahdritz is a tall, pale fellow with ice-blue eyes -- a Scandinavian phenotype
befitting his native Sweden. He keeps a metal Viking helmet and a sheathed sword on his window sill. "Musicians
say there is no money in streaming,” says Ahdritz, the founder and CEO of Kobalt Music Group, the most
important music company you’ve never heard of. Squatting mantis-like, arms between his knees, he reaches over
to the coffee table and taps on his laptop. "That’s what you know, isn’t it?” he says. "Well, that’s wrong.” He
pauses, staring out from his frameless glasses. “You see, someone has lied to them.” With that, Ahdritz brings up
the most remarkable web portal in music-business history. It allows songwriters to view every single instance
when their work is streamed on Deezer or Spotify, broadcast on radio, sold as a CD, featured in a film, played in a
pub, pirated by a fan in a YouTube video, sampled in a TV show or included in a Champions League ad. That’s just
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about everywhere on the planet -- totalling 700,000 separate revenue streams for a single song. Ahdritz believes
that such “transparency and accountability” will empower artists. This dashboard grants artists access to the
notorious “black box” of record label revenues and shows them where their music is played, who is paying -- and
how much. "The portal is insane,” says Sonny Moore, the 27-year-old DJ and producer better known as Skrillex.
"The activity feed gives me awesome feedback -- I can see that in Scandinavia they love a hardcore sound of mine.
Or 'Raise Your Weapon’, a song I wrote with deadmaub five years ago, is suddenly huge in Australia.”

The portal also acts as a clearing house for synchronisation rights, a piece of music’s use in films, TV shows or
ads. "The other day, there was a request for my song ‘Bangerang’ from a French movie producer,” says Moore,
who approved the usage in the time it takes to download a song. "It shows the money offered and I just okayed it
right there. It’s happening in real time. You used to get this ugly PDF and it took months to okay.”

Kobalt, founded in 2001 is the music industry’s back office. Its publishing arm collects royalties -- sometimes in
micro-payments of less than a fraction of a penny -- for 8,000 artists around the world, generating revenues from
600,000 songs and collecting in 100 territories. Its clients include Kelly Clarkson, Grimes, Nick Cave, Gwen
Stefani and songwriter/producer Dr Luke. It does the same for other music publishers -- those holding copyrights
to music and lyrics. Today, the company is the top independent music publisher in the UK and the second overall
(to Sony/ATV) in the US.

Its spectacular track record and growth, plus Ahdritz’s infectious passion and belief, have attracted the attention
of some of the world’s leading VCs. In February, Google Ventures’ London office made Kobalt its first investment,
leading a $60 million (£39m) series C round. "We like investing in companies that transform traditional
industries for the better,” says Google Ventures president and founder Bill Maris. "Nest, Uber and Foundation
Medicine are good examples of other companies we have invested in that are similarly disruptive in that they are
tackling problems or inefficiencies which are not otherwise addressed. Kobalt and Willard are changing the way
artists are treated in the music business, particularly when it comes to providing trust and transparency and
compensating creators for their work.”

Since launching the company, Ahdritz has been Viking-like in his assault on the big music labels, publishers and
collection societies whose job -- after each taking its cut, of course -- is to gather and distribute royalties. He
cheerfully tells songwriters how these entities have been ripping them off for decades. "The music industry is
historically opaque. And it still is. There is a lot of fear among artists that they’re not getting paid. I tell them,
"You are right. You’re getting screwed.””

Here’s why: songwriters signed to big music publishers often wait up to two years to get their money after it’s
been collected. They end up paying out half their gross royalties to the middle men - collection societies. And if
they ask to see the books, they’re handed computer printouts that list a bulk number and little else. It’s not the
kind of thing that can easily be understood -- or even audited. "They are told, 'Don’t worry about it,’” says
Ahdritz. ""You keep making music. We'll handle this.””

Ahdritz says all this is not because the labels and publishers are devious -- it’s because they are inept. Since its
heyday in the early 2000s, when the music industry enjoyed $45 billion in sales, profits have plunged to a third of
that. Initially, Napster took its huge, pirate bite. Then iTunes cannibalised the CD by selling individual tracks.
Now, who needs to buy anything when it’s free on Spotify?

A generation of artists like Moore embrace the streaming model and, oddly, even the sharing of pirated
downloads. "My philosophy is get the music out to as many people as possible,” Moore says. "I spend a big part of
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my career onstage. That’s why I make records, to get people to shows, because I DJ. When people hear me, they
want to be there.”

In November 2014, Taylor Swift lashed out at the streaming model. She yanked her entire catalogue, including
her newly released album 1989, from Spotify because of the platform’s razor-thin payments. (It pays about
£0.005 per stream.) "I’m not willing to contribute my life’s work to an experiment,” Swift said.

A few days later, Ahdritz put out a press release saying Kobalt’s Spotify revenue in Europe had overtaken income
from iTunes downloads. Spotify’s royalty payments to artists had outpaced the digital download service by 13
per cent in the first quarter last year -- suggesting there’s real money in streaming. ”Of course there’s money in
streaming,” says Mark Beaven, founder and CEO of Advanced Alternative Media. His clients include Dr Luke and
songwriter Noel Zancanella, who co-produced Swift’s 1989 song "Welcome to New York”. "The problem, is we
don’t have an economy with transparency.”

The way Ahdritz sees it, the music industry needs an entirely new structure, not merely to survive, but also to
thrive. "The industry is suffering a slow death and in order to live it must change,” he says. Kobalt’s technology
and logic are airtight, and he has nothing less than world domination in his sights. ”If you are going to track
those billions of transactions on a global scale, with efficiency, you need new pipes,” he says. “And right now, the
pipes are broken.”

Ahdritz’s mission, since way before he started his company, way before iTunes and streaming, and way before
YouTube, has been to fix these broken pipes. It started back in the 80s, when he helped midwife a very Swedish
phenomenon: a dance-pop music craze that ended up conquering Europe.

In 1987, he launched Telegram Records, a Stockholm-based music label. His background as an accomplished jazz
saxophonist and his previous work as a coder for the Swedish army made him a good fit for signing creative types
and navigating the music industry’s back rooms. By the early 90s, his discoveries -- including Rob’n’Raz feat.
Leila K ("Got To Get”) -- were helping to propel the Swedish pop/dance movement. But the good times didn’t
trickle down to the artists. Or, rather, the proceeds were merely a trickle. "You waited two or three years for your
money,” Ahdritz says. “And you could not understand the financial statements they sent. You were screwed.”
Eventually Clive Davis, founder of Arista, signed every one of Ahdritz’s bands and took their music global.

Fed up, Ahdritz quit the business in 1993 and sold his label to Warner Music Sweden. He swapped Scandinavia
and the music industry for graduate school, at New York University’s Stern School of Business. After earning an
MBA, he worked for seven years at LEK Consulting, a mergers and acquisitions giant. But it was while working on
its British Airways account, drawing up the business plan for its low-cost carrier Go, that his own mental
turntable began to spin again. "I saw how BA used tiered pricing, selling different seats for different prices, using
an enormous database, and I said 'A-ha’,: says Ahdritz. "We should do this with music.””

This was at the height of Napster’s peer-to-peer filesharing popularity, and although Napster did not charge for
its service, Ahdritz could see a day when it, or something similar to it, would. But rather than launch his own
version, Ahdritz went after the back office space. He wanted to fix the industry problems he had seen at Telegram
to prevent artists having to wait years to get their money, and to let them know who was paying what.

From the start, his mantra was "accountability and transparency”, a phrase he repeats often, and one that can
ring hollow unless you understand the complexity of the music industry’s vast ecosystem.

Let’s start with a global hit -- Taylor Swift’s ”"Shake It Off”: Swift and her co-writer on the track, Max Martin,
make most of their money not when she performs the song, but through publishing royalties. A major source of
publishing revenues is mechanicals: CD sales, iTunes downloads or streaming (Spotify payments vary depending
on whether a song is streamed on its paid version or its ad-funded free service).

Now take into account the outfits that collect these fees, and take their cuts, both domestically and
internationally. Collection societies -- such as PRS for Music in the UK and BMI and Ascap in the US -- collect
licensing fees for songwriters, composers and music publishers whenever their material is publicly performed or
broadcast. That means on TV, radio, in pubs (there are 60,000 alone in the UK, each paying a monthly licensing
fee), on podcasts, ringtones, and most recently on music and video players including Vevo, YouTube and Spotify.
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After deducting their operating costs, they distribute the remaining money as royalties to the big publishing
houses and the record companies, such as Universal, that have publishing arms.

Back to "Shake It Off”. That song was heavily rotated on radio and in pubs. It’s been covered in YouTube fan
videos and parodies and played over the PA at Wembley Stadium. It’s carried by more than 200 digital service
providers around the globe and has been streamed on Vevo 568 million times. Vevo’s streams then appear as a
single revenue line in the collection society’s accounting report. There are more 700,000 distinct revenue
sources today. Vevo’s total comprises just one single line.

When Kobalt collects royalties for an artist, it tracks thousands of data points. For a single global hit that pulled
in £4.8 million in sales last year (Kobalt’s confidentiality agreements prevent us naming the song), it uses up to
60 pieces of metadata -- crucial identifiers to make sure the right people get paid. These include industry codes
for the song’s five writers, five publishers, nine lead musicians and session musicians, 11 officially recorded
versions of the song and eight official remixes. Royalties flowed in from 100 territories worldwide.

Spotify streamed it 170 million times to 3.2 million listeners before it was pulled. Kobalt collected micro-
payments on each of these uses directly from these platforms, putting it up on its portal line by line in real-time.
With the traditional model, the collection societies and territorial publishers gather these royalties and then pay
it to the labels or artists’ publishers. When they in turn pass on the artist’s share, the digital heap may only
appear as a single revenue line. It’s not that the labels or publishers are acting dishonestly; it’s that they don’t
possess the tools to track it and break the usage down. Money can fall through the gaps. "What would you do if
you had a company putting money in the bank for you and then the bank won’t tell you have much you have, or
the names of the people who deposited it?” Mark Beaven says. "They only give you a bunch of accounting codes
and say, 'Don’t worry about it.”

Transparency is something that the music industry has tried to dodge throughout the digital upheaval. It wasn’t
until September 3, 2010 -- when Eminem forced a US federal court to deal with it -- that the big labels and their
artists gained some clarity. That day an appeals court decision launched dozens of artist-versus-label lawsuits
seeking fairness. Eminem’s production team, Mark and Jeff Bass, had sued Universal Music Group for failing to
pay appropriate royalties on digital downloads of his songs. The appeals court ruled that digital downloads, on
sites like iTunes, counted as licences of songs, which carry higher royalty payments than sales. Eminem’s
contract supplied him with 50 per cent for licence royalties versus 12 per cent for sales. Universal Music Group
settled with the producers for an undisclosed sum. (One of the producers has estimated the rights to be worth up
to £13.3 million, but has said they could increase over the next ten years to as much as £33.3 million.)
"Historically, when you have a royalty problem with labels, you negotiate and settle,” says Ahdritz. "Very few
people can write that cheque to cover legal expenses. But our platform is directly integrated to the data. There
are no secrets.”

Kobalt collects royalty money directly from services such as Spotify, iTunes, YouTube and dozens of collection
societies, cutting out the middlemen in many cases, and claiming to earn clients, on average, some 30 per cent
more than they would have normally received. As a result, the portal has attracted so many of pop music’s
reigning royalty and hitmakers, that it can often lay claim to shares in up to half of the songs in the US and UK's
weekly singles charts. “Kobalt took the position nobody wanted to take -- showing what’s behind the door,” says
Beaven. "That’s why they’ve gone from nowhere to number one in administration and publishing.”

Nothing illustrates kobalt’s power better than an experiment set up by Joel Martin. He is the manager of
Eminem’s former production team, FBT Productions, the company behind the Universal lawsuit. In 2002 Eminem
had just released "Lose Yourself”, from his movie 8 Mile, that would go on to win an Oscar. The song’s writers
included Eminem, Jeff Bass and Luis Resto.

Martin split collection among three outfits: Eminem stayed with his publisher, Famous Music; Bass was
represented by Universal; and Resto by Kobalt. With three accounts collecting on the same song in every
territory, Martin sat back and watched. "We saw in real time what was going on,” he says. “When we collected
money in Greece, say, we expected to see the same shares show up at the same time. That didn’t happen.”

What did happen was that the big publishers took twice as long to report money they collected and pay the artist,
in every territory. "We would get money a full year ahead of all the major publishers through Kobalt because they
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collecting and reporting it immediately,” Martin says. ”The others were sitting on it. We’re talking millions of
dollars here. What were they doing with it? Why were they sitting on it? They wouldn’t say.”

Multiply those millions across hundreds of artist deals and it starts to add up. But the damning part is that the
uncollected royalties give the labels unfair leverage over artists. ”If an artist needs money, he goes to the
publisher for an advance,” Martin says. "And the publisher says, 'OK, we’ll give you an advance, but you have to
re-sign with us for another three years or whatever.” But the artist’s own money is sitting there in the pipeline.
And the publishers are playing this game. It happens all the time. No exception.”

With Kobalt, artists see money gathered in real time at the point at which it’s collected -- and their account is
immediately credited. Ahdritz has set it up like a cashpoint machine. “You go into the pipeline yourself, this
thing you were never even allowed to see before,” he says, “and deduct your money, no strings attached.”

Embracing the streaming model takes a certain amount of blind faith for songwriters, not only in the ability of
Kobalt to collect billions of micro-payments worth a fraction of a penny, but also in the listening habits of fans.
And that may come down to a generational understanding of how the internet changes markets. “Some 12-year-
old kid listening on YouTube or SoundCloud is not going to buy my records,” Moore says. "If I took my stuff off,
it’s going to alienate my fans. They’re not going to say, ‘Oh crap, he’s not on Spotify, I'd better go somewhere
else.” They will say, ‘There’s other stuff on here. I'll just grab that instead.” An artist such as Swift, however, is
different. Her fanbase consists of CD buyers and iTunes downloaders. "I don’t look at it as missing out on record
sales,” Moore

says. "Ilook at it as a different marketplace.”

In such a marketplace, the customer will decide where and how they listen to music. “Some kid does a piano
cover of one my songs and gets a million views, or puts some baby lip-syncing to it, or a fan uploads my music to
his Call of Duty video,” Moore says. "Taking their shit down is just a dinosaur way of thinking. You can monetise
with ads. It’s good money and it promotes my music.”

The only glitch with that model is that artists tend not to see their full earnings. That’s because the major labels
long ago demanded huge upfront fees from the streaming services -- and took equity stakes -- in exchange for
access to their catalogues. "The major labels are not concerned about point of sales or access to music,” says
Casey Hunter, a professor at Georgetown University’s Communications Culture and Technology graduate school.
"They want to make money from distribution. They want cash advances or equity stakes. There are all kinds of
ways to make money before music ever gets played. The problem with non-play-related income is that money is
never itemised.” In fact, the big three -- Sony Music, Universal Music and Warner Music -- collectively own 18 per
cent of Spotify. So when it goes public, it will give a huge payday to the labels, not artists.

In December 2011, Ahdritz bought Sheffield-based startup Artists Without a Label (AWAL), a digital distribution
and label services company founded in 1997. This put Kobalt in direct competition with the major labels: AWAL
offers artists not only direct distribution through outlets such as iTunes, Rhapsody and Spotify, but also provides
them with advanced data analytics. Clients including Beck, Moby and Karen O use the data to learn where and
when their songs are playing, and plan marketing and tours around the results. It’s yet another level of
transparency that can boost income and allow artists to drill deeper into data that’s never been accessible. Even
if an artist doesn’t use it, the point is it’s there for all to see, and that creates deep trust. "It’s not just about the
portal,” Beaven says. "It’s about the openness and sharing and integrity of the data everywhere. You can look at
this and say, ‘T had five radio plays on the BBC last night,” or, ‘My goodness, they played the movie I have that
song in in Latvia.” You can get as specific and detailed as you want. The point is you have a trusted third party
that manages the flow of the business and the payments that go along with it.”

It’s a model that has attracted some heavy-hitting converts, including Dave Grohl and Paul McCartney, whose
near-life-size images on Kobalt marketing posters adorn the otherwise plain walls of Ahdritz’s office. The
business has also lured a host of savvy investors, including Michael Dell, founder and CEO of Dell computers. But
Kobalt attracts criticism from its rivals for undercutting their commissions. The establishment players gripe that
Ahdritz lands his clients by acting as a music-industry equivalent of Lidl or Aldi, charging a thin five per cent
administration fee, far below the normal market rates of 20 to 30 per cent.
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Ahdritz is a believer in the high-volume, low-price approach. Consider the success of Spotify in its home country
of Sweden. It has managed to convert pirates to payers (cheap payers, to be sure: premium listeners pay just £6 a
month for the privilege of hearing music without ads). So much so that piracy there has plummeted by 80 per
cent since the service launched in 2009.

Of course, it’s an uphill battle: the big record labels remain addicted to the wider income margins offered by the
pressing, distribution and selling of CDs, the sales of which remain robust in some territories. The problem,
though, is the generational shift in consuming music, particularly via mobile. "My kids don’t want to buy CDs,”
says Ahdritz, who has three sons between the ages of seven and 16. ”So many people dream that it was better
before with CD sales. But kids will not buy a CD. And if people hide from that fact, and musicians withdraw their
music from Spotify, you will just drive people back to a dark place again, back to piracy. Is that really good for
our business?”

Ahdritz will tell anyone who will listen that he thinks the industry can bounce back from its current low of £7.8
billion a year in global sales revenue and double that figure within a few years. But it will only work, he says, by
tracking down and retrieving every penny in the system, and then using "transparency and accountability” in
dealing with the artists.

One of Kobalt’s secret weapons in the streaming war is the proprietary software that runs ProKlaim, an online
music-detection technology that sniffs out unclaimed songs in the wild west of user-generated videos on
YouTube. Kobalt’s program now identifies -- and monetises -- up to 1.5 billion video plays per month on the
platform. Every day, data identifiers for 400,000 copyrights are programmed into ProKlaim. The algorithm then
searches YouTube’s database for matches. If it detects any commercial matches -- an advertising agency using a
tune without permission, for example -- Kobalt goes after those responsible. If it’s a fan video, YouTube often
pays up. The software is so effective that it tags up to 1.5 million new videos every month.

As aresult, Kobalt makes money from 400 million people. "We think in three years we can monetise one billion,”
says Ahdritz. ”And by doing that we can double the size of the music industry: all thanks to transparency.”

Kevin Gray wrote about General Stanley McChrystal in 10.14

This article was first published in the May 2015 issue of WIRED magazine
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The Creative Apocalypse That Wasn’t

In the digital economy, it was supposed to be impossible to make
money by making art. Instead, creative careers are thriving — but in
complicated and unexpected ways.

By STEVEN JOHNSON AUG. 19, 2015

On July 11, 2000, in one of the more unlikely moments in the history of the Senate
Judiciary Committee, Senator Orrin Hatch handed the microphone to Metallica’s
drummer, Lars Ulrich, to hear his thoughts on art in the age of digital reproduction.
Ulrich’s primary concern was a new online service called Napster, which had
debuted a little more than a year before. As Ulrich explained in his statement, the
band began investigating Napster after unreleased versions of one of their songs
began playing on radio stations around the country. They discovered that their

entire catalog of music was available there for free.

Ulrich’s trip to Washington coincided with a lawsuit that Metallica had just filed
against Napster — a suit that would ultimately play a role in the company’s
bankruptcy filing. But in retrospect, we can also see Ulrich’s appearance as an
intellectual milestone of sorts, in that he articulated a critique of the Internet-era
creative economy that became increasingly commonplace over time. “We typically
employ a record producer, recording engineers, programmers, assistants and,
occasionally, other musicians,” Ulrich told the Senate committee. “We rent time for
months at recording studios, which are owned by small-business men who have
risked their own capital to buy, maintain and constantly upgrade very expensive
equipment and facilities. Our record releases are supported by hundreds of record
companies’ employees and provide programming for numerous radio and television

stations. ... It’s clear, then, that if music is free for downloading, the music industry
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is not viable. All the jobs I just talked about will be lost, and the diverse voices of the
artists will disappear.”

The intersection between commerce, technology and culture has long been a
place of anxiety and foreboding. Marxist critics in the 1940s denounced the
assembly-line approach to filmmaking that Hollywood had pioneered; in the ’60s,
we feared the rise of television’s “vast wasteland”; the ’80s demonized the record
executives who were making money off violent rap lyrics and “Darling Nikki”; in the
’90s, critics accused bookstore chains and Walmart of undermining the subtle

curations of independent bookshops and record stores.

But starting with Ulrich’s testimony, a new complaint has taken center stage,
one that flips those older objections on their heads. The problem with the culture
industry is no longer its rapacious pursuit of consumer dollars. The problem with the
culture industry is that it’s not profitable enough. Thanks to its legal troubles,
Napster itself ended up being much less important as a business than as an omen, a
preview of coming destructions. Its short, troubled life signaled a fundamental
rearrangement in the way we discover, consume and (most importantly) pay for
creative work. In the 15 years since, many artists and commentators have come to
believe that Ulrich’s promised apocalypse is now upon us — that the digital
economy, in which information not only wants to be free but for all practical
purposes is free, ultimately means that “the diverse voices of the artists will
disappear,” because musicians and writers and filmmakers can no longer make a

living.

Take a look at your own media consumption, and you can most likely see the logic of
the argument. Just calculate for a second how many things you used to pay for that
now arrive free of charge: all those Spotify playlists that were once $15 CDs; the
countless hours of YouTube videos your kids watch each week; online articles that
once required a magazine subscription or a few bucks at the newsstand. And even
when you do manage to pull out a credit card, the amounts are shrinking: $9 for an
e-book that used to be a $20 hardcover. If the prices of traditional media keep
falling, then it seems logical to critics that we will end up in a world in which no one
has an economic incentive to follow creative passions. The thrust of this argument is

simple and bleak: that the digital economy creates a kind of structural impossibility
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that art will make money in the future. The world of professional creativity, the
critics fear, will soon be swallowed by the profusion of amateurs, or the collapse of
prices in an age of infinite and instant reproduction will cheapen art so that no one
will be able to quit their day jobs to make it — or both.

The trouble with this argument is that it has been based largely on anecdote, on
depressing stories about moderately successful bands that are still sharing an
apartment or filmmakers who can’t get their pictures made because they refuse to
pander to a teenage sensibility. When we do see hard data about the state of the
culture business, it usually tracks broad industry trends or the successes and failures
of individual entertainment companies. That data isn’t entirely irrelevant, of course;
it’s useful to know whether the music industry is making more or less money than it
did before Ulrich delivered his anti-Napster testimony. But ultimately, those
statistics only hint at the most important question. The dystopian scenario, after all,
isn’t about the death of the record business or Hollywood; it’s about the death of
music or movies. As a society, what we most want to ensure is that the artists can
prosper — not the record labels or studios or publishing conglomerates, but the

writers, musicians, directors and actors themselves.

Their financial fate turns out to be much harder to measure, but I endeavored to
try. Taking 1999 as my starting point — the year both Napster and Google took off —
I plumbed as many data sources as I could to answer this one question: How is
today’s creative class faring compared with its predecessor a decade and a half ago?
The answer isn’t simple, and the data provides ammunition for conflicting points of
view. It turns out that Ulrich was incontrovertibly correct on one point: Napster did
pose a grave threat to the economic value that consumers placed on recorded music.
And yet the creative apocalypse he warned of has failed to arrive. Writers,
performers, directors and even musicians report their economic fortunes to be
similar to those of their counterparts 15 years ago, and in many cases they have

improved. Against all odds, the voices of the artists seem to be louder than ever.

The closest data set we have to a bird’s-eye view of the culture industry can
be found in the Occupational Employment Statistics, an enormous compendium of
data assembled by the Labor Department that provides employment and income

estimates. Broken down by general sector and by specific professions, the O.E.S. lets
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you see both the forest and the trees: You can track employment data for the
Farming, Fishing and Forestry Occupations (Group 45-0000), or you can zoom in all
the way to the Fallers (Group 45-4021) who are actually cutting down the trees. The
O.E.S. data goes back to the 1980s, though some of the category definitions have
changed over time. This, and the way the agency collects its data, can make specific
year-to-year comparisons less reliable. The best approximation of the creative-class
group as a whole is Group 27-0000, or Arts, Design, Entertainment, Sports and
Media Occupations. It’s a broader definition than we’re looking for — I think we can
all agree that professional athletes are doing just fine, thank you very much — but it

gives us a place to start.

The first thing that jumps out at you, looking at Group 27-0000, is how stable it
has been over the past decade and a half. In 1999, the national economy supported
1.5 million jobs in that category; by 2014, the number had grown to nearly 1.8
million. This means the creative class modestly outperformed the rest of the
economy, making up 1.2 percent of the job market in 2001 compared with 1.3
percent in 2014. Annual income for Group 27-0000 grew by 40 percent, slightly
more than the O.E.S. average of 38 percent. From that macro viewpoint, it hardly
seems as though the creative economy is in dust-bowl territory. If anything, the
market looks as if it is rewarding creative work, not undermining it, compared with

the pre-Napster era.

The problem with the O.E.S. data is that it doesn’t track self-employed workers,
who are obviously a large part of the world of creative production. For that section of
the culture industry, the best data sources are the United States Economic Census,
which is conducted every five years, and a firm called Economic Modeling Specialists
International, which tracks detailed job numbers for self-employed people in specific
professions. If anything, the numbers from the self-employed world are even more
promising. From 2002 to 2012, the number of businesses that identify as or employ
“independent artists, writers and performers” (which also includes some athletes)
grew by almost 40 percent, while the total revenue generated by this group grew by
60 percent, far exceeding the rate of inflation.

What do these data sets have to tell us about musicians in particular? According

to the O.E.S., in 1999 there were nearly 53,000 Americans who considered their
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primary occupation to be that of a musician, a music director or a composer; in
2014, more than 60,000 people were employed writing, singing or playing music.
That’s a rise of 15 percent, compared with overall job-market growth during that
period of about 6 percent. The number of self-employed musicians grew at an even
faster rate: There were 45 percent more independent musicians in 2014 than in
2001. (Self-employed writers, by contrast, grew by 20 percent over that period.)

Of course, Baudelaire would have filed his tax forms as self-employed, too; that
doesn’t mean he wasn’t also destitute. Could the surge in musicians be accompanied
by a parallel expansion in the number of broke musicians? The income data suggests
that this just isn’t true. According to the O.E.S., songwriters and music directors saw
their average income rise by nearly 60 percent since 1999. The census version of the
story, which includes self-employed musicians, is less stellar: In 2012, musical
groups and artists reported only 25 percent more in revenue than they did in 2002,
which is basically treading water when you factor in inflation. And yet collectively,
the figures seem to suggest that music, the creative field that has been most
threatened by technological change, has become more profitable in the post-Napster
era — not for the music industry, of course, but for musicians themselves. Somehow
the turbulence of the last 15 years seems to have created an economy in which more

people than ever are writing and performing songs for a living.

How can this be? The record industry’s collapse is real and well documented.
Even after Napster shut down in 2002, music piracy continued to grow: According to
the Recording Industry Association of America, 30 billion songs were illegally
downloaded from 2004 to 2009. American consumers paid for only 37 percent of
the music they acquired in 2009. Artists report that royalties from streaming
services like Spotify or Pandora are a tiny fraction of what they used to see from
traditional album sales. The global music industry peaked just before Napster’s
debut, during the heyday of CD sales, when it reaped what would amount today to
almost $60 billion in revenue. Now the industry worldwide reports roughly $15
billion in revenue from recorded music, a financial Armageddon even if you consider
that CDs are much more expensive to produce and distribute than digital tracks.
With such a steep decline, how can the average songwriter or musician be doing
better in the post-Napster era? And why does there seem to be more musicians than

ever?
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Part of the answer is that the decline in recorded-music revenue has been
accompanied by an increase in revenues from live music. In 1999, when Britney
Spears ruled the airwaves, the music business took in around $10 billion in live--
music revenue internationally; in 2014, live music generated almost $30 billion in
revenue, according to data assembled from multiple sources by the live-music
service Songkick. Starting in the early 1980s, average ticket prices for concerts
closely followed the rise in overall consumer prices until the mid-1990s, when ticket
prices suddenly took off: From 1997 to 2012, average ticket prices rose 150 percent,
while consumer prices grew less than 100 percent. It’s elemental economics: As one
good — recorded music — becomes ubiquitous, its price plummets, while another
good that is by definition scarce (seeing a musician play a live performance) grows in
value. Moreover, as file-sharing and iTunes and Spotify have driven down the price
of music, they have also made it far easier to envelop your life with a kind of
permanent soundtrack, all of which drives awareness of the musicians and
encourages fans to check them out in concert. Recorded music, then, becomes a kind

of marketing expense for the main event of live shows.

It’s true that most of that live-music revenue is captured by superstar acts like
Taylor Swift or the Rolling Stones. In 1982, the musical 1-percenters took in only 26
percent of the total revenues generated by live music; in 2003, they captured 56
percent of the market, with the top 5 percent of musicians capturing almost 9o
percent of live revenues. But this winner-takes-all trend seems to have preceded the
digital revolution; most 1-percenters achieved their gains in the 80s and early '9os,
as the concert business matured into a promotional machine oriented around
marquee world tours. In the post-Napster era, there seems to have been a swing
back in a more egalitarian direction. According to one source, the top 100 tours of
2000 captured 90 percent of all revenue, while today the top 100 capture only 43
percent.

The growth of live music isn’t great news for the Brian Wilsons of the world,
artists who would prefer to cloister themselves in the studio, endlessly tinkering with
the recording process in pursuit of a masterpiece. The new economics of the post--
Napster era are certainly skewed toward artists who like to perform in public. But we
should remember one other factor here that is often forgotten. The same
technological forces that have driven down the price of recorded music have had a
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similar effect on the cost of making an album in the first place. We easily forget how
expensive it was to produce and distribute albums in the pre-Napster era. In a 2014
keynote speech at an Australian music conference, the indie producer and musician
Steve Albini observed: “When I started playing in bands in the "70s and "80s, most
bands went through their entire life cycle without so much as a note of their music
ever being recorded.” Today, musicians can have software that emulates the sound
of Abbey Road Studios on their laptops for a few thousand dollars. Distributing
music around the world — a process that once required an immense global
corporation or complex regional distribution deals — can now be performed by the

artist herself while sitting in a Starbucks, simply through the act of uploading a file.

The vast machinery of promoters and shippers and manufacturers and A&R
executives that sprouted in the middle of the 20th century, fueled by the profits of
those high-margin vinyl records and CDs, has largely withered away. What remains
is a more direct relationship between the musicians and their fans. That new
relationship has its own demands: the constant touring and self-promotion, the
Kickstarter campaigns that have raised $153 million dollars to date for music-related
projects, the drudgery that inevitably accompanies a life without handlers. But the
economic trends suggest that the benefits are outweighing the costs. More people are
choosing to make a career as a musician or a songwriter than they did in the glory

days of Tower Records.

Of the big four creative industries (music, television, movies and books),
music turns out to be the business that has seen the most conspicuous turmoil: None
of the other three has seen anywhere near the cratering of recorded-music revenues.
The O.E.S. numbers show that writers and actors each saw their income increase by
about 50 percent, well above the national average. According to the Association of
American Publishers, total revenues in the fiction and nonfiction book industry were
up 17 percent from 2008 to 2014, following the introduction of the Kindle in late
2007. Global television revenues have been projected to grow by 24 percent from
2012 to 2017. For actors and directors and screenwriters, the explosion of long-form
television narratives has created a huge number of job opportunities. (Economic
Modeling Specialists International reports that the number of self-employed actors
has grown by 45 percent since 2001.) If you were a television actor looking for work
on a multiseason drama or comedy in 2001, there were only a handful of potential
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employers: the big four networks and HBO and Showtime. Today there are Netflix,
Amazon, AMC, Syfy, FX and many others.

What about the economics of quality? Perhaps there are more musicians than
ever, and the writers have collectively gotten a raise, but if the market is only
rewarding bubble-gum pop and “50 Shades Of Grey” sequels, there’s a problem. I
think we can take it as a given that television is exempt from this concern: Shows
like “Game Of Thrones,” “Orange Is The New Black,” “Breaking Bad” and so on
confirm that we are living through a golden age of TV narrative. But are the other

forms thriving artistically to the same degree?

Look at Hollywood, and at first blush the picture is deeply depressing. More
than half of the highest grossing movies of 2014 were either superhero films or
sequels; it’s clearly much harder to make a major-studio movie today that doesn’t
involve vampires, wizards or Marvel characters. This has led a number of
commentators and filmmakers to publish eulogies for the classic midbudget picture.
“Back in the 1980s and 1990s,” Jason Bailey wrote on Flavorwire, “it was possible to
finance — either independently or via the studio system — midbudget films
(anywhere from $5 million to $60 million) with an adult sensibility. But slowly,
quietly, over roughly the decade and a half since the turn of the century, the
paradigm shifted.” Movies like “Blue Velvet,” “Do the Right Thing” or “Pulp Fiction”
that succeeded two or three decades ago, the story goes, would have had a much
harder time in the current climate. Steven Soderbergh apparently felt so strongly
about the shifting environment that he abandoned theatrical moviemaking
altogether last year.

Is Bailey’s criticism really correct? If you make a great midbudget film in 2015,
is the marketplace less likely to reward your efforts than it was 15 years ago? And has
it become harder to make such a film? Cinematic quality is obviously more difficult
to measure than profits or employment levels, but we can attempt an estimate of
artistic achievement through the Rotten Tomatoes rankings, which aggregate critics’
reviews for movies. Based on my analysis, using data on box-office receipts and
budgets from IMDB, I looked at films from 1999 and 2013 that met three categories.
First, they were original creations or adaptations, not based on existing franchises,

and were intended largely for an adult audience; second, they had a budget below
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$80 million; and third, they were highly praised by the critics, as defined by their
Rotten Tomatoes score — in other words, the best of the cinematic midlist. In 1999,
the most highly rated films in these categories combined included “Three Kings,”
“Being John Malkovich,” “American Beauty” and “Election.” The 2013 list included
“12 Years a Slave,” “Her,” “Zero Dark Thirty,” “American Hustle” and “Nebraska.”
In adjusted dollars, the class of 1999 brought in roughly $430 million at the box
office. But the 2013 group took in about $20 million more. True, individual years
can be misleading: All it takes is one monster hit to skew the numbers. But if you
look at the blended average over a three-year window, there is still no evidence of
decline. The 30 most highly rated midbudget films of 1999 to 2001 took in $1.5
billion at the domestic box office, adjusted for inflation; the class of 2011 to 2013
took in the exact same amount. Then as now, if you make a small or midsize movie
that rates on the Top 10 lists of most critics, you’'ll average roughly $50 million at the
box office.

The critics are right that big Hollywood studios have abandoned the production
of artistically challenging films, part of a broader trend since the 1990s of producing
fewer films over all. (From 2006 to 2011, the combined output of major Hollywood
studios declined by 25 percent.) And yet the total number of pictures released in the
United States — nearly 600 in 2011 — remains high. A recent entertainment
research report, The Sky Is Rising, notes that most of that growth has come from
independent production companies, often financed by wealthy individuals from
outside the traditional studio system. “Her,” “12 Years a Slave,” “Dallas Buyers
Club,” “American Hustle” and “The Wolf of Wall Street” were all funded by major
indies, though they usually relied on distribution deals with Hollywood studios. At
the same time, of course, some of the slack in adventurous filmmaking has been
taken up by the television networks. If Francis Ford Coppola were making his
“Godfather” trilogy today, he might well end up at HBO or AMC, with a hundred

hours of narrative at his disposal, instead of 10.

How have high-quality books fared in the digital economy? If you write an
exceptional novel or biography today, are you more or less likely to hit the best-seller
list than you might have in the pre-Kindle age? Here the pessimists might have a
case, based on my analysis. Every year, editors at The New York Times Book Review
select the 100 notable books of the year. In 2004 and 2005, the years before the first
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Kindles were released, those books spent a combined 2,781 weeks on The Times’s
best-seller list and the American Booksellers Association’s IndieBound list, which
tracks sales in independent bookstores. In 2013 and 2014, the notable books spent
2,531 weeks on the best-seller lists — a decline of 9 percent. When you look at the
two lists separately, the story becomes more complicated still. The critical successes
of 2013 and 2014 actually spent 6 percent more weeks on the A.B.A. list, but 30
percent fewer weeks on the broader Times list. The numbers seem to suggest that
the market for books may be evolving into two distinct systems. Critically successful
works seem to be finding their audience more easily among indie-bookstore
shoppers, even as the mainstream market has been trending toward a winner--

takes-all sweepstakes.

This would be even more troubling if independent bookstores — traditional
champions of the literary novel and thoughtful nonfiction — were on life support.
But contrary to all expectations, these stores have been thriving. After hitting a low
in 2007, decimated not only by the Internet but also by the rise of big-box chains like
Borders and Barnes & Noble, indie bookstores have been growing at a steady clip,
with their number up 35 percent (from 1,651 in 2009 to 2,227 in 2015); by many
reports, 2014 was their most financially successful year in recent memory. Indie
bookstores account for only about 10 percent of overall book sales, but they have a
vastly disproportionate impact on the sale of the creative midlist books that are so
vital to the health of the culture.

How do we explain the evolutionary niche that indie bookstores seem to have
found in recent years? It may be as simple as the tactile appeal of books and
bookstores themselves. After several years of huge growth, e-book sales have
plateaued over the past two years at 25 to 30 percent of the market, telegraphing
that a healthy consumer appetite for print remains. To many of us, buying music in
physical form is now simply an inconvenience: schlepping those CDs home and
burning them and downloading the tracks to our mobile devices. But many of the
most ardent Kindle converts — and I count myself among them — still enjoy
browsing shelves of physical books, picking them up and sitting back on the couch
with them. The trend might also reflect the social dimension of book culture: If
you're looking for literary community, you head out to the weekly reading series at
the indie bookstore and buy something while you're there. (Arguably, it’s the same
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phenomenon that happened with music, only with a twist. If you're looking for
musical community, you don’t go out on a CD-buying binge. You go to a show
instead.)

All these numbers, of course, only hint at whether our digital economy rewards
quality. Or — even better than that milquetoast word “quality” — at whether it
rewards experimentation, boundary-pushing, satire, the real drivers of new creative
work. It could be that our smartphone distractions and Kardashian celebrity culture
have slowly but steadily lowered our critical standards, the aesthetic version of
inflation: The critics might like certain films and books today because they’re
surrounded by such a vast wasteland of mediocrity, but if you had released them 15
years ago, they would have paled beside the masterpieces of that era. But if you scan
the titles, it is hard to see an obvious decline. A marketplace that rewarded

99 ¢

“American Beauty,” “The Corrections” or “In the Heart of the Sea” doesn’t seem
glaringly more sophisticated than one that rewards “12 Years a Slave,” “The

Flamethrowers” or “The Sixth Extinction.”

If you believe the data, then one question remains. Why have the more
pessimistic predictions not come to pass? One incontrovertible reason is that —
contrary to the justifiable fears of a decade ago — people will still pay for creative
works. The Napsterization of culture turned out to be less of a threat to prices than it
initially appeared. Consumers spend less for recorded music, but more for live. Most
American households pay for television content, a revenue stream that for all
practical purposes didn’t exist 40 years ago. Average movie-ticket prices continue to
rise. For interesting reasons, book piracy hasn’t taken off the way it did with music.
And a whole new creative industry — video games — has arisen to become as
lucrative as Hollywood. American households in 2013 spent 4.9 percent of their

income on entertainment, the exact same percentage they spent in 2000.

At the same time, there are now more ways to buy creative work, thanks to the
proliferation of content-delivery platforms. Practically every device consumers own
is tempting them at all hours with new films or songs or shows to purchase. Virtually
no one bought anything on their computer just 20 years ago; the idea of using a
phone to buy and read a 700-page book about a blind girl in occupied France would
have sounded like a joke even 10 years ago. But today, our phones sell us every form
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of media imaginable; our TVs charge us for video-on-demand products; our car

stereos urge us to sign up for SiriusXM.

And just as there are more avenues for consumers to pay for creative work,
there are more ways to be compensated for making that work. Think of that
signature flourish of 2000s-era television artistry: the exquisitely curated (and
usually obscure) song that signals the transition from final shot to the rolling credits.
Having a track featured during the credits of “Girls” or “Breaking Bad” or “True
Blood” can be worth hundreds of thousands of dollars to a songwriter. (Before that
point, the idea of licensing a popular song for the credits of a television series was
almost unheard-of.) Video-game budgets pay for actors, composers, writers and
song licenses. There are YouTube videos generating ad revenue and Amazon Kindle
Singles earning royalties, not to mention those emerging studios (like Netflix and
Yahoo) that are spending significant dollars on high-quality video. Filmmakers alone
have raised more than $290 million on Kickstarter for their creations. Musicians are
supplementing their income with instrument lessons on YouTube. All of these
outlets are potential sources of revenue for the creative class, and all of them are
creatures of the post-Napster era. The Future of Music Coalition recently published a
list of all the revenue streams available to musicians today, everything from sheet--
music sales at concerts to vinyl-album sales. They came up with 46 distinct sources,
13 of which — including YouTube partner revenue and ringtone royalties — were
nonexistent 15 years ago, and six of which, including film and television licensing,
have greatly expanded in the digital age.

The biggest change of all, perhaps, is the ease with which art can be made and
distributed. The cost of consuming culture may have declined, though not as much
as we feared. But the cost of producing it has dropped far more drastically. Authors
are writing and publishing novels to a global audience without ever requiring the
service of a printing press or an international distributor. For indie filmmakers, a
helicopter aerial shot that could cost tens of thousands of dollars a few years ago can
now be filmed with a GoPro and a drone for under $1,000; some directors are
shooting entire HD-quality films on their iPhones. Apple’s editing software, Final
Cut Pro X, costs $299 and has been used to edit Oscar-winning films. A musician
running software from Native Instruments can recreate, with astonishing fidelity,

the sound of a Steinway grand piano played in a Vienna concert hall, or hundreds of
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different guitar-amplifier sounds, or the Mellotron proto-synthesizer that the Beatles
used on “Strawberry Fields Forever.” These sounds could have cost millions to
assemble 15 years ago; today, you can have all of them for a few thousand dollars.

From the bird’s-eye perspective, it may not look as though all that much has
changed in terms of the livelihoods of the creative class. On the whole, creators seem
to be making slightly more money, while growing in number at a steady but not fast
pace. I suspect the profound change lies at the boundaries of professionalism. It has
never been easier to start making money from creative work, for your passion to
undertake that critical leap from pure hobby to part-time income source. Write a
novel or record an album, and you can get it online and available for purchase right
away, without persuading an editor or an A&R executive that your work is
commercially viable. From the consumer’s perspective, blurring the boundaries has
an obvious benefit: It widens the pool of potential talent. But it also has an
important social merit. Widening the pool means that more people are earning

income by doing what they love.

These new careers — collaborating on an indie-movie soundtrack with a
musician across the Atlantic, uploading a music video to YouTube that you shot
yourself on a smartphone — require a kind of entrepreneurial energy that some
creators may lack. The new environment may well select for artists who are
particularly adept at inventing new career paths rather than single-mindedly
focusing on their craft. There are certainly pockets of the creative world, like those
critically acclaimed books dropping off the mainstream best-seller lists, where the
story is discouraging. And even the positive trends shouldn’t be interpreted as a
mindless defense of the status quo. Most full-time artists barely make enough money
to pay the bills, and so if we have levers to pull that will send more income their way
— whether these take the form of government grants, Kickstarter campaigns or

higher fees for the music we stream — by all means we should pull those levers.

But just because creative workers deserve to make more money, it doesn’t mean
that the economic or technological trends are undermining their livelihoods. If
anything, the trends are making creative livelihoods more achievable. Contrary to

Lars Ulrich’s fear in 2000, the “diverse voices of the artists” are still with us, and
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they seem to be multiplying. The song remains the same, and there are more of us

singing it for a living.

Steven Johnson is the author of nine books, most recently “How We Got to Now: Six
Innovations That Made the Modern World.”

Sign up for our newsletter to get the best of The New York Times Magazine delivered
to your inbox every week.

A version of this article appears in print on August 23, 2015, on Page MM30 of the Sunday Magazine with
the headline: Creative Accounting.
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Our Mission

ASCAP is the world leader in performance royalties, advocacy and service for
songwriters, composers and music publishers. Our mission is to ensure that

our music creator members can thrive alongside the businesses who use our
music so that, together, we can continue to touch the lives of billions.

Attendees at the 2014
ASCAP “I Create Music” EXPO
show their enthusiasm

ASCAP Annual Report 2014
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ASCAP President and Chairman Paul Williams

‘ ‘ Our songwriter and composer
members depend on ASCAP to earn
a living and it is our job to advocate
and protect their rights across all

media. We maintain a strong presence

in Washington, DC to ensure they are fairly
compensated for their creative work, which

is the engine driving the entire industry. | am
very gratified that we were able to deliver such
strong financial results for the talented women
and men who call ASCAP home. From our point
of view, if we can ensure fair market rates for
our members by working with the Department
of Justice to modernize our outdated Consent
Decree, then everyone wins — music creators,
licensees and fans — because the value of
collective licensing is that strong.”

ASCAP Annual Report 2014

ASCAP CEO Beth Matthews

‘ ‘ ASCAP had an incredibly

successful 2014. we worked extremely
hard and continually innovated in order to
maximize the financial opportunities for

our members in the face of an evolving and
increasingly competitive global landscape. We
implemented new revenue growth strategies
and productivity improvement initiatives in
order to deliver the best collective licensing
value proposition at the lowest possible cost
for all stakeholders. Our 2014 financial results
clearly demonstrate that collective licensing
is the most efficient licensing model available
to creators and music licensees alike. The
collective can accommodate big data growth
of extreme scale at the lowest cost while also
providing access to a broad, diverse and high
quality repertory of music.”
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ASCAP Is the First PRO in the
World to Report $1.0 Billion in
Public Performance Revenue

We became the first PRO in the world to announce
record-breaking public performance revenues of more
than $1.0 billion for 2014. We also delivered historic
high royalty distributions of over $883.5 million to our
songwriter, composer and music publisher members,
up $32.5 million, a 3.8% increase from 2013.

In addition to historical revenues and record breaking
distributions to our members, the number of musical
performances we captured, identified, matched and
processed for payment doubled from 250 billion

in 2013 to 500 billion in 2014. Unlike our competitors,
ASCAP is an unincorporated membership association and
operates on a not-for-profit basis, distributing all revenues
after deducting its operating expenses, currently at one of
the lowest overhead rates in the world at 12.7%.

ASCAP Annual Report 2014
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ASCAP
ASCAP by the Numbers

When you harness innovative technology, an expansive vision and the creative power of
more than 540,000 songwriter, composer and music publisher members, the benefits of
ASCAR's collective licensing model begin to add up.

100fTop10 101

1 st songs on the 2014 Billboard year-end YEARS
charts for Hot 100 Airplay, Hot Adult Top 40,
Mainstream Top 40, Hot 100 Songs +
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in the United States,
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the market for .

performance rights works in the ASCAP

repertory, representing
every possible music genre

Grammy-winning members 8 8 3 +
across 39 categories at
the 57th Annual Grammy
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; distributed to ASCAP
music

700,000+ | |.al

— arecord high
businesses that boost their bottom line with the value of an ASCAP license
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performances processed by ASCAP in 2014, double the year before members’ pockets in the
last 7 years
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ASCAP
The ASCAP Board of Directors

The ASCAP Board of Directors, made up of 12 writers and 12 publishers, elected from and by our
membership every two years, combines experience and foresight to best guide the Society into the
future. ASCAP is the only performing rights organization in the US owned by composers, songwriters
and music publishers. Writer members elect 12 writers to sit on the Board, and publisher members
elect 12 publishers. ASCAP Board members know the needs of the members first-hand and they
represent no other outside interest group. The Board has a clear agenda — to provide the fairest and
highest level of payments, the best service and the best copyright protection for the membership. It
does this by meeting regularly to set policy and by creating various Board committees which provide
oversight and direction to a professional management team in all areas of ASCAP’s operation.

Paul Williams Doug Wood Irwin Z. Robinson James M. Kendrick

President & Chaff man Writer Vice Chairman Publisher Vice Chairman Treasurer
Songwriter Composer Cromwell Music Schott Music

Martin Bandier Richard Bellis Marilyn Bergman Caroline Bienstock
Sony/ATV Music Composer Songwriter Carlin America
Publishing
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Bruce Broughton Desmond Child Alf Clausen Barry Coburn
Composer Songwriter Composer Ten Ten Music Group

<
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The ASCAP Board of Directors

Jody Gerson
Universal Music Publishing Group

Dan Foliart
Composer

Marcus Miller
Composer

Leeds Levy
Leeds Music

Alex Shapiro
Composer

Valerie Simpson
Songwriter

Cameron Strang
Warner/Chappell Music

Jimmy Webb
Songwriter

Pictured is the ASCAP Board of Directors as of June 30, 2015

ASCAP Annual Report 2014

Laurent Hubert
BMG Rights Management

Dean Kay
Lichelle Music

Matt Pincus
SONGS Music Publishing

Mary Megan Peer
peermusic

John Lofrumento
Retires On A High Note

John LoFrumento, Chief Executive Officer

of ASCAP for 17 years, retired at the end of
2014. He had served the members of ASCAP
since 1981, when he first joined the executive
team as Controller. He then served as CFO, COO and EVP, and was named
CEO in 1997.

As CEO, LoFrumento helped ASCAP develop one of the most so-
phisticated technology platforms for performance tracking and royalty
distributions across all media. At the same time, ASCAP's membership
and distributions grew exponentially from 70,000 members in 1997 with
distributions totaling $416.6 million to more than 520,000 members in
2014 with distributions exceeding $833.5 million.

LoFrumento’s tenure at the helm of ASCAP also includes many
“firsts” within the music industry, among them the creation and growth
of MusicPro Insurance, the first and only affordable insurance agency
for music professionals; the ASCAP “| Create Music” EXPO, the first
and only national conference with a 100% focus on music creation; and
the first internet license for music performances online issued in 1995.
LoFrumento was also instrumental in ASCAP'’s efforts to update ASCAP'’s
decades-old Consent Decree with the US Department of Justice to better
reflect the way people consume music in the digital age, ensuring that
the nation's songwriters are compensated for the true value of their work
in the marketplace.

Everyone at ASCAP salutes John for his accomplishments, his
vision and his leadership, which will have a lasting impact on the music
industry for years to come.
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Technological Innovation

ASCAP dramatically expanded its surveys of the most
significant digital streaming services in 20714, including Apple iRadio,

Pandora, Rhapsody and Spotify. The number of writers paid for performances on these services
increased nine times over from 2013. ASCAP identified more than 1.3 million unique works played
on those services, 30 times more than in 2013.

bX

CIO Magazine recognized ASCAP with a CIO 100 Award for technological innovation for our
proprietary Audio Performance Management (APM) system, which receives information about
music played on the radio and via internet services and processes this data to determine royalty
distributions to ASCAP members. APM is capable of matching six times more performances per
hour than our previous system.

ASCAP Annual Report 2014
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A Strong and Growing Membership

ASCAP continues to attract and retain the most
successful and sought-after songwriters and

COIMPOSErS. Weinvest in discovering, recruiting and retaining the
most talented music creators, and providing them with the resources

and support they need to ensure fans everywhere can enjoy their music.
The landscape in performing rights is highly competitive. Marquis talent
increases the quality of our repertory and increases the value of an ASCAP
license to music users. That's good news for all of our members, because it
means higher licensing revenues and larger distributions for
everyone's creative work.

More than 40,000 music creators joined ASCAP in 2014, including
hip-hop stars Lecrae, Vinylz and Bobby Shmurda; \
EDM favorite Dillon Francis, indie folk violinist-songwriter
Andrew Bird and pop/hip-hop sensation Becky G;
Lorenzo Mendez of regional Mexican superstars
Original Banda El Limén, and Latin songwriter-artists
Yotuel, Brika and J Alvarez; celebrated film
composers Johann Jéhannsson (The Theory of
Everything) and Gustavo Santaolalla (Brokeback
Mountain, Babel); and renowned conductor-composer
Gustavo Dudamel.

Pictured, top to bottom,

left to right: Becky G, J Alvarez,
Yotuel, Andrew Bird, Vinylz,
Brika, Gustavo Dudamel,

and Gustavo Santaolalla

-
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ASCAP Hitmakers

In total, ASCAP songwriters wrote #1 songs on
26 of Billboard's year-end songs charts.

David Bratton, Calvin Harris, Joel Houston, Romeo Santos, Bobby Shmurda and Bastille’s Dan Smith
took the #1 spots on year-end songwriter charts in six separate genres.

Many ASCAP members had career breakthroughs in 2014, including chart-topping women Meghan
Trainor, Iggy Azalea, Ariana Grande, Jessie J, and Lorde. Aloe Blacc and rock bands Kongos, Echos-
mith and 5 Seconds of Summer enjoyed worldwide success, and country fans fell in love with Sam
Hunt and his #1 single “Leave the Night On.” Gospel/R&B singer-songwriter Mali Music made waves
with his Grammy-nominated major label debut, Mali Is.. Maddie & Tae's single “Girl in a Country
Song” became the second-ever #1 country debut from a female duo. New signing Lecrae became
the first artist to occupy the #1 spot on both the Gospel Albums and Billboard Top 200 charts.

Tl
lggy Azalea = J\

Ariana Grande Kongos
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ASCAP
Fostering Collaboration

In 2014, ASCAP's commitment to fostering the music stars

of tomorrow yielded major SUCCESSES. ASCAP Song Camps were the birth-
place for the Miranda Lambert ft. Carrie Underwood single “Something Bad,” by Chris DeStefano,
Brett James and Priscilla Renea, which hit #1 on the country charts; Jacob Latimore’s first single
“Heartbreak Heard Round the World,” written by Johnta Austin, Shea Taylor and Martin Johnson; and
five songs recorded by La Original Banda El Limén, written at the ASCAP Song Camp in Mazatlan,
Mexico. Meanwhile, ASCAP Nashville’s innovative GPS (Guidance from Publishers for Songwriters)
Project resulted in publishing deals for three 2014 participants.

In April, 2014, ASCAP presented its ninth “I Create Music” EXPO, the only conference dedicated to
songwriting and composing. The EXPO is a valuable experience that educates and motivates music
creators from around the world. But it's much more than that. It has become a trusted community-
building event that leaves every attendee enriched and inspired, including ASCAP's top panelists.
That's why so many successful members participate each year. Over its history, tens of thousands
of EXPO participants have benefited from the unique experience the EXPO provides year after year.

UNITED WE JAM: (I-r) Beth Orton, Shane McAnally, Julie Frost, Crystal Nicole-and ASCAP Board member
Desmond Child prepare to take a bow after their stunning Writers Jam panel

SONG CAMP IN FRANCE

(Ir) Back row: Chris DeStefano, Oren Yoel, Mike Daly, Emmy Palmer, John Fortis, Brian
Kennedy, Brett James, Peter Wade, Giovanni James, ASCAP's Jason Silberman, Ashley
Campbell, Amir “Azeem” Salem; middle row: Autumn Rowe, Anjulie, Sharon Vaughn, JT
Harding; kneeling: Elyar Fox, ASCAP’s David Ryan Jordan, Martin Brammer, Dia Frampton
and Gali Firstenberg. In circle above: Amir “Azeem” Salem and Ashley Campbell

SONG CAMP IN MEXICO

(I-r) Songwriters Tavo Lara, Daniel Santacruz, Juan Diego Sandoval,
Ferra, Manu Moreno, Juan Jose Hernandez, Fred Huerta, Bruno
Danzza y Jerry Demara in the stuio at Luz Record in Mexico
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Award Winning Artists

ASCAP members took home
many of the industry’s most
prestigious accolades in 2014.

At the 57th Grammy Awards, honoring the top music of
2014, Beyoncé took home three awards and Beck, Tom
Elmhirst (PRS), David Greenbaum, Jay Z and Kendrick
Lamar each took home two. Additionally, seven-time
ASCAP Pop Music Songwriter of the Year Max Martin
won the coveted Producer of the Year Award. Brandy
Clark wrote the Country Music Association’s 2014
Song of the Year “Follow Your Arrow.” Steven Price
earned an Oscar, BAFTA and Critics’ Choice Award for

Lin-Manuel Miranda

his score to Gravity, and at the recent Golden Globe
Awards, Jéhann Jéhannsson won Best Original Score
for the 2014 film The Theory of Everything.

Brandy Clark
Primetime Emmys went to Michael Price for his score

to Sherlock, and musical theatre writer Lin-Manuel
Miranda for “Bigger!” from the 2013 Tony Awards
broadcast. At the 2014 Tonys, ASCAP writers Steven
Lutvak and Robert L. Freedman won Best Musical for
A Gentleman'’s Guide to Love and Murder (Freedman also
earned Best Book of a Musical), while Jason Robert
Brown was honored twice for Bridges of Madison Coun-
ty. ASCAP composer Stephen Trask's Hedwig and the
Angry Inch was named Best Revival of a Musical. Enrique Iglesias

ASCAP members won more than half of the 2014
Latin Grammy categories, including Enrique Iglesias
and Descemer Bueno'’s Song of the Year victory for
“Bailando,” and a major milestone for Calle 13, who
became the most awarded act in Latin Grammy
history.

Steven Price
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Spotlighting Members

ASCAP’s member support continues to grow with showcases at major

festivals and conferences throughout the country, geared toward promoting
and highlighting the importance of our songwriters and composers to the
greater music industry. ASCAP's influential showcases are held annually
at the Sundance Film Festival, CMJ, SXSW, Culture Collide and the
Folk Alliance, just to name a few, and hundreds of deserving
members benefit each year from the exposure.

Singer-songwriter-composer Sondre Lerche
at the 2014 Sundance ASCAP Music Café

Alex Lu conducts the orchestra at the
ASCAP Film Scoring Workshop with Richard Bellis

»  Nurturing Craft

ASCAP's outreach to members also
includes educational workshops throughout
the year, around the country and across the
genre spectrum. Anyone can apply for these

highly successful workshops, including the Lester Sill
Songwriting Workshop, the ASCAP Foundation/DreamWorks
Musical Theatre Workshop with acclaimed composer
Stephen Schwartz, multiple TV and film scoring workshops in LA and New York, country, pop and Christian
songwriting workshops in Nashville and many more.

SOC|a| Med|a Strength } YOUTUBE TWITTER FACEBOOK  INSTAGRAM

ASCAP communicates with its members across
a variety of social media channels, where our
engagement with our followers continues to
929 M+ 89K+ 88K+ 9K+

Vlews Followers* Likes* Followers

significantly increase.

*Combined ASCAP and ASCAP EXPO profiles
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ASCAP Advocacy

Sweeping changes in the music industry continued to create
challenges for music creators in 2014. And as the leading advocate
for the rights of songwriters, composers and music publishers,
ASCAP was committed to working together with other stakeholders
throughout the music industry to make meaningful changes to

the music licensing system so that it works better for songwriters, In Washington DC, ASCAP President Paul Williams
composers, publishers as well as licensees and music fans. This led f_e:tr'fs"?s at a congressional hearing on music
icensing.

to a series of initiatives in Washington DC of critical importance to
ASCAP members, including:

«  The Department of Justice's review of ASCAP’s Consent Decree

« The introduction of the Songwriter Equity Act

«  The US Copyright Office’s study of current music licensing

« Ahearing before the US House of Representatives Judiciary
Subcommittee on Courts, Intellectual Property and the Internet
as part of a comprehensive review of the copyright law

At the 2014 ASCAP “I Create Music” EXPO in LA are

A AR : (I-r) ASCAP President Paul Williams, US Representa-
On May Tth, several award-winning songwriters and composers tive Judy Chu (D-CA), Congressman Tom Marino

from different genres spent the day meeting with elected officials (R-PA) and ASCAP CEO Beth Matthews backstage
to press for music licensing reform as part ASCAP’s “Stand with prior to their panel: “Congressional Review of the

] . ) Copyright Act: An Opportunity to Secure Equitable
Songwriters” Advocacy Day on Capitol Hill. Treatment for Songwriters and Composers.”

On June 25th, ASCAP President and Chairman Paul Williams
testified at a Congressional hearing. He emphasized the benefits
of voluntary collective licensing through PROs for music creators,
licensees and listeners, but warned that outdated federal
regulations increasingly threaten to undermine the entire system.
To prevent that, Williams outlined three specific updates to the
73-year-old Consent Decree, which ASCAP is asking the DOJ to
consider: 1. Allowing ASCAP to accept a partial grant of rights

PN
LAY

ASCAP songwriter NE-YO is pictured with ASCAP EVP

from its members, meaning ASCAP is able to license certain uses of Membership John Titta in Atlanta, where NE-YO

while the rights holders handle others directly; 2. Replacing rate hosted a #StandWithSongwriters forum with other
Atlanta-based songwriters at The Capital Grille.

court with a faster, more efficient and less expensive dispute
resolution process and; 3. Permitting ASCAP to offer other rights in
a music composition a licensee needs to operate their business —
something that ASCAP’s competitors are free to do.

Throughout the year, a growing number of ASCAP members joined
the call for music licensing reform by either participating at ASCAP
advocacy events, submitting recommendations to the US Copyright
Office Study or by writing op-eds voicing the need for change.

B | STAND WITH
F e~ SONGWRITERS 23

Pictured (I-r) are songwriter Josh Kear, original Song-
writer Equity Act co-sponsor Rep. Hakeem Jeffries
(D-NY) and ASCAP Board members Dan Foliart and
Leeds Levy during ASCAP's “Stand with Songwrit-
ers” Advocacy Day on Capitol Hill on May 7th.
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Financial Overview

ASCAP’'S FINANCIAL RESULTS were discussed at

the general membership meeting in Los Angeles. In TOTAL DISTRIBUTIONS

Dollars in Millions

addition, our independent public accountants, Ernst &
Young LLP, presented our audited financial statements for
the years ended December 31, 2014 and 2013 at the June
board meeting. Pages 16 through 21 include selected por-
tions of the audited financial statements.

ASCAP’s total distributions were $883.5 million in
2014 compared to $851.0 million in 2013, an increase
of $32.5 million or 3.8%. Distributions to members and
foreign societies for domestic performances were
$539.8 million, an increase of $11.9 million or 2.2%.
Distributions for foreign performances were $343.8 mil-
lion up $20.7 million or 6.4%. The Total Distributions chart

highlights the trend of distributions over the past three ANNUAL RECEIPTS

Dollars in Millions

2012 2013 2014

years.

Total receipts were a record high of $1.0 billion in 2014,
up $57.2 million. Domestic receipts were $655.8 million, $340.7 W

up $41.0 million. New Media fees were up $17.5 mil-

lion primarily due to higher revenue from various li-
censees, new licensees and settlement payments. Cable,

Broadcast & Local TV fees were up $11.1 million or 3.6%
primarily due to higher license fees and timing in vari-

2012 2013 2014

ous categories. General and Background fees were up Total $941.7 Total §945.4 Total $1,002.6
$10.2 million mainly due to new business. Fees from
Terrestrial & Satellite Radio licensees increased $1.1 [ FOREIGN RECEIPTS

- . . - B DOMESTIC RECEIPTS
million. Foreign receipts were $346.8 million, up $16.2

million or 4.9% primarily due to one-time settlement pay-
ments received and a net increase in actual performances

partially offset by the timing of payments from various for- OPERATING EXPENSE RATIO

eign societies and a net decrease due to exchange rates.

Operating expenses were $127.5 million, up $12.7 mil-
lion or 11.1% from 2013. This increase in expenses was
tempered by record high receipts which resulted in an
operating ratio of 12.7%. Expenses for 2014 include
investments made for strategic consulting and support of
the Department of Justice's review of ASCAP’s Consent
Decree. In addition, ASCAP continues to invest in tech-
nology and ongoing operational efficiencies. The Annual
Receipts and Operating Expense Ratio charts provide a
three-year trend of related information. We continue our
commitment to continuously strengthen operations to
enhance service to our members and our licensees.

2012 2013 2014
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Report of
Independent Auditors

To the Board of Directors of the American Society of Composers, Authors and Publishers:

We have audited the accompanying Consolidated Statements of Receipts, Expenses, and Changes in Net Assets
(modified cash basis) of the American Society of Composers, Authors and Publishers, and subsidiaries (the
Society), as of December 31, 2014 and 2013, and the related notes to the consolidated financial statements.

Management'’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in conformity
with the modified cash basis of accounting described in Note 2; this includes determining that the modified cash
basis of accounting described in Note 2 is an acceptable basis for the preparation of the financial statements
in the circumstances. Management is also responsible for the design, implementation, and maintenance of
internal control relevant to the preparation and fair presentation of financial statements that are free of material
misstatement, whether due to fraud or error.

Auditor’s Responsibility
Our responsibility is to express an opinion on these financial statements based on our audits. We conducted our
audits in accordance with auditing standards generally accepted in the United States. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor's judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation
of the financial statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we
express no such opinion. An audit also includes evaluating the appropriateness of accounting policies used and
the reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the Consolidated
Statements of Receipts, Expenses and Changes in Net Assets of the American Society of Composers, Authors, and
Publishers and subsidiaries at December 31, 2014 and 2013, on the basis of accounting described in Note 2.

Modified Cash Basis of Accounting

As described in Note 2 to the consolidated financial statements, these consolidated financial statements have
been prepared on the modified cash basis of accounting, which is a basis of accounting other than U.S. generally
accepted accounting principles. Our opinion is not modified with respect to this matter.

éxvmﬂé ¥ LLP

June 30,2015
New York, NY
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AMERICAN SOCIETY OF COMPOSERS, AUTHORS
AND PUBLISHERS AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF RECEIPTS, EXPENSES,
AND CHANGES IN NET ASSETS (MODIFIED CASH BASIS)

YEAR ENDED DECEMBER 31,

DOMESTIC RECEIPTS: (In Thousands) 2014 2013
License fees:
Cable, Broadcast & Local TV $318,940 $307,825
Terrestrial & Satellite Radio 167,357 166,291
General and background 119,836 109,664
New media 41,150 23,676
Symphonic and concert 6,294 6,041
Membership Application Fees 1,590 1,257
Interest and other income 650 25
Total domestic receipts 655,817 614,779
ROYALTIES FROM FOREIGN SOCIETIES: 346,779 330,606
Total receipts 1,002,596 945,385
EXPENSES:
Licensing services 18,729 16,402
Performing rights 43,927 41,897
Membership services 14,227 16,857
Headquarters 33,993 24,005
Legal 16,609 15,632
Total expenses 127,485 114,793
Excess of receipts over expenses 875, 111 830,592

DISTRIBUTION TO MEMBERS:

Domestic distributions 478,248 461,854
Foreign distributions 343,757 323,054
Foreign societies 61,538 66,076
Total distributions to members 883,543 850,984
(Decrease) Increase in net assets (8,432) (20,392)
NET ASSETS, beginning of year 218,080 238,472
NET ASSETS, end of year $209,648 $218,080

See accompanying notes.
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ASCAP

Notes To Consolidated Financial Statements
(Modified Cash Basis) December 31, 2014

1. ORGANIZATION AND NATURE
OF BUSINESS

The American Society of Composers, Authors and Publishers, and its
Subsidiaries (the Society or ASCAP) is an unincorporated member-
ship society of composers, songwriters, lyricists, and music publish-
ers. As a performing rights society, ASCAP represents its members
by licensing copyrighted music and collecting and distributing royal-
ties for the non-dramatic performances of their copyrighted works.
These royalties are paid to members based on surveys of perfor-
mances of the works in ASCAP’s repertory that they wrote or pub-
lished. Founded in New York in 1914, ASCAP is the oldest performing
rights licensing society in the United States.

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Basis of Presentation

The consolidated financial statements contain the financial informa-
tion of the American Society of Composers, Authors, and Publishers,
and its 100% owned subsidiaries, ASCAP Joint Venture LLC, and
ASCAP Enterprises LLC (Enterprises). All significant intercompany
transactions have been eliminated in consolidation. Entities that are
less than 50% owned or are not controlled by ASCAP are accounted
for under the equity method of accounting.

Reclassifications
Certain reclassifications have been made to the prior year financial
statements to conform to the December 31, 2014 presentation.

Basis of Accounting

The Society maintains its consolidated financial statements on a
modified cash basis of accounting, which is a basis of accounting
other than U.S. generally accepted accounting principles, and is de-
tailed as follows:

Revenue Recognition

Revenue, consisting of license fees, membership application fees,
and interest income, is recorded at the time that cash is received.
Revenues due to ASCAP but not received, such as amounts due from
licensees and foreign societies, are not accrued rather they are rec-
ognized only when cash is received.

Expenses

Operating costs are expensed when cash is paid with the excep-
tion of certain costs that may be accrued so that the Consolidated
Statements of Receipts, Expenses, and Changes in Net Assets reflect
a full year of operating costs. There were no material accruals in

ASCAP Annual Report 2014

2014 and 2013.

The Society does not account for contingencies in accordance
with Accounting Standards Codification (ASC) 450, Contingencies.
Under this guidance, a loss contingency is required to be recognized
based on the probability of future events outcome. The Society does
not recognize a loss contingency assessed as probable as may be
required by the contingency accounting guidance.

Royalty Payables

Royalty and other payables related to such revenues, which are sig-
nificant, are recognized when distributed. Amounts due to members
for distributions for members who cannot be located or distributions
held pending legal resolution are accrued.

Income Taxes

The Society does not account for income taxes in accordance with
the Financial Accounting Standards Board (FASB) ASC740, Income
Taxes. Under this guidance, the liability method is used to account
for income taxes. The Society recognizes income tax expense or ben-
efit as payments are made or received from the appropriate taxing
authorities and does not recognize related tax liabilities, deferred tax
assets, or deferred tax liabilities as may be required by the income
tax accounting guidance.

Income taxes paid and expensed amounted to approximately
$14 thousand and $21 thousand for the years ended December 31,
2074 and 2013, respectively. The income tax expense is reflected
in the Headquarters line item in the accompanying Consolidated
Statements of Receipts, Expenses, and Changes in Net Assets.

Defined Benefit Pension Plans

The Society does not account for its defined benefit pension plans in
accordance with FASB ASC 715, Compensation — Retirement Benefits.
Under this guidance, accrual accounting is applied to defined benefit
pension plans sponsored by an employer and, to the extent that an
employer has an underfunded or overfunded pension obligation, a
liability or an asset would be recognized. In addition, an employer
is required to recognize changes in the funded status in the year in
which the change occurs through net assets. The Society recognizes
pension expense as the plan is funded, and does not recognize pen-
sion assets or liabilities as may be required by the retirement benefits
accounting guidance. The Society does not recognize the changes
in the funded status during the year through net assets as may be
required by the defined benefit plan guidance. Changes in the funded
status are disclosed in Note 3.

Fixed Assets

Fixed assets, including leasehold improvements, are capitalized at
cost. Depreciation of fixed assets is calculated using the straight-line
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method based on estimated useful lives as follows:

Automobiles 3 years
Building and building improvements 40 years
Equipment 3-5years
Furniture and fixtures 10 years
Software Development (hardware) 3-5 years
Software Development (software) 10-15 years

Leasehold improvements are amortized on a straight-line basis
over the shorter of the useful life of the assets or the terms of the re-
lated leases. Building improvements are amortized on a straight-line
basis over the remainder of 40 years since the purchase of the build-
ing in 1992. Repair and maintenance costs are expensed as paid.

Costs incurred for the development of software for internal use
have been capitalized in accordance with ASC 350-40, Internal-Use
Software.

Use of Estimates

The preparation of these consolidated financial statements requires
the use of certain estimates and assumptions by management in
determining the Society’s assets and liabilities, as well as disclosure
of benefit plan obligations and contingencies at the date of the con-
solidated financial statements. Actual results could differ from those
estimates.

3. BENEFIT PLANS

The Society has a defined benefit pension plan (the Pension Plan) and
a defined contribution savings plan (the Savings Plan). These plans
cover all employees who meet the eligibility requirements as defined
by each plan.

Under the Society’s Pension Plan, benefits are based on years of
service and an employee’s highest three consecutive year compensa-
tion average from the last ten years of employment.

The Society'’s policy is to fund amounts as necessary on an actu-
arial basis to provide assets sufficient to meet the benefits to be paid
to plan members in accordance with the requirements specified by
the Employee Retirement Income Security Act of 1974 (ERISA). The
Society’s expense for contributions to the Pension Plan was approxi-
mately $7.0 million and $7.5 million during 2014 and 2013, respective-
ly, and is reflected in the Headquarters line item in the accompanying
Consolidated Statements of Receipts, Expenses, and Changes in Net
Assets. The Society paid benefits of approximately $3.0 million and
$7.0 million during 2014 and 2013, respectively to participants in the
Pension Plan.

In September 2005, the Board of Directors passed a resolution
electing to freeze all future participation in the Pension Plan to new
participants as of January 1, 2006. All eligible employees hired prior
to January 1, 2006, are grandfathered in the Pension Plan and will con-
tinue to accrue benefits.
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The following table sets forth the Pension Plan’s funded status:

December 31
2014 2013
(in thousands)

Actuarial present value of:

Vested benefit obligation $78,303 $66,345
Nonvested benefit obligation 384 323
Accumulated benefit obligation $78,687 $66,668
Actuarial present value of
projected benefit obligation $91,748 $78,395
Plan assets at fair value $49,474 $48,101
Unfunded status of the Plan ($42,274)  ($30,294)

The weighted-average discount rate in determining the actuarial
present value of the projected benefit obligation was 3.80% and 4.63%
in 2014 and 2013, respectively. The rate of increase in future compen-
sation levels used in determining the actuarial present value of the pro-
jected benefit obligation was 3.50% in 2014 and 2013, respectively. The
expected long-term rate of return on Plan assets was 7.50% and 7.75%
in 2014 and 2013, respectively. The weighted-average expected long-
term rate of return on Plan assets is based upon historical financial
market relationships that have existed over time with the presumption
that this trend will generally remain constant in the future.

The Society’s pension plan assets, by asset category, are as fol-
lows:

2014 2013
Equity Securities 59% 60%
Debt Securities 11 40
Total 100% 100%

The target investment allocations for the plan assets are 60% eq-
uity securities and 40% debt securities. Asset allocations are rebal-
anced on a regular basis throughout the year to bring assets to within
arange of target levels. Target allocations take into account analyses
performed by the Society’s pension consultant to optimize long-term
risk/return relationships. All assets are liquid and may be readily ad-
justed to provide liquidity for current benefit payment requirements.
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The following table provides the fair value hierarchy of the funded
Pension Plan’s financial assets as of December 31,2014 and 2013:

December 31, 2014

Investment Type Level1 Level2 level3 Total
Equities $29,424 § - $§ - $29,424
Corp/Gov Securities $ 7,986 $4196 $ - $12,182
Mutual funds $ 5978 $ - § - $50978
Money market funds S - $189 $§ - $ 1,859
Cash $§ 318 - $§ - 8§ 31
Total $43,419 $6,055 $ - $49,474

December 31, 2013

Investment Type Level 1 Level2 Llevel3 Total
Equities $ 28,941 $ - § - $2894
Corp/Gov Securities $ 7,890 $4190 $ - $12,080
Mutual funds $ 5846 $ - § - $5846
Money market funds S - 81229 $ - $1,229
Cash $ 58 -$ -8 5
Total $ 42,682 $5419 $ - $48,101

Mutual fund shares are valued daily, with the NAV per fund share
published at the close of each business day, consisted of registered
mutual fund investments whose diversified holdings primarily include
common stock securities issued by U.S. and non-U.S. corporations,
corporate bonds, and mortgage backed securities. Money mar-
ket funds are valued at quoted market values on the last business
day of the year. Equities are valued daily at quoted marked values.
Corporate and Government Securities are valued as a percentage of
the underlying par value at the close of each business day.

ASCAP also has a nonqualified retirement equalization benefit
plan (the Equalization Plan) that provides certain employees with
defined pension benefits in excess of limits imposed by federal tax
law and a non-qualified supplemental executive retirement plan (the
SERP) which is offered to certain members of management to pro-
vide additional benefits at retirement.

The following table sets forth the Equalization Plan and SERP’s
funded status:

December 31
2014 2013
(in thousands)

Actuarial present value of:
Vested benefit obligation $3,800 $14,531
Nonvested benefit obligation 47 38

Accumulated benefit obligation $3,847 $14,569
Actuarial present value of

projected benefit obligation $4,594 815,764
Plan assets at fair value $19,937 $14,168
Funded/(Unfunded) status of the

Equalization Plan and SERP $15,343 (81,596)

Plan assets related to the Equalization Plan and SERP con-
sisted of equities and mutual funds tmeasured at Level 1 as of
December 31,2014 and 2013.

The Society expects to contribute approximately $6.0 million to
the Pension Plan, Equalization Plan and SERP in 2015.

Estimated future pension benefit payments for the Pension Plan,
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Equalization Plan, and SERP, which reflect expected future service,
are as follows (in thousands):

Year ending December 31:

2015 $ 7,053
2016 2,265
2017 4,994
2018 4,389
2019 7,651
2020-2024 32,607
Total S 58959

Under the Society’s Savings Plan, effective November 1, 2005,
new employees are automatically enrolled in the Savings Plan after
60 days of service at a contribution rate of 3% of their salary, pre-
tax, unless they opt out. All employees may then elect to contribute
from 1% through 25% of their salary, pretax, as limited by the Internal
Revenue Service. The Society’'s matching contribution, which is dis-
cretionary, was equal to 100% of the first 2% and 25% of each addi-
tional percent up to 6% contributed by the employee during the cur-
rent year, resulting in a maximum contribution by the Society of 3% of
the employee’s allowable salary. Employees’ contributions are imme-
diately vested, and the Society’s matching contributions are vested
after the first year of service. During 2014, the maximum annual em-
ployee contribution of pretax dollars was limited by Internal Revenue
Service regulations to $17,500, and ASCAP’s matching contribution
was limited to $7,800 per employee. The amounts contributed by
ASCAP to the Savings Plan for 2014 and 2013, were approximately
$1.2 million and $1.2 million, respectively.

ASCAP also has a nonqualified deferred compensation plan,
whereby eligible employees may elect to defer a portion of their
compensation each year. Compensation expense, equal to amounts
deferred by employees, is recorded currently.

4. DISTRIBUTIONS TO MEMBERS

Receipts of the Society, less expenses of operations and amounts
payable to foreign societies, are distributed to members in accor-
dance with the Society’s survey and distribution system, originally
mandated by the 1960 amendments to the ASCAP Consent Decree
and now embodied in the Society's rules and regulations.

The Society includes taxes withheld by affiliated foreign societ-
ies as receipts. These taxes withheld are reflected in Royalties from
foreign societies in the accompanying Consolidated Statements of
Receipts, Expenses, and Changes in Net Assets.

The Society also includes foreign taxes withheld in the summary
of distributions reported to members at year-end, thereby enabling
members to report them appropriately on their tax returns. These
taxes are reflected in foreign distributions in the accompanying
Consolidated Statements of Receipts, Expenses, and Changes in
Net Assets.

At December 31, 2014 and 2013, approximately $6.0 million and
$6.2 million, respectively, represented the foreign taxes withheld on
receipts that will be reported in the year when the related distribu-
tions are paid.
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5. COMMITMENTS AND CONTINGENCIES

Litigation

From time to time, the Society is involved in court proceedings with
its licensees to determine license fees to be paid to the Society for
the performance of musical works in the ASCAP repertory. The only
current such proceeding, with the Pandora internet music service,
was tried early in 2014, resulting in the federal district court’s deci-
sion determining the fees to be paid by Pandora to ASCAP for the pe-
riod 2011-2015. ASCAP appealed the decision and on May 6, 2015, a
panel of the Second Circuit Court of Appeals affirmed the trial court’s
decision. ASCAP has filed a petition for rehearing before the Second
Circuit panel. If the trial court’s decision is reversed by the Court of
Appeals, it is possible that Pandora may ultimately pay additional
license fees for the period 2013-2015.

In 2013, the Society began discussions with the staff of the
Antitrust Division of the U.S. Department of Justice (DOJ) concern-
ing potential modifications of the ASCAP consent decree. The decree
largely governs ASCAP's licensing activities, and provides for the pro-
cedure by which license fees are determined by the New York federal
court if ASCAP and music users are unable to reach agreement on
the fees to be paid for the right to perform music in the ASCAP rep-
ertory. The process by which the consent decree may be modified
is ongoing. As part of this process, ASCAP has received from the
DOJ, and responded to, requests for information both as to proposed
modifications of the consent decree and compliance with certain pro-
visions of the current decree. It is anticipated that the entire process
will conclude either late in 2015 or early in 2016, so that there will be
no material effect on ASCAP’s business in 2015.

The Society is routinely involved in other litigation, often as a
stakeholder participating in disputes between its members and oth-
ers pertaining to royalties and copyright ownership issues. This litiga-
tion has no material effect on the Society’s assets and liabilities, its
receipts, and expenses, or total royalty distribution to its members.

Lease Commitments
Equipment rental and office lease expense, including escalations
and utilities, aggregated approximately $5.6 million and $5.3 mil-
lion for the years ended December 31, 2014 and 2013, respectively,
and is recognized as an expense when paid in the accompanying
Consolidated Statements of Receipts, Expenses, and Changes in Net
Assets based on the amount of cash paid.

The minimum rental commitments under existing non-cancellable
office and equipment leases at December 31, 2014, are as follows
(in thousands):

2015 $ 4,638
2016 4,500
2017 4,512
2018 4,528
2019 609
Thereafter 1,119
Total minimum lease payments $19,906

ASCAP Annual Report 2014

ASCAP

Member Guarantees

The Society has provided guarantees of payment to financial institu-
tions for personal loans provided to certain of its members. Royalty
earnings attributable to each of these members are being distributed
directly to the financial institutions as part of the loan repayment
terms. To the extent that the cash flows of the future royalty earn-
ings are not sufficient to the financial institutions, payment of each
respective member loan may be accelerated by the financial institu-
tions and payment would be guaranteed by the Society. The Society
would collect any amounts paid as a result of the guarantee through
future royalty earnings of the respective member. As of December 31,
2014, the Society authorized up to $40.0 million in guarantees to be
made, of which approximately $25.0 million is outstanding. The fair
value of the guarantees is not considered to be material.

6. RELATED PARTY BY TRANSACTIONS

The ASCAP Foundation (the Foundation), a not-for-profit organiza-
tion, was incorporated in 1975 to promote and support charitable/
educational programs in the field of music. Contributions, bequests,
and grants from members of ASCAP, other foundations, and the gen-
eral public provide support to the Foundation. The Foundation is a
related-party to ASCAP.

The Foundation is located in the offices of ASCAP and receives
the use of ASCAP's office space at no charge. In addition, ASCAP per-
sonnel assisted in the administration of the Foundation's activities
as needed. The value of these services and support provided to the
Foundation was approximately $157 thousand and $125 thousand in
2014 and 2013, respectively.

The Foundation has approximately $61 thousand due to ASCAP
for payroll related and other expense reimbursement as of December
31,2014.

The Foundation receives royalty contributions through ASCAP
from ASCAP members who have allocated a portion of their ASCAP
royalties to the Foundation. This is done completely and solely at
the request of the ASCAP member or as a bequest by the ASCAP
member or their heirs to the Foundation. The Foundation recognized
income based on cash received from ASCAP related to such royalty
contributions of $290 thousand and $249 thousand in 2014 and
2013, respectively. In addition, the Foundation received contribution
income from ASCAP for program support in amounts of $290 thou-
sand and $241 thousand in 2014 and 2013, respectively.

7. SUBSEQUENT EVENTS

Subsequent events were evaluated through June 30, 2015, the date
these consolidated financial statements were available to be issued.
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Contact Information

ASCAP

ASCAP - New York

1900 Broadway
New York, NY 10023
Tel: (212) 621-6000
Fax: (212) 621-8453

ASCAP - London

4 Millbank, 2nd Floor
London SW1P3JA

United Kingdom

Tel: 011-44-207-439-0909
Fax: 011-44-207-434-0073

ASCAP - Miami

420 Lincoln Rd, Suite 502
Miami Beach, FL 33139
Tel: (305) 673-3446

Fax: (305) 673-2446

ASCAP - Puerto Rico

Ave. Martinez Nadal
c/ Hill Side 623

San Juan, PR 00920
Tel: (787) 707-0782

Fax: (787) 707-0783

Connect with ASCAP

ASCAP - Los Angeles

7920 W. Sunset Blvd, Third Floor
Los Angeles, CA 90046

Tel: (323) 883-1000

Fax: (323) 883-1049

ASCAP - Nashville

Two Music Square West
Nashville, TN 37203
Tel: (615) 742-5000
Fax: (615) 742-5020

ASCAP - Atlanta

950 Joseph E. Lowery Blvd. NW, Suite 23
Atlanta, GA 30318

Tel: (404) 685-8699

Fax: (404) 685-8701

O © O

ascap.com @ascap
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am thrilled to share this report which

provides the details of BMI's record-

setting performance for the fiscal year

ended June 30, 2015. BMI reported
unprecedented revenues of $1.013 billion,
an increase of $36 million or 3.7% over
the prior year. This represents the highest
revenues in the Company's history and the
most public performance revenue generated
for songwriters, composers and publishers
by any music rights organization in the world.
These results are even more impressive when
factoring in that the Company had to overcome
a $28 million negative impact to foreign
revenues caused by the strengthening dollar.
BMI distributed and administered a record-
breaking high of $877 million in royalties to
its songwriters, composers and publishers, a
nearly 4.5% increase over last year.

BMI's continuous drive to diversify revenue
streams led to several new benchmarks this
year. For the first time in the history of a
U.S. performing rights organization, revenue
from digital sources, including Amazon, Hulu,
Netflix, Pandora, Spotify and YouTube, among
others, exceeded $100 million, up 65%
over last year. For the second consecutive

year, cable and satellite-delivered entertainment represented the single
largest source of domestic and international revenue, underscoring the
significance of BMI's growing audio-visual portfolio. General Licensing
also posted considerable gains, and the steady growth from this revenue
stream remains a key differentiator in BMI's ongoing success. Due to
economic headwinds overseas, which resulted in a lower foreign exchange
rate, international revenues declined 5% compared to last year, but the
extraordinary strength of the BMI repertoire resulted in a solid showing
of $292 million.

The Company’s exceptionally strong performance is a direct result of the
creativity and global popularity of the songwriters and composers that
BMI represents. BMI luminaries continued to dominate the charts this year,
with Taylor Swift, Avicii, Ed Sheeran (PRS), Luke Bryan, Prince Royce and
Lil Wayne contributing some of the most-performed songs of the year.
Electrifying acts including Maroon 5, Foo Fighters and One Direction
continued to entertain audiences around the world. In film and television
music, BMI's outstanding composers contributed themes or scores for more
than 80% of all primetime network TV shows and thrilled movie audiences in

TOTAL REVENUE &

ROYALTY DISTRIBUTION

$1B

$750 M L
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$250 M- =
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several of the year’s top blockbusters and acclaimed productions, including
Avengers: Age of Ultron, Furious 7, American Sniper, Transformers: Age of
Extinction, Guardians of the Galaxy, Hunger Games: Mockingjay — Part 1
and The Grand Budapest Hotel, among others.

Throughout the year, the streaming revolution continued to impact the
industry. BMI processed 600 billion copyright transactions, more than
500 billion of which were digital performances, an increase of over 25%
compared to last year. These figures not only highlight the scope, ability,
accuracy and efficiency of BMI's operations engine, but also demonstrate
the vigorous growth of content distribution via streaming and the extremely
heavy reliance on the 10.5 million works within BMI's repertoire. The trend
toward digital content highlighted the need for music licensing reform to
better serve songwriters, composers, publishers and music users in the
modern marketplace. While digital companies continue to grow their stock
value and bottom lines through their exponential increase in the use of
music, outdated rules that prohibit free-market rates remain, preventing
creators and copyright owners from seeing comparable growth in the value
of their work. In response, BMI has been steadfast in our commitment
to secure full and fair value for the use of songwriters’, composers’ and
publishers’ creative work in the digital space, and we made great strides
this year with success in the Pandora rate-setting proceedings.

After a lengthy legal battle over the value of the BMI repertoire to the
digital music giant, the Court concluded that BMI's proposed rate of 2.5%
was reasonable and more appropriate than Pandora’s significantly lower
proposal. The Court took into account industry deals made in the free
market and determined that these were “the best benchmarks because
they are the most recent indices of competitive market rates,” a factor that
will have significant impact in future rate court actions. The decision also
sets the stage for differentiating Internet and digital licenses from traditional
media licenses going forward.

On the public policy front, BMI was actively engaged in various initiatives on
Capitol Hill this year, urging copyright and regulatory reform to modernize
the rules that govern BMI’s business operations. We continued to have
productive conversations with the U.S. Department of Justice with regards
to modifying BMI's decades-old consent decree and have seen promising
Congressional interest to that end. Multiple BMI songwriters shared with
lawmakers their struggles as, essentially, small business owners trying to
earn aliving in the digital age. In certain cases, it can take one million spins
on a digital service for a songwriter to break $100. We remain optimistic
that these poignant accounts, along with increased attention from Capitol
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& CEO'S REPORT

SENIOR MANAGEMENT

BRUCE A. ESWORTHY PHILLIP R. GRAHAM
SENIOR VICE PRESIDENT SENIOR VICE PRESIDENT
FINANCE & ADMINISTRATION, WRITER/PUBLISHER RELATIONS
CHIEF FINANCIAL OFFICER

-

STUART ROSEN ALISON SMITH

SENIOR VICE PRESIDENT & SENIOR VICE PRESIDENT

GENERAL COUNSEL OPERATIONS, DISTRIBUTION
& ADMINISTRATION SERVICES

/I

s ;

RON SOLLEVELD MICHAEL G. STEINBERG
SENIOR VICE PRESIDENT SENIOR VICE PRESIDENT
INTERNATIONAL LICENSING

ANN SWEENEY
SENIOR VICE PRESIDENT
GLOBAL POLICY

SPOTIFY EXHIBIT 6






PRESIDENT
& CEO'S REPORT

Hill and the industry, will drive momentum toward copyright and consent
decree reform to modernize the music licensing system to better serve all
stakeholders. Our “Protecting Copyright” section of this report contains
additional important detail on all of this activity.

I would like to thank the BMI Board of Directors, the Senior Management
team and all of our team members for their exceptional work this year.
BMl's record-setting performance demonstrates the value of our service
to songwriters, composers, publishers and licensees alike, and, as we
move forward, our resolve to meet the evolving needs of the marketplace
is stronger than ever. The many efforts that contributed to this historic year
reflect BMI's continuous investment in our future, and we anticipate great
reward ahead.

I invite you to read the report that follows. It provides a detailed overview
of BMI's business operations during the past fiscal year, as well as a look

towards a new era of music rights management.

Sincerely,
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uring a dynamic year in the industry,

the shift from music ownership via

downloads and CD sales to music

access via streaming resulted in a
renewed focus on the increasing value of the
public performing right. As BMI continued its
ongoing efforts to secure fair compensation
for the use of creators’ and copyright owners'
work across all platforms, BMI songwriters,
composers and publishers took creativity to
new heights, delivering a record-breaking year
of in-demand, innovative and influential music.
From global megastars to rising hitmakers to
legendary icons, BMI's roster of exceptional
talent emphasizes the Company’s role as home
to the most artistically vibrant and commercially
successful repertoire in the world.

BMI powerhouses including Taylor Swift,
Avicii, Ed Sheeran (PRS), Luke Bryan, John
Legend, Future and Juanes wrote some of

the most-performed songs of the year, while
electrifying acts such as Maroon 5, Foo
Fighters, Little Big Town and One Direction
topped the charts. Brilliant BMI composers
created the music for many of the year's most
acclaimed films and television series, including
Brian Tyler, Joseph DeBeasi, James Newton
Howard and Mark Isham. BMI welcomed
many talented writers to its creative family
this year, including British sensation Sam
Smith (PRS) and soulful chart-topper Hozier.
Exciting voices to watch include Taylor Berrett,
Tiffany Gia, Grace Sewell, Justine Skye,
Diana Fuentes, Sofia Carson, Haley Georgia,
Tucker Beathard, Rachel Platten, Shawn
Mendes, Banks, X Ambassadors, BORNS,
Charlie Puth, and composers Fil Eisler and Rob
Simonsen, all of whom create groundbreaking
music that defines them as emerging new
leaders in the industry.

ROSTER & REPERTOIRE

ALEXANDRE DESPLAT WON THE ACADEMY
AWARD FOR BEST ORIGINAL SCORE FOR THE
GRAND BUDAPEST HOTEL.

INDUSTRY AWARDS

BMI songwriters and composers took home the majority of the industry’s
most distinguished awards this year. Prestigious GRAMMY® wins included
multiple trophies for Sam Smith (PRS), who swept Record of the Year, Song
of the Year and Best New Artist; as well as Rosanne Cash, Jack White
and Eminem. Other BMI affiliates who earned GRAMMY® gold included
Lady Gaga, Carrie Underwood, The Band Perry, Miranda Lambert, and
Kristen Anderson-Lopez and Robert Lopez. Composer Alexandre Desplat
(SACEM) won the Academy Award for Best Original Score for The Grand
Budapest Hotel, while John Legend and Common took the Oscar for Best
Original Song for “Glory” from Selma. BMI songwriters were also honored
with 77% of the Country Music Association (CMA) Awards. Additionally,
the majority of honorees inducted into the Songwriters Hall of Fame this
year were BMI affiliates, as were all the composers named 2015 Jazz
Masters by the National Endowment for the Arts.

SPOTIFY EXHIBIT 6






ROSTER & REPERTOIRE

FILM & TELEVISION HIGHLIGHTS
For the second consecutive year, cable and satellite-delivered

entertainment proved to be the single greatest contributor to BMI's
PRESIDENT’S AWARD HONOREE P!NK PERFORMS ONSTAGE AT THE 2015

domestic revenue. The music created by BMI's family of illustrious
BMI POP AWARDS.

composers was featured in many of the year's blockbuster films and
most popular television series, serving to strengthen BMI's market share

of audio-visual revenue streams.

BMI composers scored four out of the top five films released this year. The
total from such box-office hits as Avengers: Age of Ultron (Brian Tyler),
Furious 7 (Brian Tyler), American Sniper (Joseph DeBeasi), The Hunger
Games: Mockingjay — Part 1 (James Newton Howard) and Guardians of
the Galaxy (Tyler Bates) accounted for over $1.8 billion dollars in ticket
sales alone.

On the small screen, over 80% of this season’s primetime network TV
shows featured themes and/or scores written by BMI composers. Hits
included NCIS: New Orleans (Brian Kirk, John Lee Hooker), Madam
Secretary (Mike Fratantuno, Terence Yoshiaki), Empire (Fil Eisler, Jim
Beanz), Scorpion (Tony Morales, Brian Tyler) and CSI: Cyber (Ben Decter),
all building on BMI's track record of success in this space.

INDUSTRY TRENDS

BMI's role as an early career counselor and supporter has grown
increasingly more important in the transforming music landscape. This year
BMI augmented its function as a creative partner to songwriters and music
publishers, providing an array of networking and career opportunities for PRESIDENT’S AWARD HONOREE CHRIS ‘LUDACRIS’ BRIDGES PERFORMS

creators and directing promising writing talent to publishers. As a result, L 2014 BUTREG/FIESHEE AWARDS.

2015 BMI FILM & TELEVISION AWARD RECIPIENTS.
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BMI bolstered its unique position as a vital early ally in building music
careers and identifying the next generation of hitmakers.

Social media continued to resonate as a powerful tool within the music
industry, with a dramatic cascade of effects: Creators used social media
to connect with fans and build awareness of their projects, while listeners
prolifically shared their music preferences on social channels. BMI
affiliates once again seized the opportunities social media presents, with
explosive results. R&B songstress Rihanna recently took to Instagram to
promote her new music, garnering nearly 1.2 million Instagram likes to
date with just four posts. And it's not only established hitmakers who are
benefiting from social media. With a new LP that recently hit #2 on the
Billboard charts, indie-pop singer-songwriter Halsey’s star is rapidly rising,
thanks in large part to social media. To date, she has already amassed
close to 950,000 followers across Facebook, Twitter and Instagram, an
impressive presence that has helped jumpstart her career. Halsey has
appeared on Billboard’s Twitter Top Tracks chart and Twitter Emerging
Artists chart, described as a compilation of “the most shared songs from
up-and-coming artists on Twitter over the last 24 hours.”

BMI continued to leverage social media as a
BMI
SOCIAL
MEDIA
GROWTH

INSTAGRAM

B

strategic means of communication with our
actively engaged creative community. Our social
media presence and reach expanded this year,
particularly on Instagram, up 94% since last
year, and YouTube, which saw a 48% increase
in views, due in part to several exclusive video
projects featuring BMI affiliates Martina McBride,
Robert Lopez and Kristen Anderson-Lopez, and
Alexandre Desplat.

134%

This year megastar Taylor Swift (who joined BMI
at the dawn of her career at age 15) spoke out
on behalf of all songwriters struggling in the

YOUTUBE

>
148%

Apple Music, with a free, three-month trial period during which it would not

digital environment. In November of 2014, Swift
removed her catalog from Spotify, stating that
the service doesn't fairly compensate those
involved in the making of music, and that she
‘does not agree with perpetuating the perception

that music has no value and should be free.” In
June, Apple launched its new streaming service,

pay out royalties to writers, producers or artists. Swift took to Tumblr and

ROSTER & REPERTOIRE

[ |
/o
SONG OF THE YEAR AWARD HONOREE NILE RODGERS AND BMI ICON SIR
TIM RICE AT THE 2014 BMI LONDON AWARDS.

-

witld

BMI ICON VINCE GILL, SONGWRITER KETCH SECOR AND SONGWRITER OF THE
YEAR RHETT AKINS AT THE BMI 2014 COUNTRY AWARDS.

BMI ICON SERGIO GEORGE AT THE 2015 BMI LATIN AWARDS.

-
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once again spoke out on behalf of creators in an open letter to Apple. She
declared she would hold back her album 1989 from the service, saying
it was unfair that those who create music were being asked to work for
nothing and asked Apple to change its policy. Within 24 hours, Apple
reversed course, fittingly replying to Swift via Twitter, and agreeing to pay
out royalties. This result shows both the influence of social media and the
influence that Swift wields in the industry.

CAREER SUPPORT & OPPORTUNITIES

BMI continued its longstanding tradition of bringing the creative community
together with industry decision makers. This year we featured new talent
on stages at premier festivals including Lollapalooza, South by Southwest,
the Sundance Film Festival, Austin City Limits and the CMA Music Festival,
among others. BMI also orchestrated seminars and workshops to educate
and inspire the next generation of songwriters, while providing beneficial
career advice. Events included the annual Sundance Composer’s Lab
Workshop, informative Gamechangers Music Seminar, and the BMI
mentor program for USC's Thornton School of Music Undergraduate
Popular Music Degree program, among many others.

BMI also facilitated several fruitful songwriting camps this year, including
the Aspen Songwriting Retreat held at the home of songwriter Denise
Rich in September of 2014. This camp resulted in the current song “Daisy”
and upcoming tracks to be recorded by Britney Spears and Ariana Grande.
Other songwriting camps during the year included the BMI and Warner/
Chappell Fontanel Winter Retreat, and the Write On! Song Camp, also in
partnership with Warner/Chappell Music, all opportunities for writers to

cultivate new collaborations, hone their skills and create new songs.

INTERNATIONAL

Although financial conditions abroad were unfavorable this year, the
unmatched popularity of the BMI repertoire generated massive
performances around the globe. Dynamic creators such as Lady Gaga,
Taylor Swift, Plnk, Will.i.,am and RedOne were among the stellar BMI
songwriters who contributed some of the most popular international hits.
Other active songs on the global charts included the ubiquitous “Uptown
Funk,” “Maps,” “All of Me,"” and “See You Again.”

On the big screen, exciting music by BMI composers including Brian
Tyler, John Williams, Danny Elfman, Alan Silvestri, Thomas Newman and
Steve Jablonsky drew audiences to movie theaters around the world. Hit
television shows, such as Person of Interest, Mentalist and Sportscenter,

BMI LATIN SONGWRITER OF THE YEAR HORACIO PALENCIA.

among others, featured music by BMI composers
that enriched the global viewing experience. Notably,
the body of work from BMI composers has longevity
beyond cinema or television series with repeated
performances on worldwide digital audio-visual
services, such as Netflix, HBO GO and Amazon
Instant Video, plus cable and satellite broadcasts.

BMI's classic catalog also maintained its strong
performance, with enduring songs by Michael
Jackson, John Fogerty and Paul Simon remaining
on some of the most-performed international
playlists of the past year. Other timeless BMI jewels
such as “It's a Small World” and “Daydream Believer’
delighted crowds far and wide.

BMl's extraordinarily talented roster of songwriters,
composers and publishers continues to deliver the
industry’s most acclaimed and profitable music
across all genres and around the globe.
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he music industry's continued

digital transformation has given

rise to a new era in advocacy and

rights management, and, as a result,
copyright protection has come to the forefront
of legal and policy discussions. Throughout the
year, BMI was deeply engaged in its ongoing
efforts in Washington, D.C. to modernize
the rules governing our business, update
copyright law and secure full and fair value
for the use of music creators’ and copyright
owners’ work in today’s marketplace.

BMI Senior Vice President of Global Policy,
Ann Sweeney, whose newly created position

focuses on the Company’s advocacy initiatives,
led the charge on Capitol Hill. On another
front, BMI Senior Vice President and General
Counsel Stuart Rosen led the BMI Legal team
to victory in the Pandora rate-court litigation,
marking a critical step forward in realizing fair
compensation for songwriters and publishers
in the digital age. Several other strides were
made this year on the legislative front, as BMI
continued its leadership role in the public policy
arena surrounding copyright reform.

VICTORY AGAINST PANDORA

After a two-year legal battle over the value
of the BMI repertoire to Pandora, in May,
BMI prevailed on all issues in the Company's
rate-setting proceedings against the digital
music giant. The ruling concluded that BMI's
proposed rate of 2.5% was reasonable; in
fact, was on the low side of reasonable. The
Court took into account recent industry deals
made in the free market and determined that
BMI's rate proposal was a more appropriate
reflection of the value of BMI music than
Pandora’s significantly lower proposal. The
ruling stated that these direct licenses “are the
best benchmarks because they are the most
recent indices of competitive market rates.”

PROTECTING COPYRIGHT

This is a key factor for BMI, and the industry, one that will have a far-reaching
impact in future rate court actions. In addition, the Court ruled in BMI's
favor for a four-year license term (two years retroactive and two years
going forward), which will allow both parties the opportunity to reevaluate
the licensing relationship sooner, a critical win for BMI given the rapidly-
changing nature of the online music industry. Pandora was seeking a
longer-term agreement. The decision also sets the stage for differentiating
Internet and digital licenses from traditional media licenses going forward.

In July of 2015, the rate court rejected a motion by Pandora to re-open
the ruling. Pandora argued that its purchase of a South Dakota terrestrial
radio station should entitle the digital service to the Radio Music License
Committee rate of 1.7%. While the Court struck down the motion without
explanation, it is worth noting that Pandora recently stated that it has more
than 250 million users, including 79.2 million “active” users, who listen to
1.77 billion hours of music each month - data that takes the streaming
service far beyond the realm of traditional radio music usage. The Court's
ruling was consistent with its finding at trial that Pandora’s business and
music use was not comparable to terrestrial radio’s.

Pandora has filed its appeal of the decision, and BMI is well prepared to
defend this matter in the Court of Appeals for the Second Circuit.

BMI SONGWRITER AND NSAI PRESIDENT LEE THOMAS MILLER TESTIFIES AT THE SENATE HEARING
“HOW MUCH FOR A SONG?”
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PROTECTING COPYRIGHT

BMI PRESIDENT AND CEO MICHAEL O’NEILL, BMI SONGWRITER MAC DAVIS, REPRESENTATIVE DOUG COLLINS (R-GA), REPRESENTATIVE RANDY NEUGEBAUER (R-TX) AND NSAI PRESIDENT
AND BMI SONGWRITER LEE THOMAS MILLER IN REP. COLLINS’ D.C. OFFICE IN APRIL.

CONSENT DECREE REVIEW

As noted in last year's Annual Report, in August of 2014
BMI submitted comments to the U.S. Department of Justice
proposing modifications to the decades-old BMI consent decree
that would modernize the music licensing landscape, creating
a model that would better serve songwriters, composers,
publishers and music users in the digital marketplace. The
U.S. Department of Justice began an extensive examination,
with many BMI songwriters and publishers, as well as industry
organizations, submitting their comments in support of BMI's
position. At this time, the comprehensive review is still ongoing.

BMI’s three immediate proposed updates to its consent
decree are:

= Digital Rights Withdrawal: Permit publishers to give BMI
the right to license works for certain uses, while allowing
publishers to retain the exclusive right to license works
for other specifically defined digital uses. This would
enable publishers and music users to negotiate their own
free-market digital deals, while granting BMI the ability
to continue to offer easy, efficient access to its diverse
repertoire for many traditional music uses.

= Bundling Rights: Clarify the decree to allow BMI to license
not just the public performing right, but any rights relating to
the musical work that a music user needs to bring its product
or service to the public and which a publisher elects BMI to
administer. This would create a one-stop licensing source to
meet the needs and match the pace of the digital marketplace.

= Arbitration: Move the rate-setting forum from federal
court to a binding arbitration model, a quicker and less
expensive option for all parties.

Promising interest was evidenced in March, when the U.S.
Senate Judiciary Committee's Antitrust Subcommittee held
a hearing led by Senator Mike Lee (R-UT) on the consent
decrees that govern the music licensing operations of BMI
and ASCAP. Titled “How Much for a Song?: The Antitrust
Decrees That Govern the Market for Music,” the Subcommittee,
in an open forum, engaged with stakeholders who would
be impacted by proposed changes to the BMI and ASCAP
consent decrees. The hearing included testimony from Lee
Thomas Miller, BMI songwriter and President of the Nashville
Songwriters Association International (NSAI), who presented
a powerful firsthand account of his journey as a music creator
and his ardent support for consent decree reform to protect
the livelihood of the American songwriter.

BMI is continuing its ongoing productive dialogue with the
Department of Justice and is optimistic that the many positive
developments in Washington, along with the Pandora ruling,
will shed necessary light on the critical need to reform the
rules that govern BMI’s business and rate-setting proceedings.

SONGWRITER EQUITY ACT OF 2015

This year, BMI took a leadership position within a coalition of

performing rights organizations and songwriter collectives

in seeking bipartisan Congressional sponsorship to move

forward the Songwriter Equity Act (SEA). As a result,
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significant steps were taken on the road to equity
for music creators and copyright owners. In March,
Congress reintroduced the Songwriter Equity Act
in both the House and Senate; its passage would
update provisions in the copyright law to level the
playing field for songwriters, composers and music
publishers to receive fair compensation for use of
their intellectual property.

Specifically, the Songwriter Equity Act of 2015
would:

=  Amend Section 114(i) to allow BMI's rate court
to consider all relevant evidence, including
payments to artists and record labels, when
rates for

determining digital performance

songwriters, composers and publishers.

= Update Section 115, which regulates the rate
paid to publishers under a compulsory license
for reproduction of recorded music, to a rate that
reflects free market conditions.

BMI strongly supports the SEA, which would shift
the rate standard to a willing buyer/willing seller fair
market standard.

U.S. COPYRIGHT OFFICE MUSIC LICENSING
STUDY

In February of 2015, after almost a year of research,
interviews and analysis into whether the current
copyright law is in sync with the current digital
economy, the U.S. Copyright Office released its
findings in a comprehensive study entitled “Copyright
and the Music Marketplace.” The Office determined
that the current music marketplace structure
undervalues musical works in the digital space and
is in need of reform.

A number of recommendations were made that
align with BMI's proposals for its consent decree
modifications, including a form of digital rights
withdrawal, bundling of mechanical and performance

PROTECTING COPYRIGHT

rights, and fair compensation at market value for creators. Additional
recommendations called for more transparency and the like treatment of all
uses of music within a modernized framework of collective licensing.

In April, Maria Pallante, the U.S. Register of Copyrights, testified before
the House Judiciary Committee on the copyright issues it will address
in the coming years. This concluded a two-year Congressional review
of copyright issues, led by Chairman Bob Goodlatte (R-VA), many of
which greatly impact the music industry. Register Pallante pointed to
the “Copyright and the Music Marketplace” study, calling for more equity
for music makers and a shift towards market-oriented approaches. In
June, Register Pallante stated that the Copyright Office itself needs
modernization in order to efficiently address the needs of the 21st century
U.S. copyright industry. BMI continues its conversations with the Register
and other members of the Copyright Office in our efforts to modernize the
copyright regime under which BMI operates.

Advocacy

BMI Government Affairs & Public Policy

Sen. Bob Corker Sen. Lamar Alexander Sen. Chuck Schumer

District: THS02
Phane (202) 2243344
Fax202) 228-0566

Dastrict: NYS01
Phone(207) 224-6542
FaxciR02) 228-3027

istrict: THSDY -
Phone202) 224-4044
F202) 226-3300

District: NYS02 -
Prore(202) 224-4451
Fixc (207 Z28-0262

Borgaeniri, COmposes B MK putiihers rates Daset . Win Dot o 1 i maikieg Corgrasss Bware of (1 Inecuty DECause your
wioctod officials listen 1o you. The Sorgweier Equity Act (LR 1283 and S, 52) would provice Much-needed updates, and it s crtical Aow 10 MAke Sre s lgASANON DasM.

Write yoor SEA! Ana i they have ghven thair suppont, 1end your thanks.

In orer 10 addness your Message o (e ARRORriats rRcioient, we need to identsy wherm you are

Pioass look UD Bnd L8 your full ning-(SgE 76 for the best results

Pioase enter your 7postal coce Suomat

‘What Is BMI? About BMI's Consent Defining Value Of Music BMI Submission to DOJ
Decree

BMI is the bricge that brings music
10 business and compensates the.
creators of that music.

BMI proposes the following
changes to the consent decree;

BMI's pubiic comments to U.S.
Department of Justice request in
review of consent decrees.

Changes are necded 1o protect
the art of sangwriting across
america and bring music
licensing into the 21st century.

1. Digial Rights Witharawal
2. Bunging Rights
3. Aspitration

& Download POF & Downdosd POF
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REVENUE
& ROYALTY DISTRIBUTION

uring the fiscal year ending

June 30, 2015, BMI generated

unprecedented revenues of $1.013

billion, an increase of $36 million,
or 3.7% over the prior year, and distributed
and administered more than $877 million in
royalties to the songwriters, composers and
publishers it represents, a historic high. These
successes underscore the enormous value
of the BMI repertoire and the undiminished
relevance of BMI's license offerings in a
transforming marketplace.

BMI's continuous drive to diversify revenue
sources resulted in several new benchmarks.
For the first time in the history of a US.
performing rights organization, revenue from
digital sources, including Amazon, Hulu, Netflix,
Pandora, Spotify and YouTube, exceeded $100
million, up a staggering 65% since last year.
For the second consecutive year, cable and
satellite-delivered ~entertainment generated

DIGITAL LICENSING

BMI's Digital Licensing team had a record-setting year exceeding $100
million as a result of more than 500 billion digital copyright transactions.
Ongoing contributors included Apple, Hulu, Netflix, Pandora, Rhapsody,
Spotify and YouTube, among others. This year BMI signed its first
audiovisual agreement with Amazon, including Amazon Prime Instant
Video, the Internet giant's growing service for award-winning original
content. This impressive achievement in digital licensing is attributable to
BMl's ability to identify, capture and maximize new growth opportunities
across a growing variety of digital platforms.

GENERAL LICENSING

BMI's General Licensing team hit several new milestones this year
and again achieved record revenues across categories, including bars,
restaurants and a multitude of retail and other business establishments.
In addition, the team added more than 14,000 new licensed businesses
to the hundreds of thousands of businesses in the Company’s portfolio.
This continued growth in General Licensing establishes BMI's strength in
the marketplace and remains a key differentiating factor in our ongoing
success.

REVENUES FROM

DIGITAL LICENSING SOURCES
CEEDED 100 MILLION ‘ 165 % OVER 2014

the largest portion of BMI's domestic revenue.
General  Licensing experienced steady
growth and including other income achieved
a record high of $137 million. Revenue from
media licensing totaled $484 million. Due
to a downturn in the value of many foreign
currencies, we concluded fiscal year 2015 with
international royalties totaling $292 million, a
decline of 5% compared to last year. Excluding

the foreign exchange rate impact, BMI's

international revenues would have reached a
record high.

GLOBAL PERFORMANCE

BMI music continued its consistently strong performance around the world
this year, despite economic challenges overseas. The phenomenal, enduring
appeal of the BMI repertoire and our diverse sources of international income
balanced the decline in the value of local currencies, resulting in an overall
strong showing of $292 million.

International revenue continues to play a substantial role in BMI's ability
to compensate affiliates who have entrusted their creative work with us
for worldwide representation. To that end, BMI's international efforts are
evolving to match the needs and pace of a dynamic global marketplace.
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GENERAL LICENSING ADDED MORE THAN
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(MILLIONS)

$300

$200

$100

20 2012 2013 2014 2015

13

SPOTIFY EXHIBIT 6





14

TECHNOLOGY

Ml's leadership in music rights
administration centers on the
Company's commitment to
implementing technology solutions
to strengthen its core business and align with
future industry opportunity. In a year where
more copyright transactions were processed
than ever before, BMI's Technology and
Operations teams effectively translated
vast quantities of data into high-value and
actionable information at a phenomenal rate.

Copyright transactions hit the 600 billion
horizon this year, more than 500 billion of
which were digital performances. Since 2011,
the trend for streaming music has increased
greater than fivefold, and BMI's cumulative
digital transactions during this five-year period
continued to surpass the trillion mark for
performances, demonstrating the Company’s
ability to accurately and efficiently manage
big data.

The growing trend of on-the-go, self-serve
mobile activity was reflected this year, as BMI's
mobile app version 2.0 gained over 50,000
new users since its launch at SXSW in 2013.
Of this amount, 56% represent new users for
the fiscal year of 2015, with a multiple visit
return rate of approximately 90%. For fiscal
year 2015 in total, BMI mobile users viewed
1.5 million screen sessions, representing a
broad consumption of a comprehensive set of
online services. BMI Live also surpassed an
important milestone this year, achieving more
than 300,000 performances since inception
in 2011. Within this performance count, more
than 25,000 songwriters, composers and
publishers have been represented.

BMI MOBILE APP
GAINED OVER

20,000

NEW USERS

SINCE ITS LAUNCH AT SXSW IN 2013
OF THIS AMOUNT

5 B []/ WERE NEW USERS
[]FI]R FY 2015

WITH A MULTIPLE VISIT RETURN RATE OF

APPROXIMATELY U %

i
1
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BOPYR|GHT ADMINISTRATION HIGHLIGHTS
TRANSACHUNS HIT  wmrs Distribution & Administration
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HORIZON THIS YEAR, e ot e
MDRE THAN 500 ?[/o more than 700,000. Additionally,
B”_l_l[]N UF WHlGH the total number of creative works now
WERE DIGITAL

PERFORMANCES

‘green” transition to 100% paperless royalty statements, facilitating an

registered and licensed by BMI has
grown to more than 10.5 million.

This year also marked the completion
of BMI's highly anticipated

environmentally friendly business process while delivering efficiencies for
multiple BMI departments. Keeping pace with BMI affiliates’ preference to
conduct business electronically, royalty recipients are now receiving direct
deposit for nearly 70% of all distributions.

INTERNATIONAL DEVELOPMENTS

During the year, BMI spearheaded several collaborative initiatives
involving music creators, publishers, FastTrack, and CISAC (International
Confederation of Societies of Authors and Composers), the global
association of copyright and authors' rights societies and collective
management organizations, of which BMI is an active member. The goal
of these efforts is to maximize efficiency and transparency in delivering
foreign royalties to their rightful recipients as we look towards improved
data in a global future.

TECHNOLOGY

IN'FY1a

26,000

NEW SONGWRITERS,

COMPOSERS
AND PUBLISHERS
JOINED BMI

TOTAL NUMBER OF AFFILIATES

NOW EXCEEDS

5700,000

TOTAL NUMBER OF

CREATIVE WORKS NOW REGISTERED
AND LICENSED BY BMI

MORE THAN‘

10.5 MILLION
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Michael E. Salzman

James C. Fitzpatrick

Margaret J. Hoag

HUGHES HUBBARD & REED LLP
One Battery Park Plaza

New York, New York 10004

(212) 837-6000
salzman@hugheshubbard.com
fitzpat@hugheshubbard.com
hoag@hugheshubbard.com

Attorneys for Broadcast Music, Inc.

UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF NEW YORK

WPIX, Inc., et al.,
Applicants, : 09 Civ. 10366 (LLS)

-against- : Related to United States v. Broadcast
: Music, Inc., 64 Civ. 3787 (LLS)
BROADCAST MUSIC, INC., :

Respondent. :

RESPONSE OF BROADCAST MUSIC, INC.
TO PETITION OF WPIX, INC., ET AL.

Broadcast Music. Inc. (“BMI”) submits this response to the Petition of WPIX,
Inc., et al. (“the Local TV Stations”) for Determination of Reasonable License Fees for
Local Television Stations, dated December 21, 2009 (the “Petition™).

Scope of This Proceeding

1. BMI agrees with the Local TV Stations that the parties have engaged in
negotiations regarding the final rates and terms of blanket and per program licenses for the

performances of BMI-repertoire music transmitted by and through the Local TV Stations in

SPOTIFY EXHIBIT 7





Case 1:09-cv-10366-LLS Document 9 Filed 02/24/10 Page 2 of 11

the United States for the period beginning January 1, 2005, streamed on the Local TV
Stations’ affiliated websites, or delivered in association with the Local TV Stations’ mobile,
wireless and other digital platforms. BMI has negotiated for five years with the Local TV
Stations’ joint negotiating agent, the Television Music License Committee (“TMLC”), to
determine final blanket and per program rates and terms, but the parties have not been able to
reach an agreement. BMI also agrees with the Local TV Stations that it is now timely, under
Section XIV of the BMI Consent Decree,I for this Court to determine reasonable rates and
terms for those licenses, and that this Court has jurisdiction to do so.

2. BMI also agrees that upon expiration of the parties’ previous license
agreements on December 31, 2004, and continuing to the present date, the Local TV Stations
have been paying BMI blanket license fee payments on an interim basis, at the same rate they
paid to BMI in December 2004, under the prior final license agreements.”

3. BMI further agrees that the licenses in issue should cover all the broadcast
programming of the Local TV Stations, except for the network programming they carry from
the ABC Television Network, the CBS Television Network, the NBC Television Network
and the Univision Television Network. Thus, the licenses at issue include not only
programming originated by the Local TV Stations, but also the network programming of the

Fox Television Network, the CW Television Network (as successor to the WB Television

1. United States v. Broad. Music, Inc., 1966 Trade Cases (CCH) § 71,941 (S.D.N.Y. 1966), amended by
1996-1 Trade Cases § 71,378 (S.D.N.Y. 1994).

2. The Court entered an Order on consent dated August 1, 2005 for interim fees for the period January 1,
2005 through June 30, 2006 and an Order on consent dated October 16, 2006 for interim fees for the
period July 1, 2006 until voluntary agreement of the parties or final determination by the Court of a
reasonable final fee. Broadcast Music, Inc. v. WPIX, Inc., et al., 05 Civ. 6501 (LLS), Interim Fee
Order on Consent (S.D.N.Y. Aug. 1, 2005); Broadcast Music, Inc. v. WPLX, Inc., et al., 05 Civ. 6501
(LLS), Interim Fee Order No. 2 on Consent (S.D.N.Y. Oct. 16, 2006).

2
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Network and the UPN Television Network), MyNetwork TV, and other networks carried by
the Local TV Stations affiliated with (or owned in common with) those networks.

4. However, BMI disagrees with the Local TV Stations’ asserted entitlement to
“a significant reduction in annual blanket license fees” and their assertion that the form of per
program license the Local TV Stations agreed to in 1999 has become “unreasonably
expensive.” To the contrary, BMI is entitled to an increase over rates that were set in 1999.
Further, BMI disagrees with the Local TV Stations’ demand for Court-ordered access to
BMTI’s proprietary cue sheet database.

The Parties

5. BMI is a music performing rights licensing organization that operates on a
non-profit-making basis. BMI issues non-exclusive licenses to users of copyrighted music,
collects license fees from them, and distributes royalties to its affiliated songwriters,
composers, and music publishers. BMI’s more than 400,000 affiliated songwriters,
composers, and music publishers have granted BMI the non-exclusive right to license the
non-dramatic public performing right (Section 106(4) of the Copyright Act, 17 U.S.C. §
106(4)) in their more than 6.5 million copyrighted musical works.

6. The Local TV Stations include WPIX, Inc. and about 1,200 other local
commercial broadcast television stations operating in the United States. This group
comprises virtually the entire local commercial television industry within the United States,
except for certain Univision-owned and Entravision-owned Spanish language stations. The

industry’s total revenue, in the recession year of 2009, is estimated at over $20 billion.> The

3. SNL Kagan, Media Trends 2009 at p. 24 (2009), available by subscription at
http://www.snl.com/sectors/Media-Communications/Datasets/Media-Trends.aspx; SNL Kagan, Peer
Analysis — Kagan's On-Line Application, available by subscription at
http://www snl.com/interactivex/templatebrowser.aspx (data pulled on 2/12/2010).

3
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TMLC has its own professional, full-time staff, and the Local TV Stations negotiate with
BMI solely through the TMLC and its counsel. As a result, the TMLC has bargaining power
and resources greater than BMI’s.

History of Negotiations Between BMI and the Local TV Stations

7. Over the decades, BMI has periodically negotiated multi-year blanket license
forms of agreements with the TMLC and license fees under those agreements were
calculated historically as a percentage of revenue. Starting in the mid-1990s, at the insistence
of the TMLC, BMI agreed to calculate fees as industry-wide lump-sum, or “flat”, dollar
amounts, paid in monthly installments by the individual stations based on an allocation
devised by the TMLC.

8. The most recent agreement between TMLC and BMI covered the period April
1, 1999 through December 31, 2004 (the “1999 License™). Under the 1999 License, the
Local TV Stations and BMI agreed to both an industry-wide, $85 million per-year blanket
license fee and a per program license form of agreement that the Local TV Stations could
elect at their option.

9. Before the 1999 License expired at the end of 2004, BMI and the TMLC
began corresponding, meeting, and negotiating for a new license agreement to take effect in
2005. Commencing January 1, 2005 and continuing to the present date, the Local TV
Stations have made monthly license fee payments on an interim basis, at the same blanket
license rate as they paid to BMI in December 2004, under the 1999 License.* Negotiations

continued up until the time the Local TV Stations filed the present Petition.

4. Pursuant to Section X1V(B) of the BMI Consent Decree, the interim fees paid are subject to retroactive
adjustment back to January 1, 2005 when this Court makes final fee determinations in this proceeding.

4
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Reasonable License Fees and Terms

The Blanket License

10.  BMI expects the evidence to show that BMI is entitled to a substantial
increase in the annual blanket license fee that the Local TV Stations should pay for the years
2005 through 2014, and that the “significant reduction” in fees sought by the Local TV
Stations — both for the blanket license and per program license — is not warranted. BMI is
entitled to the fee increase for at least these reasons, described in more detail below:

(1) benchmarks suggested by license fees the Local TV Stations have been paying ASCAP
and SESAC for the 2004-2009 period; (2) the Local TV Stations’ newly significant sources
of revenues from “retransmission consent” payments; (3) the increased importance of music
in the Local TV Stations’ programming — and their increased reliance upon BMI-repertoire
music; (4) the TMLC’s desire for an expanded scope of the license that would permit Local
TV Stations to use BMI music through Internet, wireless and digital transmissions; (5) the
Local TV Stations’ addition of broadcasts through High Definition (“HDTV™) and/or digital
broadcasting, further increasing the number of BMI music performances; and (6) inflation.

11. The final license agreement the Local TV Stations entered into with ASCAP
for the period from 2004 through the end of 2009, and the license fees the Local TV Stations
have been paying SESAC, suggest benchmarks that justify blanket license rates considerably
higher than the interim fees they have been paying BMI. First, the Local TV Stations’
ASCARP blanket license fee has risen from $85 million per year in 2004 to $94.7 million per
year in 2009 — as compared to the static $85 million per year BMI blanket license fee —
despite the fact that BMI’s music is more widely used by Local TV Stations than ASCAP’s

music. In November 2008, the Local TV Stations reconfirmed their agreement to pay
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ASCAP at the $94.7 million level in 2009 by electing not to exercise their option to terminate
their agreement at the end of 2008. Just recently, the Local TV Stations agreed with ASCAP
to continue the agreement for 2010 on an interim basis. Second, a 2006 award rendered by a
panel of distinguished arbitrators set the SESAC annual blanket license fee for Local TV
Stations at $19.3 million for 2007. Proportionately, based on BMI’s share of music used by
Local TV Stations compared to ASCAP and SESAC, these license fee levels suggest a
reasonable BMI annual fee in excess of $100 million per year.

12 The Petition also fails to note the Local TV Stations’ increasing revenues from
“retransmission consent” payments made to them by cable system operators under the
Communications Act. This source of revenue has increased markedly in recent years and is
expected to continue growing in the near future.

13.  Further, the intensity of Local TV Stations’ music usage in their broadcast
programming and, in particular, their reliance upon BMI-repertoire music have increased
since 2004. One of the most important trends in television programming in recent years has
been the revival of the variety show format, with an emphasis on feature musical
performances. For the past several years, for instance, the most highly-rated broadcast
television series, which is carried on the Fox Television Network, has been “American Idol,”
whose format focuses on live feature performances of popular songs, including many BMI
songs. Similarly, another highly-rated broadcast television series, also carried on the Fox
Television Network, has been “So You Think You Can Dance,” a live dance program, where
popular songs — including BMI works — are featured.

14.  Another way the Local TV Stations have increased their use of BMI music

since 2004 is through their associated Internet, wireless and digital transmissions. There are
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now over 1,000 Local TV Stations broadcasting via a website. The Petition requests a BMI
license with an expanded scope of rights as compared to the 1999 License.” The request to
expand the scope of the license to include Internet broadcasts or transmissions, including
video-on-demand broadcasts, streaming on websites, and delivery via mobile, wireless and
other digital platforms, has resulted, and will result, in a substantial increase in music usage
under the license. This request apparently includes not only the right to transmit
performances of music from the Local TV Stations’ own websites but to transmit on a
through-to-the-viewer basis by means of websites and other digital platforms operated by
third parties. The Petition does not specify the mobile, wireless and other digital platforms
for which it seeks a license, nor the specific types of programming or means by which the
Local TV Stations would access those platforms. BMI reserves its rights on that subject,
including whether it is appropriate for Petitioners, rather than the owners of those platforms,
to obtain performing rights licenses.

15. Additionally, most, if not all, of the Local Stations multicast their signals now
that they broadcast by means of HDTV and/or digital broadcasting. There are currently over
775 new digital Local TV Stations. Just a few years ago, a Local TV Station could only
broadcast a single schedule of programming on its assigned FCC channel. Now, however,
multicasting allows that Local TV Station to offer several channels of digital programming at
the same time. So, for example, in 2004 a Local TV Station that broadcast on Channel 4 was
only able to offer viewers one program at a time, but today that same Local TV Station
broadcasting in digital on Channel 4 can offer its viewers one digital program on Channel 4-

1, a second — and completely different — program on Channel 4-2, a third digital program on

5. The 1999 License granted the Local TV Stations the non-exclusive right to publicly perform by means
of a television broadcast and as part of a single website owned or controlled by a licensed station.

7
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Channel 4-3, and so on. This means more programming choices broadcast on multiple
channels rather than a single channel, which also increases the number of BMI music
performances. Digital broadcasting and HDTV create a higher quality audience experience,
increasing the value of the BMI license to the Local TV Stations.

16.  Lastly, even merely adjusting for inflation alone entitles BMI to a significant
increase in license fees.

17. Thus, BMI expects the evidence to show that, the reasonable license fee for
the Local TV Stations to pay to BMI should be considerably higher than the level paid for
2004.

18.  An important additional issue to be determined in this proceeding is whether
there should be a new and different formula for allocating industry-wide fees among the
Local TV Stations, and who should be responsible for administering it.

The Per Program License

19.  BMI expects the evidence to show that the per program license under which
the Local TV Stations have been operating on an interim basis is reasonably available to
them, and that savings from BMI fees under the per program license have resulted in net
BMI collections from the industry that are considerably lower than the blanket fee level. In
fact, the per program license is underpriced and not, as the Local TV Stations claim,
“unreasonably expensive” relative to the blanket license. As the Local TV Stations concede,
hundreds of stations have been operating under the per program license, resulting in a
“lowering of net fees paid” by them to BMI, and the per program license continues to offer

the Local TV Stations a practical alternative to the blanket license.
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20.  However, BMI asks that the per program license be adjusted by the Court to
eliminate certain anomalies in the 1999 License. One is the inadequate and unfair treatment
of “split works” (that is, works having multiple authors, at least one of whom is affiliated
with BMI and others of whom are affiliated with ASCAP or SESAC). Under the 1999 per
program license, a station can rely on an ASCAP blanket license to clear all the rights in a
split work, including the interest of the BMI-affiliated author, even though the station does
not pay BMI for the performance under the BMI per program license and the BMI-affiliated
author is not compensated for his interest in the performance by anyone.

21. Another adjustment in the per program license concerns Fox and other
networks that do not hold BMI network licenses. When the affiliate (or wholly-owned)
station of such a network holds a BMI per program license, the substantial national
advertising revenues earned by the network from its programming have not been taken into
account by that station when it has calculated its monthly fees payable under the 1999
License. Therefore, fees paid under that per program license did not fairly value the BMI
music included in programming on such a network’s affiliate station selecting that license.

22.  Inlight of the Local TV Stations’ entitlement to a per program license, it also
remains a question as to whether they are also entitled to an adjustable fee blanket license as
they have requested, rather than the traditional blanket license.

Access to the BMI Data Base

23. Finally, BMI opposes the Local TV Stations’ demand for “access to
information about the presence of BMI repertory music in programming broadcast on local
television that is maintained by BMI in the ordinary course of its business but currently

withheld from [the Local TV Stations], their agents, and their representatives.” BMI is under
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no obligation under the Consent Decree or otherwise to provide the Local TV Stations with
access to its database of music cue sheets. This is proprietary information, collected over
many years and kept current on a daily basis by BMI at great expense. The Local TV
Stations have their own sources of cue sheets and have access to vendors, including the per-
program license administrator used by the TMLC, Music Reports, Inc. (“MRI”), from which
they can obtain similar data.
Conclusion

Accordingly, BMI requests that the Court:

(a) determine that the rates and other terms that BMI will propose for a
blanket license for the Local TV Stations for the years 2005 through 2014 are reasonable
and order the Local TV Stations to pay them, retroactively to January 1, 2005, with
interest;

(b) determine that BMI’s proposed rates and other terms for a per program
license for the Local TV Stations for the years 2005 through 2014 are reasonable and
order the Local TV Stations to pay them, retroactively to January 1, 2005, with interest;

(c) deny the Local TV Stations’ request for mandatory access to BMI’s

proprietary music cue sheet database; and

10
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(d) grant BMI such other and further relief as this Court may deem just and

proper.

Dated: New York, New York
February 24, 2010

Respectfully submitted,

HUGHES HUBBARD & REED LLP

o b D

Michael E. Sgfzman (
James C. Fitzpatrick
Margaret J. Hoag
One Battery Park Plaza
New York, NY 10004
(212) 837-6000
salzman@hugheshubbard.com
fitzpat@hugheshubbard.com
hoag@hugheshubbard.com

-and-

Marvin L. Berenson

Joseph J. DiMona

John Coletta

Hope M. Lloyd

320 West 57" Street

New York, New York 10019
(212) 586-2000

Attorneys for Broadcast Music, Inc.
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JUDGE STEIN

BROADCAST MUSIC, INC.; T/Q MUSIC INC.
d/b/a TRIO MUSIC COMPANY; FORT KNOX
MUSIC, INC.; SONGS OF UNIVERSAL, INC.;
NEW THUNDER MUSIC CO.; EMI
BLACKWOOD MUSIC, INC.,

Plaintiffs,
v.

FLATIRON ROOM OPERATIONS LLC d/b/a
THE FLATIRON ROOM; THOMAS TARDIE;
PAUL WEISSMAN; STEVEN BECK;
KENNETH I. TEDALDI; DENIS LANGEVIN;
GLORIANA TARDIE; and ROBERT
GOLDSTEIN,

Defendants.

UNITED STATES DISTRICT COURT i
SOUTHERN DISTRICT OF NEW YORK it

X

H
E

T

CIVIL ACTION NO.:

VERIFIED COMPLAINT

Plaintiffs, by their undersigned attorneys, for their Complaint against Defendants, allege

as foliows:

JURISDICTION AND VENUE

1. This is an action for copyright infringement under the United States Copyright Act

of 1976, as amended, 17 U.S.C. Sections 101 gt seq. (the "Copyright Act"). This Court has

jurisdiction pursuant to 28 U.8.C. Section 1338(a).

2. Venue is proper in this judicial district pursuant to 28 U.S.C. Section 1400(a).
THE PARTIES
3. Plaintiff Broadcast Music, Inc. ("BMI™), is a corporation organized and existing

under the laws of the State of New York. BMI's principal place of business is 7 World Trade

Center, 250 Greenwich Street, New York, New York 10007. BMI has been granted the right to

#2057786 v]
110887-86432
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license the public performance nghts in approximately 7.5 million copyrighted musical
compositions (the "BMI Repertoire"), including those which are alleged herein to have been
infringed.

4, The Plaintiffs other than BMI are the owners of the copyrights in the musical
compositions, which are the subject of this lawsuit. All Plaintiffs are joined pursuant to Fed. R.
Civ. P. 17(a) and 19(a).

5. Plaintiff T/Q Music Inc. is a corporation d/b/a Trio Music Company. This Plaintiff
is the copyright owner of at least one of the songs in this matter.

6. Plaintiff Fort Knox Music, Inc. is a corporation. This Plaintiff is the copyright
owner of at least one of the songs in this matter.

7. Plaintiff Songs of Universal, Inc. is a corporation. This Plaintiff is the copyright
owner of at least one of the songs in this matter.

8. Plainfiff New Thunder Music Co. is a sole proprietorship owned by Norman
Gimbel. This Plaintiff is the copyright owner of at least one of the songs in this matter.

9. Plaintiff EMI Blackwood Music, Inc. is a corporation. This Plaintiff is the copyright
owner of at least one of the songs in this matter.

10.  Defendant Flatiron Room Operations LLC is a limited Hability company organized
and existing under the laws of the state of New York, which operates, maintains and controls an
establishment known as The Flatiron Room, located at 37 West 26th Street, New York, New York
10010-1025, in this district (the “Establishment™).

11 In connection with the operation of the Establishment, Defendant Flatiron Room
Operations LLC publicly performs musical compositions and/or causes musical compositions to be

publicly performed.
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12. Defendant Flatiron Room Operations LI.C has a direct financial interest in the
Establishment.
13, Defendant Thomas Tardie is a member of Defendant Flatiron Room Operations

LLC with primary responsibility for the operation and management of that limited liability
company and the Establishment.

14, Defendant Thomas Tardie has the right and ability to supervise the activities of
Defendant Flatiron Room Operations L1C and a direct financial interest in that limited liability
company.,

15, Defendant Paul Weissman is a member of Defendant Flatiron Room Operations
LLC with primary responsibility for the operation and management of that limited hability
company and the Establishment.

16. Defendant Paul Weissman has the right and ability to supervige the activities of
Defendant Flatiron Room Operations LLC and a direct financial interest in that limited liability
company.

17. Defendant Steven Beck is a member of Defendant Flatiron Room Operations LLC
with primary responsibility for the operation and management of that limited liability company and
the Establishment.

18. Defendant Steven Beck has the right and ability to supervise the activities of
Defendant Flatiron Room Operations LLC and a direct {inancial inferest in that limited Hability
company.

19, Defendant Kenneth J. Tedaldi is a member of Defendant Flatiron Room Operations
LLC with primary responsibility for the operation and management of that limited Hability

company and the Establishment,
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20,  Defendant Kenneth J. Tedaldi has the right and ability to supervise the activities of
Defendant Flatiron Room Operations LLC and a direct financial interest in that limited liability
company.

21, Defendant Denis Langevin is a member of Defendant Flatiron Room Operations
LLC with primary responsibility for the operation and management of that limited liability
company and the Establishment.

22, Defendant Denis Langevin has the right and ability to supervise the activities of
Defendant Flatiron Room Operations LLC and a direct financial interest in that limited liability
company.

23.  Defendant Gloriana Tardie is a member of Defendant Flatiron Room Operations
LLC with primary responsibility for the operation and management of that limited liability
company and the Establishment.

24,  Defendant Gloriana Tardie has the right and ability to supervise the activities of
Defendant Flatiron Room Operations LL.C and a direct financial interest in that limited liability
compary.

25.  Defendant Robert Goldstein is a member of Defendant Flatiron Room Operations
LLC with primary responsibility for the operation and management of that limited liability
company and the Establishment.

26. Defendant Robert Goldstein has the right and ability to supervise the activities of

Defendant Flatiron Room Operations LLC and a direct financial interest in that limited liability

company.
CLAIMS OF COPYRIGHT INFRINGEMENT
27.  Plaintiffs repeat and reallege each of the allegations contained in paragraphs 1
through 26.

42037786 vi
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28.  Plaintiffs allege four (4) claims of willful copyright infringement, based upon
Defendants' unauthorized public performance of musical compositions from the BMI Repertoire.
All of the claims for copyright infringement joined in this Complaint are governed by the same

“legal rules and involve similar facts. Joinder of these claims will promote the convenient
administration of justice and will avoid a multiplicity of separate, similar actions against
Defendants,

29, Annexed to this Complaint as a schedule (the “Schedule”) and incorporated herein
is a list identifying some of the many musical compositions whose copyrights were infringed by
Defendants. The Schedule contains information en the four (4) claims of copyright infringement at
issue in this action. Each numbered claim has the following eight lines of information (all
references to “Lines™ are lines on the Schedule): Line 1 providing the claim number; Line 2 isting
the title of the musical composition related to that claim; Line 3 identifying the writer(s) of the
musical composition; Line 4 identifying the publisher(s) of the musical composition and the
plaintiff{s) in this action pursuing the claim at issue; Line 5 providing the date on which the
copyright registration was issued for the musical composition; Line 6 indicating the copyright
registration number(s) for the musical composition; Line 7 showing the date(s) of infringement; and
Line 8 identifying the Establishment where the infringement oceurred.

30. For each musical composition identified on the Schedule, the person(s) named on
Line 3 was the creator of that musical composition.

3L For each work identified on the Schedule, on or about the date(s) indicated on Line
5, the publisher(s) named on Line 4 (including any predecessors in intél'est), complied in ali
respects with the requirements of the Copyright Act and received from the Register of Copyrights
Certificates of Registration bearing the number(s) listed on Line 6.

A

32. For each work identified on the Schedule, on the date(s) listed on Line 7, Plaintiff

#2057786v]
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BMI was (and still is) the licensor of the public performance rights in the musical composition
identified on Line 2. For each work identified on the Schedule, on the date(s) listed on Line 7, the
Plaintiff(s) listed on Line 4 was (and still is) the owner of the copyright in the respective musical
composition listed on Line 2.

33, For each work identified on the Schedule, on the date(s) listed on Line 7,
Defendants publicly performed and/or caused to be publicly performed at the Establishment the
musical composition identified on Line 2 without a license or permission to do so. Thus,
Defendants have committed copyright infringement.

34.  The specific acts of copyright infringement alleged in the Complaint, as well as
Defendants’ entire course of conduct, have caused and are causing Plaintiffs great and incalculable
damage. By continuing to provide unauthorized public performances of works in the BMI
Repertoire at the Establishment, Defendants threaten to continue committing copyright
infringement. Unless this Court restrains Defendants from committing further acts of copyright
infringement, Plaintiffs will suffer irreparable injury for which they have no adequate remedy at
law.

WHEREFORE, Plaintiffs pray that:

] Defendants, their agents, servants, employees, and all persons acting under their
permission and authority, be enjoined and restrained from infringing, in any manner, the
copyrighted musical compositions licensed by BMI, pursuant to 17 U.S.C. Section 502;

(11 Defendants be ordered to pay statutory damages, pursuant to 17 U.S.C. Section
504(c);

(I}  Defendants be ordered to pay costs, including a reasonable attorney's fee, pursuant

to 17 U.S.C. Section 505; and

#2057786 v1
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(IV)  Plaintiffs be granted such other and further relief as is just and equitable.

Dated: March 20, 2014 Respectfully submitted,

GEBBONS,P |
By (>

s s AN
Catherine M.C. Farrélly (CC5575)
One Penn Plaza, 37% Floor
New York, NY 10119
Tel: 212-613-2071
Fax: 212-554-9651
E-Mail: cfarrellv(@gibbonslaw.com

Attorneys for Plaintiffs
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Line 1 Claim No. 1

Line 2 Musical Composition Oon't Worry, Be Happy

tine 3 Writer(s) Robert Kelth McFerrin, Jr

Line 4 Publisher Plaintiff{s} Robert Keith McFerrin, Jr. d/b/a Probnoblem Music
line 5 Date(s) of Registration 1/22/88

Line & Registration No(s). PAuU 1-053-089

Line 7 Datels) of Infringement 071112013

Line 8 Piace of Infringement The Lamp Post Inn

ting 1 Ciaim No. 2

Line 2 Musical Composition Folsom Prisen a/k/a Folsom Prison Blues

Line 3 Writet(s) Jonn R. Cash afk/a Johnny Cash

Line 4 Publisher Plaintiff(s) House of Cash, Ine.

Line 8 Date(s} of Registration 2/13/84 1413783 9/14/56 EU 418371
Line 8 Registration No(s). RE 196-295 RE 153-380 Ep 102326  11/30/58
Line 7 Date(s) of infringement qrr2013

Line 8 Place of Infringement The Lamp Post inn
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Line 1 Claim No. 3

Line 2 Musical Composition Margaritaville

Line 3 Writer{s} James William Buffett afkfa Jimmy Buffett

Line 4 Publisher Plaintifi(s) James W, Buffett, an individual d/bfa Coral Reefer Music

Line § Date(s) of Registration 2/14/77 2122180

Line & Registration No(s). Eu 763463  PA 58-700

Line 7 Daie(s) of Infringement 07/11/2013

Line 8 Place of infringement The Lamp Post Inn

Line 1 Claim Na. 4

tine 2 Musical Composition Rockeat Man

Lineg 3 Writer(s} Elion John; Bernie Taupin

Line 4 Pubiisher Plaintiff(s) Universal - Songs of Polygram infernational, inc.

Ling 5 Date(s) of Registration B/8172

Line 8 Registration Nois). Efo 156255

Line 7 Date(s) of infringement 07/11/2013

Ling 8§ Place of infringement The Lamyp Fost Inn

Ling 1 Claim No. 5

Line 2 Musical Compesition Summer Bregze

Line 3 Writer(s) James Seals a/k/a Jimmy Seals; Darrell Crofts a/k/a Dash Crofts

Ling 4 Publisher Plaintiff(s) Songs of Universal, Inc.; Billie Lee Crofte, an individual ¢/b/a Faizilu Publishing; Jimmy
Seals and Ruby Jean Seals, 2 partnership dib/a Suljujo Music

Line 5 Date(s) of Regisiration 517171 1143172

Line 6 Registration No(s). Eu 273644 Ep 305838

Line 7 Date(s) of Infringement 071172013

Ling 8 Flace of infringement The Lamp Post Inn

SPOTIFY EXHIBIT 8





Line i

Line 2

Ling 3

Line 4

Line &

Line &

Line v

Line &

Case 1:14-cv-01970-SHS Document 2 Filed 03/20/14

Ciaim No.

Musical Compasition
Writer(s)

Publisher Plaintiff(s)
Date(s) of Registration
Registration No(s).
Date(s) of infringement

Flace of infringement

Ring Of Fire

June Carter; Merle Kilgore
Painted Desert Music Corporation
11/23/90 9/17/62

RE 498-587 £p 167400
071112013

The Lamp Post Inn
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VERIFICATION

STATE OF TENNESSELR )
) ss.:
COUNTY OF DAVIDSON )

Lawrence E. Stevens, being duly sworn, deposes and says:

I am an Assistant Vice President, Licensing, for Plaintiff
Broadcast Music, Inc. I have zread the foregoinq Verified
Complaint and know the contents thereof; the same 1s true to my
knowledge, except as to matters therein stated te be alleqed upoern
information and belief, and as to those matters, I believs them to
be true.

Syorn to pefore me this kwﬁﬁéﬁ%&'
2dm g ' P S S
1245 day of “ogacd., 2014 S
T8y OFQEF. 1
¢ TENNES
. p TNoTAFW -§:
', £ \ — ": o puBL\O, ,34
T e s R Y NS ol
LA N Y AL Y ‘pm ﬁ
- T v
Notary Plplic mmﬁ§mmuwm
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UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF NEW YORK

ESPN, Inc.,
Petitioner., 16 Civ. 1067 (LLS)
v Related to United States v. Broadcast
: Music, Inc., 64 Civ. 3787 (LLS)
Broadcast Music, Inc.,
Respondent.

RESPONSE OF BROADCAST MUSIC, INC. TO THE PETITION OF ESPN, INC. FOR
THE DETERMINATION OF REASONABLE FINAL LICENSE FEES

Broadcast Music, Inc. (“BMI”) hereby submits this response to the Petition of
ESPN, Inc. (“ESPN”) for the Determination of Reasonable Final License Fees (ECF No. 1) (the
“Petition”™)."

INTRODUCTORY STATEMENT

1. ESPN has requested a through-to-the-viewer adjustable fee blanket license
(“AFBL”) from BMI for the period from 2010 through 2020 for each of its eight sports cable
networks. The through-to-the-viewer license requested by ESPN will cover all of ESPN’s
thousands of cable system operator affiliates, satellite carrier distributors, and myriad new
internet and mobile delivery platforms.

2. As required by the terms of its consent decree,” BMI quoted a reasonable

rate for the license requested that is in line with the prevailing market rates, including the last

! Although ESPN’s Petition is not a “complaint” under the Federal Rules of Civil Procedure (the “Rules”) and thus
responsive pleadings are not required under Rule 12, BMI believes that a response would be helpful to the Court for
the purposes of framing the parties’ dispute. As BMI’s response is not an “answer” under Rule 12, it does not
address the allegations in ESPN’s Petition on a paragraph-by-paragraph basis. For the avoidance of doubt, however,
BMI denies the substantive allegations contained in paragraphs 3, 4, and 8 of the Petition.

* Final Judgment, Article XIV(A), United States v. Broad. Music, Inc., 1966 Trade Cas. (CCH) § 71,941 (S.D.N.Y.
1966), as amended by 1996-1 Trade Cas. § 71,378 (S.D.N.Y. 1994) (the “Consent Decree™).

1
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final ESPN-BMI license. BMI’s proposed license includes a rate that is consistent with licenses
BMI has entered into (and, on multiple occasions, renewed) with more than 50 sports and news
cable television networks over the past 15 years, including BMI’s most recent license agreement
with ESPN. ESPN challenges the reasonableness of the rate quoted by BMI, but offers no
compelling reason why it should pay only a fraction of the rate it agreed to pay for the previous
decade, and the same rate paid by many other news and sports networks. The market and
ESPN’s music licensing activities have remained essentially unchanged over the last twenty
years.

3. ESPN was previously licensed by BMI under a final agreement that
expired in 2009. Under that license, ESPN could elect a per program license (“PPL”) or
traditional blanket license for each network. The PPL fee was calculated based on each
network’s music use. ESPN engaged in significant source and direct licensing and elected a PPL
for all but one of its networks, ESPN Classic. Since 2009, ESPN has been operating under an
interim agreement with BMI on the same terms as the parties’ last final license. Throughout the
interim period, all of the ESPN networks other than ESPN Classic have continued to operate
under a PPL.

4. ESPN claims it has “distinguished itself with respect to, among other
things, its programming and its music clearance practices” (Petition 9 4), such that it is
fundamentally different from all other cable networks. It is not. ESPN is similarly situated to
the myriad other sports and news cable networks licensed by BMI, each of which has virtually
the same business model, programming mix, and overall music use. There is simply no support
for ESPN’s faulty premise that source and direct licensing somehow changes those facts. In

addition, there have been no material changes to ESPN’s music use, reliance on source and direct
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licenses, or the economic circumstances it faces since 2006, when BMI and ESPN entered into
their last final license agreement. Thus, BMI has quoted a rate consistent with the historical rates
and terms BMI negotiated with ESPN and its competitors.

5. The multitude of benchmark agreements with other similarly situated
cable networks confirms the reasonableness of BMI’s base rate proposal. The AFBL formula
offered by BMI tracks closely the AFBL rates and terms previously approved by this Court, in
particular the AFBL applicable to local television stations, and is similarly reasonable.
Nonetheless, despite virtually no change to its economic circumstances or music licensing
practices, ESPN seeks a dramatic reduction in its BMI rate and fees. ESPN alleges that the
blanket license rate on which the AFBL formula is based should be reduced to align with the
value purportedly indicated by the source and direct licenses (“SDLs”)’ ESPN has negotiated
with various songwriters, composers and publishers. Even assuming the extent of ESPN’s
claimed reliance on SDLs were true, something BMI has been unable to independently verify
due to ESPN’s continued failure to provide BMI with copies of its SDLs as required by the last
final and current interim license agreements,’ ESPN’s argument is demonstrably flawed.

6. First, unlike SDLs previously considered by this Court in BMI v. Pandora
and BMI v. DMX, which were akin to “mini-blanket licenses™ allowing unlimited use of a catalog
of compositions, the SDLs ESPN purports to rely on are extremely narrow and grant only limited
rights for certain audiovisual uses. They cannot be used as a proxy for the value of the expansive

rights conferred by the BMI blanket license. They are simply a different product.

3

In the television industry, a direct license is a license entered into directly between the broadcaster and the
songwriter, composer, or publisher. With a source license, the broadcaster obtains the performance rights to the
BMI music in a television program from the producer of the program who has obtained those rights from the
songwriter, composer or publisher.

* What little information ESPN has provided to BMI has been either inaccurate or incomplete such that BMI was
unable to verify the existence or scope of many of ESPN’s claimed SDLs. ESPN last provided BMI with an SDL in
2013.
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7. Second, ESPN’s SDLs are not an appropriate indicator of value for the
BMI license because the SDLs ESPN obtains exclusively cover music in programming
controlled by ESPN or programming that ESPN can readily substitute. In contrast, ESPN relies
on its BMI blanket license for music that it cannot easily substitute, where ESPN’s leverage in a
free market negotiation with songwriters, composers and publishers would be materially
different. This music is more similar to music in ESPN Classic programming for which ESPN
has not adopted a direct licensing strategy. ESPN has instead always elected a traditional blanket
license for ESPN Classic and paid the standard industry rate.

8. Finally, the value of music, which is the only value reflected in ESPN’s
SDLs, is only one of many components of the value of the blanket license offered by BMI.
Critically for ESPN—which broadcasts many commercials and live sporting events in which it
does not control its use of music—these additional benefits include insurance against copyright
infringement, relief from the need to separately identify each and every composition inserted into
its programming, greatly reduced transaction costs, streamlined collection and payment of
royalties, and immediate access to the more than 10.5 million works in BMI’s repertoire. Any
rate must reasonably compensate BMI for the added value of the blanket license.

THE PARTIES

9. Founded in 1939, BMI is a music performing rights licensing organization
(a “PRQO”) that operates on a non-profit-making basis. BMI obtains the non-exclusive right to
license the public performing right in musical compositions from songwriters, composers, and
music publishers (collectively, BMI’s “Affiliates”). BMI’s repertoire presently consists of
approximately 10.5 million musical works from the catalogs of approximately 700,000 Affiliates

and covers the entire range of musical genres.
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10.  BMI issues performing right licenses to music users, collects license fees
from them, tracks musical performances, and distributes royalties to its Affiliates. BMI licenses
a broad range of music users across a wide array of industries including, inter alia, hundreds of
broadcast and cable television networks.

11. Through BMI, licensees obtain the right to publicly perform any and all of
the works in BMI’s repertoire. In this way, BMI increases the availability of music to users,
reduces transaction costs, and ensures that composers and music publishers are fairly
compensated for the use of their works.

12.  ESPN is a “multimedia sports entertainment company that operates eight
24-hour domestic television sports networks[.]” (The Walt Disney Co., Annual Report (Form

10-K) (Nov. 25, 2015) (“Disney 10-K™) at 2.) The ESPN networks are ESPN, ESPN2, ESPN

Classic, ESPNews, ESPN Deportes, ESPN Today, ESPNU, and ESPN360.

13.  ESPN broadcasts live professional and college sports and sports-related
news programs and documentaries. ESPN’s flagship network has 92 million subscribers. (/d.)
Upon information and belief, in 2014 ESPN generated approximately $11 billion in revenue.

14.  ESPN also operates ESPN.com, “which delivers comprehensive sports
news, information and video” on computers and mobile devices, and WatchESPN, “which
delivers live streams of most of ESPN’s domestic networks” on computers and mobile devices to
ESPN subscribers. (Id. at 2-3.)

15.  ESPN controls the vast majority of the programming it broadcasts. For
two decades, ESPN has claimed to have entered into direct licenses with music publishers and
composers, or required program producers to secure the music performing rights for the

programming broadcast by ESPN. Notwithstanding its purported extensive direct licensing
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activities, ESPN has demanded and relied on access to a compulsory blanket license from BMI
for music that is not otherwise licensed and for protection against infringement claims.

16.  ESPN relies on its BMI license for music that is more expensive or less
efficient to license directly and music that ESPN is unable or unwilling to identify. ESPN also
relies on its BMI blanket license to provide the right to perform music included in broadcasts of
live sporting events and music embedded in commercials. Such uses, generally referred to in the
industry as “incidental and ambient uses” (“LAU”), are particularly important for sports networks
like ESPN that focus heavily on live sporting events. Advertisers place a premium on live
sporting events—there is no opportunity to skip advertisements during a live broadcast and it is
therefore far more likely viewers will pay attention to commercials—and ambient stadium music
is a critical component of the broadcast that allows ESPN to attract viewers by making them feel
like they are sitting in the stadium cheering on their favorite team. ESPN has consistently
obtained a license to cover its use of IAU music and paid a portion of its PPL fee for this
purpose.

THE DETERMINATION OF A “REASONABLE” RATE

17. When considering whether a rate quoted by BMI is reasonable, the rate
court must attempt to approximate the “fair market value” of the license requested, i.e. the price
that a willing buyer and a willing seller would agree to in an arm’s-length transaction.

18.  In so doing, rate courts look to other license agreements entered into by
parties in comparable circumstances with comparable negotiating positions, for the same scope
of rights. This so-called “benchmark™ methodology is suggested by the BMI Consent Decree
itself, which “enjoins disparate treatment of similarly situated licensees.” (Consent Decree

§ VIII(A).)
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19.  Courts have held that music licensees are similarly situated if they are in
the same industry, operate similar businesses, and use music in similar ways with similar
frequencies. Television stations and cable networks can be similarly situated even if they vary
greatly in audience size and/or revenue.

20.  Asageneral rule, individual choices regarding the use of SDLs should not
be a factor in determining whether two entities are similarly situated. For example, local
television stations have adopted a wide range of direct licensing strategies but have been deemed
to be “similarly situated” to, and therefore subject to the same license terms and fees as, stations
that do not use any SDLs. Entities can therefore be similarly situated irrespective of whether
they both take a BMI license or find other ways in which to clear their music licensing
permissions.

21.  Rate courts thus rely frequently on license agreements reached by the
parties themselves or by other parties in comparable circumstances and for comparable rights.
The output of this analysis is typically a “range of reasonableness” informed by the rates found
in a competitive market.

22. Critical to the benchmark analysis is determining whether the proposed
benchmark covers the same scope of rights as the license requested from BMI. ESPN ignores
this requirement entirely when it asserts that its blanket license fee should “bear some
proportional relationship” to the fees it pays for direct licenses to songwriters, composers and
publishers. (Petition 4 8.) As discussed below, the scope of the SDLs used by ESPN is so
fundamentally different from that of the AFBL requested from BMI that the SDLs are simply not
comparable products. A reasonable rate must reflect the total value of BMI’s blanket license,

which is, and has been consistently recognized to be, materially greater than the sum of its parts.
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THE BMI ADJUSTABLE FEE BLANKET LICENSE

23.  BMI traditionally issues blanket licenses which permit music users to
perform any and all of the works in the BMI repertoire, without constraint, for the term of the
license. The blanket license confers benefits beyond the value of the music being licensed which
must also be reflected in the rate proposed. In particular, the BMI blanket license:

a. Provides insurance against copyright infringement, allowing ESPN
to perform publicly millions of works in the BMI repertoire
whenever and however it wishes;

b. Gives ESPN immediate access to works in the BMI repertoire,
including new works the moment they are added;

C. Allows ESPN to avoid the tremendous cost associated with
identifying the music and finding the copyright owners of every
song or composition performed;

d. Decreases transaction costs, since the blanket license avoids the
need to engage in individual negotiations for each composition
performed;

e. Creates a de facto ceiling on the cost of music for ESPN by

allowing ESPN to decline to enter into a direct license if the fee
demanded is above the proportional cost of the BMI blanket
license; and

f. Facilitates the collection and distribution of royalties to affiliated
songwriters, composers, and publishers.

24.  ESPN has requested an AFBL. An AFBL is a blanket license that
provides the licensee with credits for performances of compositions in the BMI repertoire that
are directly licensed by BMI Affiliates. BMI has offered such a license with a standard formula

for crediting ESPN for performances it directly licenses.” Thus, ESPN will receive all of the

> BMI has proposed calculating ESPN’s AFBL fee based on the following formula: ESPN AFBL Fee =
Incremental Administrative Fee + Floor Fee + (Fee Subject to Credit x MUR). The Incremental Administrative Fee
accounts for the additional costs to BMI in administering the ESPN license. The Floor Fee would compensate BMI
for its traditional overhead costs as well as the “incidental and ambient” use of BMI-affiliated compositions on
ESPN’s programming. The “MUR,” or music use ratio, represents the percentage of all performances of BMI music
that are licensed through BMI. The MUR is applied to ESPN’s Fee Subject to Credit, i.e. ESPN’s base fee less the

8
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benefits of the blanket license described above, with the added flexibility that will enable it to
continue to implement its source and direct licensing strategy and reduce the fees it pays to BMI.

ESPN’S SOURCE AND DIRECT LICENSES

25.  In stark contrast to the BMI blanket license, the SDLs that cover public
performances of music by ESPN are narrow and tailored in scope. Upon information and belief,
in general, the SDLs relied on by ESPN convey the public performance right for a specific set of
compositions or catalogs, for use in particular programs, to be aired at specific times and often
for a limited period of time or number of performances. They require advance identification of
the music to be used. They do not allow immediate and unlimited use of millions of
compositions without prior notification or accounting, and are not appropriate benchmarks for
the BMI blanket license.

26.  ESPN’s suggestion that “the reasonable value of the performance of BMI-
licensed music works by ESPN should bear some proportional relationship to ESPN’s direct
payments to publishers and songwriters” (Petition q 8), ignores these fundamental differences.
ESPN’s SDLs include only the value of the specific compositions to which they apply, and only
within the particular context and under the conditions specified in the SDLs. In contrast, the
BMI blanket license provides access to any, some, or all of the more than 10.5 million songs in
BMTI’s repertoire for any purpose without any identification (advance or otherwise) and for any
duration and confers upon licensees the protections and benefits described above.

27. Thus, ESPN’s SDLs are far from, as ESPN alleges, “the best available
evidence of the value of public performances of music on ESPN™ (Petition § 8). This argument

is belied by the prior agreement between ESPN and BMI wherein the value of the music was

Incremental Administrative Fee and Floor Fee, as a means of crediting ESPN for its valid, executed, and verified
SDLs.
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negotiated for years without this argument being raised. A reasonable license fee for a BMI
license must consider and value all of the components of a BMI blanket license as it has with
ESPN and others for decades.

LICENSES WITH ESPN’S COMPETITORS SUPPORT THE
REASONABLENESS OF BMI’S FEE PROPOSAL

28.  BMI’s licensing of the cable television industry over the past thirty years
stems from a series of agreements between the American Society of Composers, Authors and
Publishers (“ASCAP”), a competing U.S. PRO, and cable television networks that settled a
protracted rate court proceeding in U.S. v. ASCAP (In re Application of Turner Broadcasting),
referred to as the Turner litigation. The “post-Turner” licenses set a three-tiered rate structure
depending on the music intensity of the programming offered by the network. Specifically,
“music intensive” programming networks were assigned a rate of 0.9% of gross revenue,
“general entertainment” programming networks were assigned a rate of 0.375% of gross
revenue, and “news and sports” programming networks were assigned the lowest rate, or
0.1375% of gross revenue.

29. Over the last decade, BMI has licensed over 300 cable networks at the
established post-Turner rates, including 30 sports networks and 20 news networks, which have
agreed to the standard rate applicable to news and sports programming. Over the course of the
last year, BMI has entered into or extended similar agreements with nearly all of ESPN’s
competitors through 2019. Many of BMI’s licenses with cable networks have been renewed
multiple times.

30.  BMI’s more than 300 post-Turner licenses are the best benchmark for the
blanket license component of a new AFBL with ESPN. ESPN argues that it “has distinguished

itself” from its competitors because of, among other things, “its music clearance practices.”
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(Petition 9 3.) These practices include ESPN’s allegedly “unique” ability to “control its music
usage and the degree to which [ESPN] is able to secure direct licenses for the public performance
of the musical compositions embedded in its content.” (Id 94.) ESPN’s music clearance
practices are appropriately credited through the AFBL formula. They should not form the basis
of an overall license which has many more components than that which is being credited, and
they do not justify deviating from the post-7urner standard blanket license rate or terms.

31.  Differences in source and direct licensing by similarly situated licensees
does not bear on the reasonableness of the base blanket rate payable under a BMI blanket
license. Indeed, even if ESPN does differ in some respects from other cable networks,® ESPN’s
SDLs provide no basis to radically slash the BMI blanket rate as ESPN proposes. By way of
example, all local commercial television stations are licensed under the same negotiated fee
structure despite the fact that some make extensive use of SDLs while others do not use them at
all. Stations that use SDLs elect more flexible license forms such as the PPL or the AFBL.
These alternative license forms maintain the base blanket rate, but allow a music user to reduce
the actual fees it pays to BMI based on its use of SDLs. ESPN has requested an AFBL for just
that reason.

THE PRIOR BMI-ESPN LICENSE SUPPORTS THE
REASONABLENESS OF BMI’S RATE PROPOSAL

32. On May 1, 2006, BMI and ESPN entered into a license agreement

covering the period from February 28, 1995 through December 31, 2009 (the “2006 BMI-ESPN
License™ or the “License™).
33. ESPN had previously refused to license with BMI, and BMI was

compelled to demonstrate to ESPN that, without a BMI license, each performance by ESPN of

® Upon information and belief, ESPN’s music use remains substantially similar to that of other sports cable
networks that have agreed to the post-Turner rate.
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BMI-affiliated compositions was an act of copyright infringement. In 1996, ESPN (i) agreed to
a flat fee settlement agreement with BMI to settle its past infringements and (ii) applied for and
received from BMI an interim license as of February 28, 1995 at 0.2% of gross revenue, the
then-prevailing industry wide interim rate for sports and news networks. At or around that time,
BMI negotiated the post-7urner interim rates with the basic cable television industry.

34, A decade later, the 2006 BMI-ESPN License settled the interim license
fees on a final basis for the period 1995 through 2005 at the new industry-wide blanket rate of
0.1375% and applied that same rate to a new final agreement going forward. Because ESPN had
been paying BMI at a higher rate on an interim basis, the 2006 BMI-ESPN License required
BMI to refund to ESPN the difference between the higher interim rate and the final negotiated
rate for the interim period (1995-2005). Thus, the 2006 BMI-ESPN License covered the whole
period from 1995 through 2009 at a final base fee blanket rate consistent with the post-Turner
news and sports rate paid by ESPN’s competitors.

35. Long before the 2006 BMI-ESPN License, ESPN developed and
implemented an extensive SDL strategy that it claims has remained unchanged to this day.
Although BMI has been unable to verify the extent of ESPN’s use of SDLs, upon information
and belief ESPN licenses through SDLs as much music as possible in its programming.
Accordingly, ESPN requested and received in the 2006 BMI-ESPN License a PPL option for any
or all of its networks, as an alternative to the traditional blanket license. The base fee under both
the blanket license option and the PPL option was based on the post-7urner news and sports rate.
For each network as to which ESPN elected a PPL, the base blanket fee was adjusted according

to a formula set out in the License.’

7 The License provided the following formula for calculating the per program fee: ESPN PPL Fee = IAU Fee +
Program Fee. The Program Fee for a given year was calculated by multiplying (i) 155% of 77.5% of a given year’s
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36. The PPL fee formula consisted of a “Program Fee” and an “[AU Fee.”
The Program Fee component was structured in a manner that allowed ESPN to decrease its
blanket license fee to BMI as ESPN entered into SDLs covering more of its music, particularly
music in programs that earned more advertising revenue. For this reason, the License required
ESPN to report its SDLs to BMI for verification. ESPN flouted its reporting obligation and,
despite BMI’s objections and numerous attempts to work with ESPN to resolve the deficiencies,
ESPN routinely failed to provide BMI with its SDLs or any other necessary data. As a result,
ESPN drastically reduced the fees it paid to BMI without providing all of the documentation
required by the terms of the 2006 BMI-ESPN License necessary to prove that ESPN was indeed
entitled to the credits it claimed under its PPL license against its BMI blanket license fee.®

37.  In addition, the Program Fee was calculated with reference to ESPN’s
gross revenues during the calendar year 2004. BMI applied a fixed annual growth rate to
ESPN’s 2004 revenues as a means of the parties approximating ESPN’s then-unknown 2006-
2009 revenues. Unexpectedly to BMI, ESPN’s actual revenue growth far outstripped that
estimate, resulting in ESPN paying below market fees to BMI.

38. The IAU Fee component of the PPL called for the payment by ESPN of a
set percentage of the network’s blanket license fee irrespective of the amount of source and
direct licensing being done by ESPN. There was no link between the value of obtaining SDLs
for non-IAU music and the AU Fee ESPN paid. Thus, even if ESPN had successfully licensed

every second of non-IAU music in its programming, it still would have paid the entire IAU Fee.

base fee by (ii) the ratio of advertising revenue generated by ESPN programs that contained music licensed through
BMI as compared to total advertising revenue.

% Because ESPN has requested an AFBL, which will provide it with a credit for every performance of a BMI work
that is otherwise licensed, BMI expects ESPN’s final AFBL to include more comprehensive reporting requirements
than the 2006 BMI-ESPN License. Such requirements would be similar to those included in AFBLs that have been
previously approved by this Court.
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39.  The IAU Fee compensates BMI for its general overhead costs as well as
the “incidental and ambient” use of BMI-affiliated compositions in ESPN’s programming. Such
incidental and ambient uses included ESPN’s performance of BMI-affiliated works in, among
other things, commercials and promotional announcements, and music in live sporting events or
news programming. The parties recognized that ESPN would not seek to undertake the very
difficult and costly effort to directly license IAU music. It had never done so before. As such,
the IAU Fee was not subject to reduction, and thus acted as a floor fee in the overall license
formula. ESPN now asks the Court to ignore its agreement to pay for its use of IAU music for
20 years by using SDLs for unrelated music as a proxy for the overall value of its blanket
license.

40.  ESPN’s core business has not materially changed since the 2006 BMI-
ESPN License was negotiated. Upon information and belief, ESPN uses at least as much BMI
music in its television programming today, and uses such music in a similar manner, as it did
during the entire term of the 2006 BMI-ESPN License, and relies on its BMI blanket license to
cover at least as much, if not more, of the BMI music performed.

41.  In addition, upon information and belief, ESPN’s total performances of
BMI-affiliated music have increased since the 2006 BMI-ESPN License expired as a result of
ESPN’s growing digital presence. Millions of daily unique visitors to ESPN.com can now watch
scores of video clips from ESPN’s newscasts or the live sporting events it broadcasts or covers,
and ESPN’s millions more mobile app users can stream clips and full-length broadcasts on a
daily basis. Many of the clips themselves contain music and nearly all are embedded with
commercials that include music. If anything, this would support an increase in fees to BMI,

further underscoring the reasonableness of BMI’s proposal. Instead, ESPN, one of the world’s

14

SPOTIFY EXHIBIT 9





Case 1:16-cv-01067-LLS Document 10 Filed 03/08/16 Page 15 of 18

largest and most successful cable networks, seeks to drastically slash the already modest rate it
pays to BML.

42. The 2006 BMI-ESPN License represents an arm’s-length transaction
between a willing buyer (ESPN) and a willing seller (BMI). It was negotiated and agreed to by
the same parties contesting the current license under equivalent economic circumstances. It also
covers similar rights as the license at issue, although ESPN’s use of BMI music on digital
platforms has increased materially since 2006. There is no compelling reason for the parties to
deviate in any material way from the prevailing industry license rates and terms, many of which
were affirmed by ESPN as reasonable by its negotiation and acceptance of the 2006 BMI-ESPN
License.’

ESPN MUST PAY BMI FOR INCIDENTAL AND AMBIENT USES OF MUSIC AND
COMPENSATE BMI FOR THE COST OF ADMINSTERING THE LICENSE

43.  Asdiscussed above, ESPN has requested an alternative rate structure—the
AFBL—that allows ESPN the flexibility to enter into SDLs and reduce its fee to BMI while also
permitting ESPN to reap the benefits and protections of the blanket license. It is vital that BMI
is compensated for these benefits regardless of the extent of ESPN’s use of SDLs.

44,  BMI has proposed an AFBL fee formula that mirrors the formulas
approved by this Court in DMX, WPIX, and Pandora and is reasonable.'’ Like the AFBL in

those cases, the proposed formula would credit ESPN for its reduced use of works licensed

° Indeed, BMI has offered, at ESPN’s request, an AFBL that will allow ESPN to reduce its fee to BMI to account
for its SDLs, assuming ESPN complies with the proposed AFBL’s reporting requirements.

19 See Broad. Music, Inc. v. DMX, Inc., 726 F. Supp. 2d 355, 364 (S.D.N.Y. 2010); Final Order at Ex. 3, WPLX, Inc.
v. Broad. Music Inc., 09 Civ. 10366 (LLS) (S.D.N.Y. Dec. 12, 2014), ECF No. 86; Broad. Music, Inc. v. Pandora
Media, Inc., No. 13 Civ. 4037 (LLS), 2015 WL 3526105, at **24-25 (S.D.N.Y. May 28, 2015).
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through BMI'' and account for the considerable resources BMI must expend to administer the
license. Consistent with the AFBL offered to the local commercial television broadcasters in
WPIX, the proposed formula would also account for the different types of music uses on
television, including IAU music.

45. The inclusion of a fee to account for ESPN’s TAU of music is consistent
with the 2006 BMI-ESPN License. It is also consistent with the PPL agreed to by the local
television industry—on which ESPN’s PPL was based—and the local television industry’s
AFBL, which was approved by this court in December of 2015. The IAU portion of the license
fee is designed to cover, among other things, the value of music in commercials, music in short
clips captured in news broadcasts, and ambient music in sports event programs not inserted by
the program producer (including the vast amounts of music played loudly and prominently in
stadiums and arenas).

46. The 2006 BMI-ESPN License affirms the reasonableness of an IAU fee,
which is reflected in the AFBL formula as part of the floor fee. As it has since the mid-1990s,
despite its purported extensive use of SDLs, ESPN continues to rely on its license with BMI to
cover its use of TAU music which, by its very nature, is difficult for ESPN to identify and
directly license. Upon information and belief, there is no evidence that ESPN’s IAU music has
decreased at all since 2006. In fact, upon information and belief, ESPN has increased the
number of commercials it broadcasts since that time and, as noted above, ESPN has greatly
increased its use of IAU music as the result of the distribution of its programming on its website

and other mobile platforms.

' As rate courts have recognized, a license with a crediting mechanism necessitates the identification of music used
by the licensee to determine what is and is not compensable to BMI’s Affiliates. BMI’s proposed AFBL therefore
requires the timely receipt and verification of ESPN’s SDLs.
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RELIEF REQUESTED

WHEREFORE, BMI respectfully requests that the Court enter an Order:

A. Confirming as reasonable the rates and terms proposed by BMI for a
license covering performances of music in the BMI repertoire by ESPN and directing ESPN to
pay such license fees, effective as of January 1, 2010 and continuing through December 31,
2020; and

B. For such other and further relief as this Court deems just and proper.

[Remainder of page intentionally left blank)
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Dated: March 8, 2016
New York, New York

MILBANK, TWEED, HADLEY & MCCLOY LLP

/s/ Scott A. Edelman

Scott A. Edelman

Atara Miller

Eric I. Weiss

28 Liberty Street

New York, New York 10005-1413
Telephone: 212-530-5000
Facsimile: 212-530-5219

Email: sedelman@milbank.com

-and-

Stuart Rosen

Joseph J. DiMona

7 World Trade Center

250 Greenwich Street

New York, New York 10007

Attorneys for Respondent Broadcast Music, Inc.
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