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Over 150 licensed on-line services

live with Universal content in Apr 05

l

7Digital

l

Alapage.com

l

AOL Germany

l

AonMusicdownload

l

Apple iTunes

l

Asendis

l

Belgacom

l

Bild

l

CDON

l

Chello

l

Conrad

l

CTS 

Eventim

l

Dansk

 Supermarket

l

DirectMedia

l

eCompil

l

Eircom

l

EUK

l

Fame.nl

l

FNAC

l

Free Record Shop

l

GWR

l

HMV

l

Home Entertainment

l

ILSE Media

l

i-m

l

Karstadt

l

KPN

l

M6

l

Media World 

Compra

l

Mediamarkt

l

Medion

l

Messaggerie

 

Digitale

l

Mixery

l

MSN

l

Musicbrigade

l

Musicload

l

musiczone

l

mycokemusic

l

Napster

l

ninemsn

l

NTL Broadband Plus

l

O2

l

OD2

l

Optus

l

Orange

l

Oxfam

l

Packard Bell

l

Planet Internet

l

PRO7

l

ProMarkt

l

pt.com

l

Quelle

l

RTL

l

Sony Connect

l

Telecom Italia

l

Telefonica

 (Terra Networks)

l

Tesco

l

Tiscali

l

UM-105 Mega Store

l

UM-RADIOMONTECARLO

l

UnitedMusic

 Mega Store

l

van 

Leest

l

Veronica

l

Video Networks

l

Vidzone

l

Virgin Megastores UK

l

VirginMega

 France

l

Wanadoo

l

Wippit

l

WOM
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Through which…..

l

Universal is currently working with services in 

22

 countries:

­

19 in Europe

­

3 in Asia-Pacific

­

Ongoing discussions in numerous further territories

l

Universal content is legitimately available on over 150 stores:

­

Provided by digital music-specific brands, CE vendors, traditional

music retailers, cross-media groups, FMCG brands etc.

l

Over 6 million audio tracks delivered in total to business

partners
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Content availability

l

Major investment in content management systems

l

Large investment in on-line clearance to ensure accurate artist

payments

l

The entire active catalogue is available in each country

­

Back-catalogue product is being added all the time

l

All new releases are available on or before physical release

date

l

A large number of digital special products are available on a

weekly basis
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Growing Business

On-line sales week of December 25

th

 2004

=

On-line sales for all of 2003!

Growth continues into January and February

2005
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Multiple Business Models

l

A La Carte Downloads, Mobile and Internet

l

Subscription

l

Video-on-Demand

l

Legitimate P2P

Universal has a policy to license any business model

—

provided

­

It is secure : DRM ensures payment is made for approved usage

­

It is commercially viable
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What is Peer-2-Peer?

l

Technical protocols for file transfer from one machine to another

­

All peer-2-peer transfers require a look-up server of some type

­

Napster had this server on its own computers

­

Kazaa

 (

FastTrack

), Gnutella etc. push some server functions down to their users’

machines

­

Peer-2-peer is centrally developed and maintained, updates are pushed from centre

­

Filtering and controls are possible: virus, porn, other filters are already in place

­

It is always possible to know what is transferred across peer-2-peer networks

l

Transparent – whether encrypted or not

­

Several technologies have introduced encryption to try to prevent unwanted access to

the data transfer – but anybody with decryption permission can view traffic

l

Peer-2-Peer can optimize data transfer and network efficiencies

­

This can reduce costs for electronic distribution

­

Improve margins in what is already a very cost conscious business
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Illegitimate Peer-2-Peer

l

Services such as 

Kazaa

, 

eDonkey

 are major businesses

l

Access to attractive (and infringing) copyrighted material

drives massive traffic

l

The objective is to create high-value, high-traffic advertising

space

l

These services facilitate and encourage widespread piracy of

music, video, software and other intellectual property

l

Consumers pay the price in many ways: 

spyware

, 

adware

, pop-

ups, hidden interference with their IT setup, system security

and performance problems, viruses, and risk of legal

prosecution
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Legitimate Peer-2-Peer

l

Universal is keen to embrace legitimate Peer-2-Peer

distribution

l

Legitimate Peer-2-Peer must

­

Allow artists, producers and composers to choose if, when and

how their creations are distributed

­

Provide control to ensure copyrighted material is not utilized or

distributed in 

unpermitted

 ways

­

Provide mechanisms to ensure artists, distributors and other

rights holders are compensated at agreed rates

l

Providers such as 

Snocap

, 

Mashboxx

 and 

iMesh

 are

developing technologies to achieve these goals
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Challenges for future development

l

Lack of secure interoperability

­

People expect purchased music to play on all devices

­

Lack of hardware and software interoperability confuses and

deters consumers

l

Rampant piracy

­

Distorts the economics of the market when product is widely

available for free

­

Discourages investment in legitimate propositions
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Peer-2-Peer Myths

l

“It’s Fair Use”

­

NO.  

The upload of one file to a Peer-2-Peer network triggers

unlimited availability and distribution of the file to millions of

people.

l

“It’s just the same as VCR or cassette copying”

­

NO.  

Taping was a slow, real-time, imperfect process.  Peer-2-

Peer makes hundreds of millions of perfect copies available to

millions of people instantly

l

“‘Decentralized’ Peer-2-Peer is different from ‘centralized’ Peer-

2-Peer”

­

NO.  

All unauthorised Peer-2-Peer facilitates and encourages

infringement
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Peer-2-Peer Myths

l

“It can’t be controlled”

­

NO.  

The technology is controlled and evolved by its developers,

many controls are already built in, and controls are only omitted

to maximise revenue

l

“P2P services do not know what happens on their systems”

­

NO. “Let’s face it, We all knew that unlimited free music

online wasn’t going to last forever.” 

Wayne 

Rosso

,

 

ex-

president, 

Grokster

. 

New file-sharing ventures start legit, 

by

Jefferson Graham, USA Today, 28/3/05

l

“It’s helping sales”

­

NO.  

Since mass distribution of unlicensed works via Peer-2-Peer

began in 1999, world wide music sales have fallen 22%.  Why

would people buy something that they already got for free?
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Peer-2-Peer Myths

l

“The situation is hopeless”

­

NO.  In the last 24 months, a combination of public awareness

campaigns, legal action and new services have produced

some remarkable results:

­

the legitimate on-line music business has grown to almost $400m

­

70% of the public in the US and Europe know file-sharing is illegal

­

the supply of infringing music files on Peer-2-Peer has fallen 21%

l

“Limiting Peer-2-Peer would limit technology development”

­

NO.  

Peer-2-Peer is now a well-understood, well-deployed

technology. The need for legitimate Peer-2-Peer is stimulating

innovation in companies such as 

iMesh

 and 

Snocap

. The reduced

commercial market due to the 

abuse of technology 

by Peer-2-Peer

networks to promote infringements reduces likely funding to

develop these and other innovative technologies and services
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Summary

l

The on-line music market is off to a good start

l

Universal is embracing all new business models

l

On-line shows major growth, but is still a small part of the

traditional music business

l

Unauthorised P2P hurts right holders and consumers

l

Licensed P2P models are developing

l

Licensed P2P fosters innovation

l

Piracy is the major inhibitor to growth of the business


[End of document]
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Growing Business



On-line sales week of December 25th 2004

=

On-line sales for all of 2003!

Growth continues into January and February 2005
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New Media Technology Update


Creating new revenues and protecting existing revenues
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How to reverse the decline in the market?


			The decline in the music market has been attributed to a number of different reasons





Internet Piracy


Home CD burning


Technology (CD format) Saturation


Increased Competition from other forms of Entertainment (Gaming, DVD, Pay-TV, Mobile phone etc)


			Home Copying and Internet Piracy indicate an increasing interest in music, not just a threat to traditional format sales


			New Media offer a number of ways to significantly grow the music market via a number of new channels





The Future?


Billions of US Dollars*


World Recorded Music Market


(with percentage fall 1999-2002)


Note:      * At variable exchange rates


Source:    IFPI


North America (15%)


Europe (16%)


Asia (29%)


RoW (40%)














Music Online – The Holistic Approach





“Sticks”





“Carrots”


Legal on-line Services


Legal Action













































































































































































































































































Copy Protection


Spoofs and Decoys


Education & PR











Who are eLabs International?


Barney Wragg


VP, eLabs


Dan Whiley


Director


Business Development


Simon Watt


Director


Advanced Technology


Neil Saxby


Anti


-


Piracy 


Analyst


Chris 


Tant


eParter


Manager


Victoria Woodbridge


Team Assistant


Barney Wragg


VP, eLabs


Dan Whiley


Director


Business Development


Simon Watt


Director


Advanced Technology


Neil Saxby


Anti


-


Piracy 


Analyst


Chris 


Tant


eParter


Manager


Victoria Woodbridge


Team Assistant
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CD Copy Protection


			Copy protection on commercial CDs is aimed at preventing casual copying of CDs 


			There were several problems with early copy protection





CDs would not play in all legitimate players (car stereos, PCs etc)


Protection was not 100% effective (Simple to circumvent, or not protected on all platforms)


Trade-off between benefits of preventing casual copying vs consumer dissatisfaction


			Several technologies are available which are trying to address these problems





Macrovision - CDS200-v5 being used on some UMI releases


First4Internet - awaiting latest full test results


SunnComm - recent test results more promising


Key4audio - awaiting samples of new system


			The decision to protect a CD is a local one





Protection is added during production at Hannover


Typical costs are €0.025 - €0.05 per disc


			CD Copy protection may deter casual copying, but it won’t stop P2P network availability























Peer-to-peer networks provide access to almost any track by any artist


3.4m users online


Multiple sources 


of content


Any artist, even New Artists











Media Defender uses multiple techniques to make P2P a very poor user experience


			MediaDefender is active on all major P2P networks, using 3 techniques:





Spoofing


Sending out false responses to P2P network requests.


Decoys


Sends a user a 30-second looped version of the song, rather than the full track


Swarming


Injects corrupt fragments into illegal downloads make them unlistenable (typically bursts of white or ‘screeching’ noise) 


			All of these impact the P2P user experience





Files are harder to download - many attempts will be blocked by spoofing


Many downloads turn out to be decoys or damaged by swarming


P2P becomes much more time consuming and frustrating


			Increases attractiveness of legal alternatives














How effective is Media Defender?


			37 titles currently being actively protected





Plans call for 80-100 to be protected at any one time


			51 million decoys have been sent out in response to 81m requests for these titles


			450 million spoofs have been served to prevent users from accessing these titles


			Average effectiveness of 82%





i.e. four times out of five a user will not get the music file they want


Examples of Effectiveness of Protection


Percentage of Decoy files available


Source:  Media Defender














The Media Defender Strategy


			Universal Music is spending $5m on Media Defender, of which $1.2m covers UMI





Budget is allocated out to OpCo’s 


			How much does it cost per title?





$1,000 / album month for most albums (up to 500k P2P requests / week)


$2,444 / $4,888 / album month for high and very high activity albums


Only a few albums will be charged at higher rate


			Suggested plan – 3 months of protection, starting from Promo Date





Typically 2months pre-release and 1month post-release


			What to do:





Form will be available on The Globe to request Media Defender cover


Need to fill in form and send CD to Neil Saxby at eLabs


We cannot process CDs without full details











Legal Activity – Support for IFPI / RIAA


			Project Hubcap





The monitoring of, and potential legal action against, ISPs and individual music sharers


RIAA announced on September 9th that over 250 individuals are being sued for “significant” copyright infringement


Appears to be having some effect – NPD figures indicate that there has been a 23% drop in the usage of P2P networks in USA since the project went public











Protection of Promo CDs


			Unfortunately, one of the more significant sources for music files on P2P networks is from promo CDs





Radio DJs, journalists and even record label staff save copies on their computers then make them available to share


			Watermarking promo discs provides the forensic “evidence” to identify the origin of any leaks





Each track is uniquely identifiable to the promo CD it came from


Tracks found on P2P networks can be traced back to a CD and hence an individual recipient


UMI can then decide what action to take against the parties responsible


			Currently evaluating a number of watermarking schemes





Expect to keep cost increment to approx £0.50 - £0.75 per promo disk
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The music market is expanding from one distribution model to many


PC Internet


Mobile


TV


Download with Burn


Temporary Download


Stream


Distribution / Device


Permanency


Business Model


Pay per Event


Subscription


One Distribution Model


Multiple Distribution Models











In the PC-Internet space, two main models have emerged


			Regular Payments


			Can be unlimited usage, or metered


			Appeals to higher-volume music listeners





			Pay per event (burn, download or stream)


			Appeals to lower-volume music listeners, or those who are new to online music





Subscription-based Services


A La Carte Services











Currently, Europe has three online music initiatives in operation


			Popfile.de





German initiative providing a la carte digital downloads in Germany


30,000 tracks available to download (from UMI)


			e-Compil





French initiative providing pre- and post-release digital downloads to 2,500 members 


13,000 tracks available to download (8,000 from UMI)


			OD2





European Digital Service Provider supplying content to 8,000 subscribers for over 30 online retailers


Over 200,000 tracks available to download (30,000 from UMI)











In 12 months, these three legitimate services have generated about €200k in royalties for UMI labels


Popfile


e-Compil


OD2


€110k Royalties*


€60k Royalties*


€20k Royalties


>60K events due to promotional activity


Burns


Downloads


Streams


Universal tracks “purchased”





Burns


Burns


Note:     *Approximate figures after deducting publishing @ 10% of consumer price and delivery costs borne by UM companies


Source:  Companies




















Distribution of revenues within Universal Music


			All revenues should be paid in to the Royalty Reporting function at Baarn, along with reporting on a track-by-track (ISRC) basis:





Track name, artist name and ISRC


Territory Information


Information on whether transaction was stream, download or burn


Date and time of transaction


			Baarn accounts to repertoire owners at the appropriate All-in-Fee rate as stated in the AIF Agreement





Baarn takes a small percentage admin charge from the total


			The balance of the revenue received from the ePartner (after paying royalties to rep owners and taking an admin fee) is passed on to the territory in which the customer is based














OD2 provides an opportunity to distribute music through a number of different online retailers


			OD2 is currently the only independent company in Europe with licences from all 5 major record companies for pan-European distribution of digital music





Over 200,000 legitimate tracks available online


			Acts as a technology provider and “digital wholesaler” for online retailers





OD2 provides a white label shop which is branded by the retailer


The retailer may be the online arm of a record store (e.g. HMV, Virgin), an ISP (e.g. Tiscali, BT OpenWorld), or some other branded site (e.g. MTV)


			Recent deals announced by OD2 retailers have significantly increased the profile of online music in Europe





MSN allows a la carte downloads of music directly from the Windows Media Player, seen as “beating Apple to the European market”











OD2 acts like a “digital wholesaler”, providing digital music from the record labels to online retailers


Record Labels


			Provide content either as CD or a Digital File





OD2


			Aggregates and stores all content


			Delivers music to consumer


			Collects payment from consumers and reports to labels





Retailers


			Provide brand and “shop front”


			Undertake marketing activity





Consumers


			Do not realise that they deal with OD2.  They only see the retailer











































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































Revenue generation is possible from music videos, not just promotion


			MusicBrigade pays UMI a royalty of the greater of:





30% of all revenues


€0.02 per stream (discounted in the early stages of the deal)


			Over 1,000,000 streams of UMI videos





Represents 34.7% of all streams since start


Under 10% of all videos available are from UMI


			A source of revenue generation for what is usually seen as a promotional asset





Thousands of Streams


Monthly UMI Streams on MusicBrigade


UMI Streams


Other Streams














Interest in Digital Music Distribution has escalated in recent months


			T-Online





Contract in final negotiation for GAS digital downloads


			EUK





Contract being prepared for UK digital downloads


			Telefónica





Finalising terms for Spanish downloads and potential Latin America roll-out


			Apple iTunes





Discussion of terms for potential European launch mid-2004


			Rhapsody





Streaming subscription service expanding from US to Europe


			24/7 Music Shop





Request ability to add International content to Danish service and expand to other European territories


			Entriq





Request ability to provide DSP service to retailers in Asia


			Napster (PressPlay)





Potential for UK residents to access the Napster service


Select Examples











Online deals have to consider a number of complex, inter-related issues





Supply Content


(Either Physical or Electronic)


Clearance Procedures


(Obtain as much of the required content as possible)


Artist Rights


(Issues such as RAT, samples, featured artists)


Release Issues (territory / timing)


(Especially difficult with multiple-territory deals)














Negotiate / Advise on Deals


(eLabs main role)


Business Models


(Generate the highest value of UMI)


Content


 (Provide the best possible content to the ePartners to drive their businesses)








Metadata Requirements


(Required by ePartner for their business and by Baarn for correct accounting)





Royalty Reporting Requirements


(Required by Baarn for correct accounting)


Analysis of Reports / Business Model


(Audit reporting, plus learn from business models to share with others in future)


























Several key issues need to be resolved when setting up an online music deal


			eLabs is finalising an amalgamated pack of information & guidelines for territories discussing local online deals





Protection of Content:


DRM Technologies preferred


Business rules required


Security of the central servers


Digital Delivery (DAVe system) requirements


Systems required by ePartners to receive music digitally from UMI


Working with Digital Infrastructure Group


Business terms / pricing


Varies by geography, business model (subscription vs a la carte) and distribution method (burn, download or stream)


Working with Commercial Affairs


Royalty reporting requirements


Information to be reported back to UMI


Working with Central Royalty Accounting Systems
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How eLabs acts as a central resource for UMI


			Assists with central UMI activities





Negotiation of online & mobile publishing rates


EU DRM / Copyright issues


Microsoft Anti-competition investigation


			Provides guidance and assistance with business models and deal structuring





Pricing and revenue shares


Appropriate consumer models


Likelihood of success, based on experience gained by other territories


			Provides technology advice





Technical due diligence for new deals


Anti-Piracy activities (Media Defender, Copy Protection Assessment, Watermarking analysis)











Driving Industry Technical Standards


			Standards bodies





MPEG


MPEG-21 is defining an inter-operable Multi-Media framework. Our involvement now will ensure that the standard meets the needs of UMI when it is ratified


Content Reference Forum


Working on defining standards to enable the trading of content by reference. This will allow us to support future business models


Working with IFPI, RIAA on industry initiatives


			OEM liason





Discussions with companies such as Nokia, Siemens, Vodafone and Pace to explain the concerns held by the industry over DRM requirements
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Summary


			New Media offers ways to both protect existing revenue streams and to generate new revenue





			UMI’s approach to reversing the declining music market must include both “carrots” and “sticks”





			Several anti-piracy projects are both available and in operation





ensure that they are used to their full potential





			Support for new business opportunities online should be encouraged at all levels in the company














Thank You


Dan Whiley


Director, Business Development


Universal Music eLabs
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The contract pays Universal Music for all consumers’ activity on OD2


			UMI has a 1 year deal term with the option to extend this for two further years (in one-year steps) = 3 years in total


			OD2’s contract pays Universal Music a revenue share for downloads and streams that is the greater of:





48% (or 44% for “Launch Partners”- MSN, HMV, Tiscali and France Telecom’s properties) of consumer revenue less the cost of any burns and VAT, pro-rated by the percentage of downloads and streams which are of Universal content


€0.01 per stream and €0.07 per download


50% of total potential download revenue, pro-rated by the percentage of downloads and streams which are of Universal content


			For burns, OD2 pay 57% of recommended retail price (currently £0.99 / €1.50) less VAT


			Any publishing costs are paid by OD2 from their remaining share of revenue














Worked Example of flow of revenues (1):


			A consumer in Italy pays €7.99 for a month’s subscription to MSN Italy





Entitles him to 500 credits


			The consumer buys*:





43 Universal streams; 43 non-Universal streams  (86 credits)


10 Universal downloads; 10 non-Universal downloads (200 credits)


2 non-Universal burns (200 credits)


			UMI (Baarn) receives greater of:





(€7.99 - €1.19(VAT) - €2.72(cost of 2 burns less VAT)) x 44% x 50%(UMI share of transactions) = €0.90


43(streams) x €0.01 + 10(downloads) x €0.07 = €1.13


(50 x €0.07)(Total potential download revenue) x 50% x 50%(UMI share of transactions) = €0.875


cont...


Note:     * The consumer looses the the remaining 14 credits at the end of the month











Worked Example of flow of revenues (2):


			€1.13 is sent in to Baarn, along with details of the tracks streamed and downloaded


			Baarn deducts an admin fee of approximately 6%





€1.06 remaining


			The repertoire owners are paid according to the All-in-Fee Agreement





66.67% (AIF rate) for downloads and streams, so a total of €0.71 is paid


In this case, each download pays €0.0467 to the rep owner, each stream pays €0.0067


			Universal Music Italy receives the balance





€0.35
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Legitimate Peer-2-Peer

		Universal is keen to embrace legitimate Peer-2-Peer distribution

		Legitimate Peer-2-Peer must



Allow artists, producers and composers to choose if, when and how their creations are distributed

Provide control to ensure copyrighted material is not utilized or distributed in unpermitted ways

Provide mechanisms to ensure artists, distributors and other rights holders are compensated at agreed rates

		Providers such as Snocap, Mashboxx and iMesh are developing technologies to achieve these goals
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Universal Music eLabs





New Media Technology Update


Creating new revenues and protecting existing revenues
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How to reverse the decline in the market?


			The decline in the music market has been attributed to a number of different reasons





Internet Piracy


Home CD burning


Technology (CD format) Saturation


Increased Competition from other forms of Entertainment (Gaming, DVD, Pay-TV, Mobile phone etc)


			Home Copying and Internet Piracy indicate an increasing interest in music, not just a threat to traditional format sales


			New Media offer a number of ways to significantly grow the music market via a number of new channels





The Future?


Billions of US Dollars*


World Recorded Music Market


(with percentage fall 1999-2002)


Note:      * At variable exchange rates


Source:    IFPI


North America (15%)


Europe (16%)


Asia (29%)


RoW (40%)














Music Online – The Holistic Approach





“Sticks”





“Carrots”


Legal on-line Services


Legal Action













































































































































































































































































Copy Protection


Spoofs and Decoys


Education & PR











Who are eLabs International?
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CD Copy Protection


			Copy protection on commercial CDs is aimed at preventing casual copying of CDs 


			There were several problems with early copy protection





CDs would not play in all legitimate players (car stereos, PCs etc)


Protection was not 100% effective (Simple to circumvent, or not protected on all platforms)


Trade-off between benefits of preventing casual copying vs consumer dissatisfaction


			Several technologies are available which are trying to address these problems





Macrovision - CDS200-v5 being used on some UMI releases


First4Internet - awaiting latest full test results


SunnComm - recent test results more promising


Key4audio - awaiting samples of new system


			The decision to protect a CD is a local one





Protection is added during production at Hannover


Typical costs are €0.025 - €0.05 per disc


			CD Copy protection may deter casual copying, but it won’t stop P2P network availability























Peer-to-peer networks provide access to almost any track by any artist


3.4m users online


Multiple sources 


of content


Any artist, even New Artists











Media Defender uses multiple techniques to make P2P a very poor user experience


			MediaDefender is active on all major P2P networks, using 3 techniques:





Spoofing


Sending out false responses to P2P network requests.


Decoys


Sends a user a 30-second looped version of the song, rather than the full track


Swarming


Injects corrupt fragments into illegal downloads make them unlistenable (typically bursts of white or ‘screeching’ noise) 


			All of these impact the P2P user experience





Files are harder to download - many attempts will be blocked by spoofing


Many downloads turn out to be decoys or damaged by swarming


P2P becomes much more time consuming and frustrating


			Increases attractiveness of legal alternatives














How effective is Media Defender?


			37 titles currently being actively protected





Plans call for 80-100 to be protected at any one time


			51 million decoys have been sent out in response to 81m requests for these titles


			450 million spoofs have been served to prevent users from accessing these titles


			Average effectiveness of 82%





i.e. four times out of five a user will not get the music file they want


Examples of Effectiveness of Protection


Percentage of Decoy files available


Source:  Media Defender














The Media Defender Strategy


			Universal Music is spending $5m on Media Defender, of which $1.2m covers UMI





Budget is allocated out to OpCo’s 


			How much does it cost per title?





$1,000 / album month for most albums (up to 500k P2P requests / week)


$2,444 / $4,888 / album month for high and very high activity albums


Only a few albums will be charged at higher rate


			Suggested plan – 3 months of protection, starting from Promo Date





Typically 2months pre-release and 1month post-release


			What to do:





Form will be available on The Globe to request Media Defender cover


Need to fill in form and send CD to Neil Saxby at eLabs


We cannot process CDs without full details











Legal Activity – Support for IFPI / RIAA


			Project Hubcap





The monitoring of, and potential legal action against, ISPs and individual music sharers


RIAA announced on September 9th that over 250 individuals are being sued for “significant” copyright infringement


Appears to be having some effect – NPD figures indicate that there has been a 23% drop in the usage of P2P networks in USA since the project went public











Protection of Promo CDs


			Unfortunately, one of the more significant sources for music files on P2P networks is from promo CDs





Radio DJs, journalists and even record label staff save copies on their computers then make them available to share


			Watermarking promo discs provides the forensic “evidence” to identify the origin of any leaks





Each track is uniquely identifiable to the promo CD it came from


Tracks found on P2P networks can be traced back to a CD and hence an individual recipient


UMI can then decide what action to take against the parties responsible


			Currently evaluating a number of watermarking schemes





Expect to keep cost increment to approx £0.50 - £0.75 per promo disk
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The music market is expanding from one distribution model to many


PC Internet


Mobile


TV


Download with Burn


Temporary Download


Stream


Distribution / Device


Permanency


Business Model


Pay per Event


Subscription


One Distribution Model


Multiple Distribution Models











In the PC-Internet space, two main models have emerged


			Regular Payments


			Can be unlimited usage, or metered


			Appeals to higher-volume music listeners





			Pay per event (burn, download or stream)


			Appeals to lower-volume music listeners, or those who are new to online music





Subscription-based Services


A La Carte Services











Currently, Europe has three online music initiatives in operation


			Popfile.de





German initiative providing a la carte digital downloads in Germany


30,000 tracks available to download (from UMI)


			e-Compil





French initiative providing pre- and post-release digital downloads to 2,500 members 


13,000 tracks available to download (8,000 from UMI)


			OD2





European Digital Service Provider supplying content to 8,000 subscribers for over 30 online retailers


Over 200,000 tracks available to download (30,000 from UMI)











In 12 months, these three legitimate services have generated about €200k in royalties for UMI labels


Popfile


e-Compil


OD2


€110k Royalties*


€60k Royalties*


€20k Royalties


>60K events due to promotional activity


Burns


Downloads


Streams


Universal tracks “purchased”





Burns


Burns


Note:     *Approximate figures after deducting publishing @ 10% of consumer price and delivery costs borne by UM companies


Source:  Companies




















Distribution of revenues within Universal Music


			All revenues should be paid in to the Royalty Reporting function at Baarn, along with reporting on a track-by-track (ISRC) basis:





Track name, artist name and ISRC


Territory Information


Information on whether transaction was stream, download or burn


Date and time of transaction


			Baarn accounts to repertoire owners at the appropriate All-in-Fee rate as stated in the AIF Agreement





Baarn takes a small percentage admin charge from the total


			The balance of the revenue received from the ePartner (after paying royalties to rep owners and taking an admin fee) is passed on to the territory in which the customer is based














OD2 provides an opportunity to distribute music through a number of different online retailers


			OD2 is currently the only independent company in Europe with licences from all 5 major record companies for pan-European distribution of digital music





Over 200,000 legitimate tracks available online


			Acts as a technology provider and “digital wholesaler” for online retailers





OD2 provides a white label shop which is branded by the retailer


The retailer may be the online arm of a record store (e.g. HMV, Virgin), an ISP (e.g. Tiscali, BT OpenWorld), or some other branded site (e.g. MTV)


			Recent deals announced by OD2 retailers have significantly increased the profile of online music in Europe





MSN allows a la carte downloads of music directly from the Windows Media Player, seen as “beating Apple to the European market”











OD2 acts like a “digital wholesaler”, providing digital music from the record labels to online retailers


Record Labels


			Provide content either as CD or a Digital File





OD2


			Aggregates and stores all content


			Delivers music to consumer


			Collects payment from consumers and reports to labels





Retailers


			Provide brand and “shop front”


			Undertake marketing activity





Consumers


			Do not realise that they deal with OD2.  They only see the retailer











































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































Revenue generation is possible from music videos, not just promotion


			MusicBrigade pays UMI a royalty of the greater of:





30% of all revenues


€0.02 per stream (discounted in the early stages of the deal)


			Over 1,000,000 streams of UMI videos





Represents 34.7% of all streams since start


Under 10% of all videos available are from UMI


			A source of revenue generation for what is usually seen as a promotional asset





Thousands of Streams


Monthly UMI Streams on MusicBrigade


UMI Streams


Other Streams














Interest in Digital Music Distribution has escalated in recent months


			T-Online





Contract in final negotiation for GAS digital downloads


			EUK





Contract being prepared for UK digital downloads


			Telefónica





Finalising terms for Spanish downloads and potential Latin America roll-out


			Apple iTunes





Discussion of terms for potential European launch mid-2004


			Rhapsody





Streaming subscription service expanding from US to Europe


			24/7 Music Shop





Request ability to add International content to Danish service and expand to other European territories


			Entriq





Request ability to provide DSP service to retailers in Asia


			Napster (PressPlay)





Potential for UK residents to access the Napster service


Select Examples











Online deals have to consider a number of complex, inter-related issues





Supply Content


(Either Physical or Electronic)


Clearance Procedures


(Obtain as much of the required content as possible)


Artist Rights


(Issues such as RAT, samples, featured artists)


Release Issues (territory / timing)


(Especially difficult with multiple-territory deals)














Negotiate / Advise on Deals


(eLabs main role)


Business Models


(Generate the highest value of UMI)


Content


 (Provide the best possible content to the ePartners to drive their businesses)








Metadata Requirements


(Required by ePartner for their business and by Baarn for correct accounting)





Royalty Reporting Requirements


(Required by Baarn for correct accounting)


Analysis of Reports / Business Model


(Audit reporting, plus learn from business models to share with others in future)


























Several key issues need to be resolved when setting up an online music deal


			eLabs is finalising an amalgamated pack of information & guidelines for territories discussing local online deals





Protection of Content:


DRM Technologies preferred


Business rules required


Security of the central servers


Digital Delivery (DAVe system) requirements


Systems required by ePartners to receive music digitally from UMI


Working with Digital Infrastructure Group


Business terms / pricing


Varies by geography, business model (subscription vs a la carte) and distribution method (burn, download or stream)


Working with Commercial Affairs


Royalty reporting requirements


Information to be reported back to UMI


Working with Central Royalty Accounting Systems











Agenda


			Introduction





			Anti-Piracy Activities





			New Business Development Online





			Central Advice





			Summary














How eLabs acts as a central resource for UMI


			Assists with central UMI activities





Negotiation of online & mobile publishing rates


EU DRM / Copyright issues


Microsoft Anti-competition investigation


			Provides guidance and assistance with business models and deal structuring





Pricing and revenue shares


Appropriate consumer models


Likelihood of success, based on experience gained by other territories


			Provides technology advice





Technical due diligence for new deals


Anti-Piracy activities (Media Defender, Copy Protection Assessment, Watermarking analysis)











Driving Industry Technical Standards


			Standards bodies





MPEG


MPEG-21 is defining an inter-operable Multi-Media framework. Our involvement now will ensure that the standard meets the needs of UMI when it is ratified


Content Reference Forum


Working on defining standards to enable the trading of content by reference. This will allow us to support future business models


Working with IFPI, RIAA on industry initiatives


			OEM liason





Discussions with companies such as Nokia, Siemens, Vodafone and Pace to explain the concerns held by the industry over DRM requirements
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Summary


			New Media offers ways to both protect existing revenue streams and to generate new revenue





			UMI’s approach to reversing the declining music market must include both “carrots” and “sticks”





			Several anti-piracy projects are both available and in operation





ensure that they are used to their full potential





			Support for new business opportunities online should be encouraged at all levels in the company














Thank You


Dan Whiley


Director, Business Development


Universal Music eLabs
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The contract pays Universal Music for all consumers’ activity on OD2


			UMI has a 1 year deal term with the option to extend this for two further years (in one-year steps) = 3 years in total


			OD2’s contract pays Universal Music a revenue share for downloads and streams that is the greater of:





48% (or 44% for “Launch Partners”- MSN, HMV, Tiscali and France Telecom’s properties) of consumer revenue less the cost of any burns and VAT, pro-rated by the percentage of downloads and streams which are of Universal content


€0.01 per stream and €0.07 per download


50% of total potential download revenue, pro-rated by the percentage of downloads and streams which are of Universal content


			For burns, OD2 pay 57% of recommended retail price (currently £0.99 / €1.50) less VAT


			Any publishing costs are paid by OD2 from their remaining share of revenue














Worked Example of flow of revenues (1):


			A consumer in Italy pays €7.99 for a month’s subscription to MSN Italy





Entitles him to 500 credits


			The consumer buys*:





43 Universal streams; 43 non-Universal streams  (86 credits)


10 Universal downloads; 10 non-Universal downloads (200 credits)


2 non-Universal burns (200 credits)


			UMI (Baarn) receives greater of:





(€7.99 - €1.19(VAT) - €2.72(cost of 2 burns less VAT)) x 44% x 50%(UMI share of transactions) = €0.90


43(streams) x €0.01 + 10(downloads) x €0.07 = €1.13


(50 x €0.07)(Total potential download revenue) x 50% x 50%(UMI share of transactions) = €0.875


cont...


Note:     * The consumer looses the the remaining 14 credits at the end of the month











Worked Example of flow of revenues (2):


			€1.13 is sent in to Baarn, along with details of the tracks streamed and downloaded


			Baarn deducts an admin fee of approximately 6%





€1.06 remaining


			The repertoire owners are paid according to the All-in-Fee Agreement





66.67% (AIF rate) for downloads and streams, so a total of €0.71 is paid


In this case, each download pays €0.0467 to the rep owner, each stream pays €0.0067


			Universal Music Italy receives the balance





€0.35
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Peer-2-Peer Myths

		“It’s Fair Use”



NO.  The upload of one file to a Peer-2-Peer network triggers unlimited availability and distribution of the file to millions of people.

		“It’s just the same as VCR or cassette copying”



NO.  Taping was a slow, real-time, imperfect process.  Peer-2-Peer makes hundreds of millions of perfect copies available to millions of people instantly

		“‘Decentralized’ Peer-2-Peer is different from ‘centralized’ Peer-2-Peer”



NO.  All unauthorised Peer-2-Peer facilitates and encourages infringement
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How to reverse the decline in the market?


			The decline in the music market has been attributed to a number of different reasons





Internet Piracy


Home CD burning


Technology (CD format) Saturation


Increased Competition from other forms of Entertainment (Gaming, DVD, Pay-TV, Mobile phone etc)


			Home Copying and Internet Piracy indicate an increasing interest in music, not just a threat to traditional format sales


			New Media offer a number of ways to significantly grow the music market via a number of new channels





The Future?


Billions of US Dollars*


World Recorded Music Market


(with percentage fall 1999-2002)


Note:      * At variable exchange rates


Source:    IFPI


North America (15%)


Europe (16%)


Asia (29%)


RoW (40%)














Music Online – The Holistic Approach





“Sticks”





“Carrots”


Legal on-line Services


Legal Action
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CD Copy Protection


			Copy protection on commercial CDs is aimed at preventing casual copying of CDs 


			There were several problems with early copy protection





CDs would not play in all legitimate players (car stereos, PCs etc)


Protection was not 100% effective (Simple to circumvent, or not protected on all platforms)


Trade-off between benefits of preventing casual copying vs consumer dissatisfaction


			Several technologies are available which are trying to address these problems





Macrovision - CDS200-v5 being used on some UMI releases


First4Internet - awaiting latest full test results


SunnComm - recent test results more promising


Key4audio - awaiting samples of new system


			The decision to protect a CD is a local one





Protection is added during production at Hannover


Typical costs are €0.025 - €0.05 per disc


			CD Copy protection may deter casual copying, but it won’t stop P2P network availability























Peer-to-peer networks provide access to almost any track by any artist


3.4m users online


Multiple sources 


of content


Any artist, even New Artists











Media Defender uses multiple techniques to make P2P a very poor user experience


			MediaDefender is active on all major P2P networks, using 3 techniques:





Spoofing


Sending out false responses to P2P network requests.


Decoys


Sends a user a 30-second looped version of the song, rather than the full track


Swarming


Injects corrupt fragments into illegal downloads make them unlistenable (typically bursts of white or ‘screeching’ noise) 


			All of these impact the P2P user experience





Files are harder to download - many attempts will be blocked by spoofing


Many downloads turn out to be decoys or damaged by swarming


P2P becomes much more time consuming and frustrating


			Increases attractiveness of legal alternatives














How effective is Media Defender?


			37 titles currently being actively protected





Plans call for 80-100 to be protected at any one time


			51 million decoys have been sent out in response to 81m requests for these titles


			450 million spoofs have been served to prevent users from accessing these titles


			Average effectiveness of 82%





i.e. four times out of five a user will not get the music file they want


Examples of Effectiveness of Protection


Percentage of Decoy files available


Source:  Media Defender














The Media Defender Strategy


			Universal Music is spending $5m on Media Defender, of which $1.2m covers UMI





Budget is allocated out to OpCo’s 


			How much does it cost per title?





$1,000 / album month for most albums (up to 500k P2P requests / week)


$2,444 / $4,888 / album month for high and very high activity albums


Only a few albums will be charged at higher rate


			Suggested plan – 3 months of protection, starting from Promo Date





Typically 2months pre-release and 1month post-release


			What to do:





Form will be available on The Globe to request Media Defender cover


Need to fill in form and send CD to Neil Saxby at eLabs


We cannot process CDs without full details











Legal Activity – Support for IFPI / RIAA


			Project Hubcap





The monitoring of, and potential legal action against, ISPs and individual music sharers


RIAA announced on September 9th that over 250 individuals are being sued for “significant” copyright infringement


Appears to be having some effect – NPD figures indicate that there has been a 23% drop in the usage of P2P networks in USA since the project went public











Protection of Promo CDs


			Unfortunately, one of the more significant sources for music files on P2P networks is from promo CDs





Radio DJs, journalists and even record label staff save copies on their computers then make them available to share


			Watermarking promo discs provides the forensic “evidence” to identify the origin of any leaks





Each track is uniquely identifiable to the promo CD it came from


Tracks found on P2P networks can be traced back to a CD and hence an individual recipient


UMI can then decide what action to take against the parties responsible


			Currently evaluating a number of watermarking schemes





Expect to keep cost increment to approx £0.50 - £0.75 per promo disk
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The music market is expanding from one distribution model to many


PC Internet


Mobile


TV


Download with Burn


Temporary Download


Stream


Distribution / Device


Permanency


Business Model


Pay per Event


Subscription


One Distribution Model


Multiple Distribution Models











In the PC-Internet space, two main models have emerged


			Regular Payments


			Can be unlimited usage, or metered


			Appeals to higher-volume music listeners





			Pay per event (burn, download or stream)


			Appeals to lower-volume music listeners, or those who are new to online music





Subscription-based Services


A La Carte Services











Currently, Europe has three online music initiatives in operation


			Popfile.de





German initiative providing a la carte digital downloads in Germany


30,000 tracks available to download (from UMI)


			e-Compil





French initiative providing pre- and post-release digital downloads to 2,500 members 


13,000 tracks available to download (8,000 from UMI)


			OD2





European Digital Service Provider supplying content to 8,000 subscribers for over 30 online retailers


Over 200,000 tracks available to download (30,000 from UMI)











In 12 months, these three legitimate services have generated about €200k in royalties for UMI labels


Popfile


e-Compil


OD2


€110k Royalties*


€60k Royalties*


€20k Royalties


>60K events due to promotional activity


Burns


Downloads


Streams


Universal tracks “purchased”





Burns


Burns


Note:     *Approximate figures after deducting publishing @ 10% of consumer price and delivery costs borne by UM companies


Source:  Companies




















Distribution of revenues within Universal Music


			All revenues should be paid in to the Royalty Reporting function at Baarn, along with reporting on a track-by-track (ISRC) basis:





Track name, artist name and ISRC


Territory Information


Information on whether transaction was stream, download or burn


Date and time of transaction


			Baarn accounts to repertoire owners at the appropriate All-in-Fee rate as stated in the AIF Agreement





Baarn takes a small percentage admin charge from the total


			The balance of the revenue received from the ePartner (after paying royalties to rep owners and taking an admin fee) is passed on to the territory in which the customer is based














OD2 provides an opportunity to distribute music through a number of different online retailers


			OD2 is currently the only independent company in Europe with licences from all 5 major record companies for pan-European distribution of digital music





Over 200,000 legitimate tracks available online


			Acts as a technology provider and “digital wholesaler” for online retailers





OD2 provides a white label shop which is branded by the retailer


The retailer may be the online arm of a record store (e.g. HMV, Virgin), an ISP (e.g. Tiscali, BT OpenWorld), or some other branded site (e.g. MTV)


			Recent deals announced by OD2 retailers have significantly increased the profile of online music in Europe





MSN allows a la carte downloads of music directly from the Windows Media Player, seen as “beating Apple to the European market”











OD2 acts like a “digital wholesaler”, providing digital music from the record labels to online retailers


Record Labels


			Provide content either as CD or a Digital File





OD2


			Aggregates and stores all content


			Delivers music to consumer


			Collects payment from consumers and reports to labels





Retailers


			Provide brand and “shop front”


			Undertake marketing activity





Consumers


			Do not realise that they deal with OD2.  They only see the retailer











































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































Revenue generation is possible from music videos, not just promotion


			MusicBrigade pays UMI a royalty of the greater of:





30% of all revenues


€0.02 per stream (discounted in the early stages of the deal)


			Over 1,000,000 streams of UMI videos





Represents 34.7% of all streams since start


Under 10% of all videos available are from UMI


			A source of revenue generation for what is usually seen as a promotional asset





Thousands of Streams


Monthly UMI Streams on MusicBrigade


UMI Streams


Other Streams














Interest in Digital Music Distribution has escalated in recent months


			T-Online





Contract in final negotiation for GAS digital downloads


			EUK





Contract being prepared for UK digital downloads


			Telefónica





Finalising terms for Spanish downloads and potential Latin America roll-out


			Apple iTunes





Discussion of terms for potential European launch mid-2004


			Rhapsody





Streaming subscription service expanding from US to Europe


			24/7 Music Shop





Request ability to add International content to Danish service and expand to other European territories


			Entriq





Request ability to provide DSP service to retailers in Asia


			Napster (PressPlay)





Potential for UK residents to access the Napster service


Select Examples











Online deals have to consider a number of complex, inter-related issues





Supply Content


(Either Physical or Electronic)


Clearance Procedures


(Obtain as much of the required content as possible)


Artist Rights


(Issues such as RAT, samples, featured artists)


Release Issues (territory / timing)


(Especially difficult with multiple-territory deals)














Negotiate / Advise on Deals


(eLabs main role)


Business Models


(Generate the highest value of UMI)


Content


 (Provide the best possible content to the ePartners to drive their businesses)








Metadata Requirements


(Required by ePartner for their business and by Baarn for correct accounting)





Royalty Reporting Requirements


(Required by Baarn for correct accounting)


Analysis of Reports / Business Model


(Audit reporting, plus learn from business models to share with others in future)


























Several key issues need to be resolved when setting up an online music deal


			eLabs is finalising an amalgamated pack of information & guidelines for territories discussing local online deals





Protection of Content:


DRM Technologies preferred


Business rules required


Security of the central servers


Digital Delivery (DAVe system) requirements


Systems required by ePartners to receive music digitally from UMI


Working with Digital Infrastructure Group


Business terms / pricing


Varies by geography, business model (subscription vs a la carte) and distribution method (burn, download or stream)


Working with Commercial Affairs


Royalty reporting requirements


Information to be reported back to UMI


Working with Central Royalty Accounting Systems
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How eLabs acts as a central resource for UMI


			Assists with central UMI activities





Negotiation of online & mobile publishing rates


EU DRM / Copyright issues


Microsoft Anti-competition investigation


			Provides guidance and assistance with business models and deal structuring





Pricing and revenue shares


Appropriate consumer models


Likelihood of success, based on experience gained by other territories


			Provides technology advice





Technical due diligence for new deals


Anti-Piracy activities (Media Defender, Copy Protection Assessment, Watermarking analysis)











Driving Industry Technical Standards


			Standards bodies





MPEG


MPEG-21 is defining an inter-operable Multi-Media framework. Our involvement now will ensure that the standard meets the needs of UMI when it is ratified


Content Reference Forum


Working on defining standards to enable the trading of content by reference. This will allow us to support future business models


Working with IFPI, RIAA on industry initiatives


			OEM liason





Discussions with companies such as Nokia, Siemens, Vodafone and Pace to explain the concerns held by the industry over DRM requirements
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Summary


			New Media offers ways to both protect existing revenue streams and to generate new revenue





			UMI’s approach to reversing the declining music market must include both “carrots” and “sticks”





			Several anti-piracy projects are both available and in operation





ensure that they are used to their full potential





			Support for new business opportunities online should be encouraged at all levels in the company














Thank You


Dan Whiley


Director, Business Development


Universal Music eLabs
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The contract pays Universal Music for all consumers’ activity on OD2


			UMI has a 1 year deal term with the option to extend this for two further years (in one-year steps) = 3 years in total


			OD2’s contract pays Universal Music a revenue share for downloads and streams that is the greater of:





48% (or 44% for “Launch Partners”- MSN, HMV, Tiscali and France Telecom’s properties) of consumer revenue less the cost of any burns and VAT, pro-rated by the percentage of downloads and streams which are of Universal content


€0.01 per stream and €0.07 per download


50% of total potential download revenue, pro-rated by the percentage of downloads and streams which are of Universal content


			For burns, OD2 pay 57% of recommended retail price (currently £0.99 / €1.50) less VAT


			Any publishing costs are paid by OD2 from their remaining share of revenue














Worked Example of flow of revenues (1):


			A consumer in Italy pays €7.99 for a month’s subscription to MSN Italy





Entitles him to 500 credits


			The consumer buys*:





43 Universal streams; 43 non-Universal streams  (86 credits)


10 Universal downloads; 10 non-Universal downloads (200 credits)


2 non-Universal burns (200 credits)


			UMI (Baarn) receives greater of:





(€7.99 - €1.19(VAT) - €2.72(cost of 2 burns less VAT)) x 44% x 50%(UMI share of transactions) = €0.90


43(streams) x €0.01 + 10(downloads) x €0.07 = €1.13


(50 x €0.07)(Total potential download revenue) x 50% x 50%(UMI share of transactions) = €0.875


cont...


Note:     * The consumer looses the the remaining 14 credits at the end of the month











Worked Example of flow of revenues (2):


			€1.13 is sent in to Baarn, along with details of the tracks streamed and downloaded


			Baarn deducts an admin fee of approximately 6%





€1.06 remaining


			The repertoire owners are paid according to the All-in-Fee Agreement





66.67% (AIF rate) for downloads and streams, so a total of €0.71 is paid


In this case, each download pays €0.0467 to the rep owner, each stream pays €0.0067


			Universal Music Italy receives the balance





€0.35
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Peer-2-Peer Myths

		“The situation is hopeless”



NO.  In the last 24 months, a combination of public awareness campaigns, legal action and new services have produced some remarkable results:

the legitimate on-line music business has grown to almost $400m

70% of the public in the US and Europe know file-sharing is illegal

the supply of infringing music files on Peer-2-Peer has fallen 21%

		“Limiting Peer-2-Peer would limit technology development”



NO.  Peer-2-Peer is now a well-understood, well-deployed technology. The need for legitimate Peer-2-Peer is stimulating innovation in companies such as iMesh and Snocap. The reduced commercial market due to the abuse of technology by Peer-2-Peer networks to promote infringements reduces likely funding to develop these and other innovative technologies and services
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How to reverse the decline in the market?


			The decline in the music market has been attributed to a number of different reasons





Internet Piracy


Home CD burning


Technology (CD format) Saturation


Increased Competition from other forms of Entertainment (Gaming, DVD, Pay-TV, Mobile phone etc)


			Home Copying and Internet Piracy indicate an increasing interest in music, not just a threat to traditional format sales


			New Media offer a number of ways to significantly grow the music market via a number of new channels





The Future?


Billions of US Dollars*


World Recorded Music Market


(with percentage fall 1999-2002)


Note:      * At variable exchange rates


Source:    IFPI


North America (15%)


Europe (16%)


Asia (29%)


RoW (40%)














Music Online – The Holistic Approach





“Sticks”





“Carrots”


Legal on-line Services


Legal Action
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CD Copy Protection


			Copy protection on commercial CDs is aimed at preventing casual copying of CDs 


			There were several problems with early copy protection





CDs would not play in all legitimate players (car stereos, PCs etc)


Protection was not 100% effective (Simple to circumvent, or not protected on all platforms)


Trade-off between benefits of preventing casual copying vs consumer dissatisfaction


			Several technologies are available which are trying to address these problems





Macrovision - CDS200-v5 being used on some UMI releases


First4Internet - awaiting latest full test results


SunnComm - recent test results more promising


Key4audio - awaiting samples of new system


			The decision to protect a CD is a local one





Protection is added during production at Hannover


Typical costs are €0.025 - €0.05 per disc


			CD Copy protection may deter casual copying, but it won’t stop P2P network availability























Peer-to-peer networks provide access to almost any track by any artist


3.4m users online


Multiple sources 


of content


Any artist, even New Artists











Media Defender uses multiple techniques to make P2P a very poor user experience


			MediaDefender is active on all major P2P networks, using 3 techniques:





Spoofing


Sending out false responses to P2P network requests.


Decoys


Sends a user a 30-second looped version of the song, rather than the full track


Swarming


Injects corrupt fragments into illegal downloads make them unlistenable (typically bursts of white or ‘screeching’ noise) 


			All of these impact the P2P user experience





Files are harder to download - many attempts will be blocked by spoofing


Many downloads turn out to be decoys or damaged by swarming


P2P becomes much more time consuming and frustrating


			Increases attractiveness of legal alternatives














How effective is Media Defender?


			37 titles currently being actively protected





Plans call for 80-100 to be protected at any one time


			51 million decoys have been sent out in response to 81m requests for these titles


			450 million spoofs have been served to prevent users from accessing these titles


			Average effectiveness of 82%





i.e. four times out of five a user will not get the music file they want


Examples of Effectiveness of Protection


Percentage of Decoy files available


Source:  Media Defender














The Media Defender Strategy


			Universal Music is spending $5m on Media Defender, of which $1.2m covers UMI





Budget is allocated out to OpCo’s 


			How much does it cost per title?





$1,000 / album month for most albums (up to 500k P2P requests / week)


$2,444 / $4,888 / album month for high and very high activity albums


Only a few albums will be charged at higher rate


			Suggested plan – 3 months of protection, starting from Promo Date





Typically 2months pre-release and 1month post-release


			What to do:





Form will be available on The Globe to request Media Defender cover


Need to fill in form and send CD to Neil Saxby at eLabs


We cannot process CDs without full details











Legal Activity – Support for IFPI / RIAA


			Project Hubcap





The monitoring of, and potential legal action against, ISPs and individual music sharers


RIAA announced on September 9th that over 250 individuals are being sued for “significant” copyright infringement


Appears to be having some effect – NPD figures indicate that there has been a 23% drop in the usage of P2P networks in USA since the project went public











Protection of Promo CDs


			Unfortunately, one of the more significant sources for music files on P2P networks is from promo CDs





Radio DJs, journalists and even record label staff save copies on their computers then make them available to share


			Watermarking promo discs provides the forensic “evidence” to identify the origin of any leaks





Each track is uniquely identifiable to the promo CD it came from


Tracks found on P2P networks can be traced back to a CD and hence an individual recipient


UMI can then decide what action to take against the parties responsible


			Currently evaluating a number of watermarking schemes





Expect to keep cost increment to approx £0.50 - £0.75 per promo disk
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The music market is expanding from one distribution model to many


PC Internet


Mobile


TV


Download with Burn


Temporary Download


Stream


Distribution / Device


Permanency


Business Model


Pay per Event


Subscription


One Distribution Model


Multiple Distribution Models











In the PC-Internet space, two main models have emerged


			Regular Payments


			Can be unlimited usage, or metered


			Appeals to higher-volume music listeners





			Pay per event (burn, download or stream)


			Appeals to lower-volume music listeners, or those who are new to online music





Subscription-based Services


A La Carte Services











Currently, Europe has three online music initiatives in operation


			Popfile.de





German initiative providing a la carte digital downloads in Germany


30,000 tracks available to download (from UMI)


			e-Compil





French initiative providing pre- and post-release digital downloads to 2,500 members 


13,000 tracks available to download (8,000 from UMI)


			OD2





European Digital Service Provider supplying content to 8,000 subscribers for over 30 online retailers


Over 200,000 tracks available to download (30,000 from UMI)











In 12 months, these three legitimate services have generated about €200k in royalties for UMI labels


Popfile


e-Compil


OD2


€110k Royalties*


€60k Royalties*


€20k Royalties


>60K events due to promotional activity


Burns


Downloads


Streams


Universal tracks “purchased”





Burns


Burns


Note:     *Approximate figures after deducting publishing @ 10% of consumer price and delivery costs borne by UM companies


Source:  Companies




















Distribution of revenues within Universal Music


			All revenues should be paid in to the Royalty Reporting function at Baarn, along with reporting on a track-by-track (ISRC) basis:





Track name, artist name and ISRC


Territory Information


Information on whether transaction was stream, download or burn


Date and time of transaction


			Baarn accounts to repertoire owners at the appropriate All-in-Fee rate as stated in the AIF Agreement





Baarn takes a small percentage admin charge from the total


			The balance of the revenue received from the ePartner (after paying royalties to rep owners and taking an admin fee) is passed on to the territory in which the customer is based














OD2 provides an opportunity to distribute music through a number of different online retailers


			OD2 is currently the only independent company in Europe with licences from all 5 major record companies for pan-European distribution of digital music





Over 200,000 legitimate tracks available online


			Acts as a technology provider and “digital wholesaler” for online retailers





OD2 provides a white label shop which is branded by the retailer


The retailer may be the online arm of a record store (e.g. HMV, Virgin), an ISP (e.g. Tiscali, BT OpenWorld), or some other branded site (e.g. MTV)


			Recent deals announced by OD2 retailers have significantly increased the profile of online music in Europe





MSN allows a la carte downloads of music directly from the Windows Media Player, seen as “beating Apple to the European market”











OD2 acts like a “digital wholesaler”, providing digital music from the record labels to online retailers


Record Labels


			Provide content either as CD or a Digital File





OD2


			Aggregates and stores all content


			Delivers music to consumer


			Collects payment from consumers and reports to labels





Retailers


			Provide brand and “shop front”


			Undertake marketing activity





Consumers


			Do not realise that they deal with OD2.  They only see the retailer











































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































Revenue generation is possible from music videos, not just promotion


			MusicBrigade pays UMI a royalty of the greater of:





30% of all revenues


€0.02 per stream (discounted in the early stages of the deal)


			Over 1,000,000 streams of UMI videos





Represents 34.7% of all streams since start


Under 10% of all videos available are from UMI


			A source of revenue generation for what is usually seen as a promotional asset





Thousands of Streams


Monthly UMI Streams on MusicBrigade


UMI Streams


Other Streams














Interest in Digital Music Distribution has escalated in recent months


			T-Online





Contract in final negotiation for GAS digital downloads


			EUK





Contract being prepared for UK digital downloads


			Telefónica





Finalising terms for Spanish downloads and potential Latin America roll-out


			Apple iTunes





Discussion of terms for potential European launch mid-2004


			Rhapsody





Streaming subscription service expanding from US to Europe


			24/7 Music Shop





Request ability to add International content to Danish service and expand to other European territories


			Entriq





Request ability to provide DSP service to retailers in Asia


			Napster (PressPlay)





Potential for UK residents to access the Napster service


Select Examples











Online deals have to consider a number of complex, inter-related issues





Supply Content


(Either Physical or Electronic)


Clearance Procedures


(Obtain as much of the required content as possible)


Artist Rights


(Issues such as RAT, samples, featured artists)


Release Issues (territory / timing)


(Especially difficult with multiple-territory deals)














Negotiate / Advise on Deals


(eLabs main role)


Business Models


(Generate the highest value of UMI)


Content


 (Provide the best possible content to the ePartners to drive their businesses)








Metadata Requirements


(Required by ePartner for their business and by Baarn for correct accounting)





Royalty Reporting Requirements


(Required by Baarn for correct accounting)


Analysis of Reports / Business Model


(Audit reporting, plus learn from business models to share with others in future)


























Several key issues need to be resolved when setting up an online music deal


			eLabs is finalising an amalgamated pack of information & guidelines for territories discussing local online deals





Protection of Content:


DRM Technologies preferred


Business rules required


Security of the central servers


Digital Delivery (DAVe system) requirements


Systems required by ePartners to receive music digitally from UMI


Working with Digital Infrastructure Group


Business terms / pricing


Varies by geography, business model (subscription vs a la carte) and distribution method (burn, download or stream)


Working with Commercial Affairs


Royalty reporting requirements


Information to be reported back to UMI


Working with Central Royalty Accounting Systems
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How eLabs acts as a central resource for UMI


			Assists with central UMI activities





Negotiation of online & mobile publishing rates


EU DRM / Copyright issues


Microsoft Anti-competition investigation


			Provides guidance and assistance with business models and deal structuring





Pricing and revenue shares


Appropriate consumer models


Likelihood of success, based on experience gained by other territories


			Provides technology advice





Technical due diligence for new deals


Anti-Piracy activities (Media Defender, Copy Protection Assessment, Watermarking analysis)











Driving Industry Technical Standards


			Standards bodies





MPEG


MPEG-21 is defining an inter-operable Multi-Media framework. Our involvement now will ensure that the standard meets the needs of UMI when it is ratified


Content Reference Forum


Working on defining standards to enable the trading of content by reference. This will allow us to support future business models


Working with IFPI, RIAA on industry initiatives


			OEM liason





Discussions with companies such as Nokia, Siemens, Vodafone and Pace to explain the concerns held by the industry over DRM requirements
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Summary


			New Media offers ways to both protect existing revenue streams and to generate new revenue





			UMI’s approach to reversing the declining music market must include both “carrots” and “sticks”





			Several anti-piracy projects are both available and in operation





ensure that they are used to their full potential





			Support for new business opportunities online should be encouraged at all levels in the company














Thank You


Dan Whiley


Director, Business Development


Universal Music eLabs
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The contract pays Universal Music for all consumers’ activity on OD2


			UMI has a 1 year deal term with the option to extend this for two further years (in one-year steps) = 3 years in total


			OD2’s contract pays Universal Music a revenue share for downloads and streams that is the greater of:





48% (or 44% for “Launch Partners”- MSN, HMV, Tiscali and France Telecom’s properties) of consumer revenue less the cost of any burns and VAT, pro-rated by the percentage of downloads and streams which are of Universal content


€0.01 per stream and €0.07 per download


50% of total potential download revenue, pro-rated by the percentage of downloads and streams which are of Universal content


			For burns, OD2 pay 57% of recommended retail price (currently £0.99 / €1.50) less VAT


			Any publishing costs are paid by OD2 from their remaining share of revenue














Worked Example of flow of revenues (1):


			A consumer in Italy pays €7.99 for a month’s subscription to MSN Italy





Entitles him to 500 credits


			The consumer buys*:





43 Universal streams; 43 non-Universal streams  (86 credits)


10 Universal downloads; 10 non-Universal downloads (200 credits)


2 non-Universal burns (200 credits)


			UMI (Baarn) receives greater of:





(€7.99 - €1.19(VAT) - €2.72(cost of 2 burns less VAT)) x 44% x 50%(UMI share of transactions) = €0.90


43(streams) x €0.01 + 10(downloads) x €0.07 = €1.13


(50 x €0.07)(Total potential download revenue) x 50% x 50%(UMI share of transactions) = €0.875


cont...


Note:     * The consumer looses the the remaining 14 credits at the end of the month











Worked Example of flow of revenues (2):


			€1.13 is sent in to Baarn, along with details of the tracks streamed and downloaded


			Baarn deducts an admin fee of approximately 6%





€1.06 remaining


			The repertoire owners are paid according to the All-in-Fee Agreement





66.67% (AIF rate) for downloads and streams, so a total of €0.71 is paid


In this case, each download pays €0.0467 to the rep owner, each stream pays €0.0067


			Universal Music Italy receives the balance





€0.35
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Summary

		The on-line music market is off to a good start

		Universal is embracing all new business models

		On-line shows major growth, but is still a small part of the traditional music business

		Unauthorised P2P hurts right holders and consumers

		Licensed P2P models are developing

		Licensed P2P fosters innovation

		Piracy is the major inhibitor to growth of the business
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Creating new revenues and protecting existing revenues
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How to reverse the decline in the market?


			The decline in the music market has been attributed to a number of different reasons





Internet Piracy


Home CD burning


Technology (CD format) Saturation


Increased Competition from other forms of Entertainment (Gaming, DVD, Pay-TV, Mobile phone etc)


			Home Copying and Internet Piracy indicate an increasing interest in music, not just a threat to traditional format sales


			New Media offer a number of ways to significantly grow the music market via a number of new channels





The Future?


Billions of US Dollars*


World Recorded Music Market


(with percentage fall 1999-2002)


Note:      * At variable exchange rates


Source:    IFPI


North America (15%)


Europe (16%)


Asia (29%)


RoW (40%)














Music Online – The Holistic Approach





“Sticks”





“Carrots”


Legal on-line Services


Legal Action













































































































































































































































































Copy Protection


Spoofs and Decoys


Education & PR











Who are eLabs International?
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CD Copy Protection


			Copy protection on commercial CDs is aimed at preventing casual copying of CDs 


			There were several problems with early copy protection





CDs would not play in all legitimate players (car stereos, PCs etc)


Protection was not 100% effective (Simple to circumvent, or not protected on all platforms)


Trade-off between benefits of preventing casual copying vs consumer dissatisfaction


			Several technologies are available which are trying to address these problems





Macrovision - CDS200-v5 being used on some UMI releases


First4Internet - awaiting latest full test results


SunnComm - recent test results more promising


Key4audio - awaiting samples of new system


			The decision to protect a CD is a local one





Protection is added during production at Hannover


Typical costs are €0.025 - €0.05 per disc


			CD Copy protection may deter casual copying, but it won’t stop P2P network availability























Peer-to-peer networks provide access to almost any track by any artist


3.4m users online


Multiple sources 


of content


Any artist, even New Artists











Media Defender uses multiple techniques to make P2P a very poor user experience


			MediaDefender is active on all major P2P networks, using 3 techniques:





Spoofing


Sending out false responses to P2P network requests.


Decoys


Sends a user a 30-second looped version of the song, rather than the full track


Swarming


Injects corrupt fragments into illegal downloads make them unlistenable (typically bursts of white or ‘screeching’ noise) 


			All of these impact the P2P user experience





Files are harder to download - many attempts will be blocked by spoofing


Many downloads turn out to be decoys or damaged by swarming


P2P becomes much more time consuming and frustrating


			Increases attractiveness of legal alternatives














How effective is Media Defender?


			37 titles currently being actively protected





Plans call for 80-100 to be protected at any one time


			51 million decoys have been sent out in response to 81m requests for these titles


			450 million spoofs have been served to prevent users from accessing these titles


			Average effectiveness of 82%





i.e. four times out of five a user will not get the music file they want


Examples of Effectiveness of Protection


Percentage of Decoy files available


Source:  Media Defender














The Media Defender Strategy


			Universal Music is spending $5m on Media Defender, of which $1.2m covers UMI





Budget is allocated out to OpCo’s 


			How much does it cost per title?





$1,000 / album month for most albums (up to 500k P2P requests / week)


$2,444 / $4,888 / album month for high and very high activity albums


Only a few albums will be charged at higher rate


			Suggested plan – 3 months of protection, starting from Promo Date





Typically 2months pre-release and 1month post-release


			What to do:





Form will be available on The Globe to request Media Defender cover


Need to fill in form and send CD to Neil Saxby at eLabs


We cannot process CDs without full details











Legal Activity – Support for IFPI / RIAA


			Project Hubcap





The monitoring of, and potential legal action against, ISPs and individual music sharers


RIAA announced on September 9th that over 250 individuals are being sued for “significant” copyright infringement


Appears to be having some effect – NPD figures indicate that there has been a 23% drop in the usage of P2P networks in USA since the project went public











Protection of Promo CDs


			Unfortunately, one of the more significant sources for music files on P2P networks is from promo CDs





Radio DJs, journalists and even record label staff save copies on their computers then make them available to share


			Watermarking promo discs provides the forensic “evidence” to identify the origin of any leaks





Each track is uniquely identifiable to the promo CD it came from


Tracks found on P2P networks can be traced back to a CD and hence an individual recipient


UMI can then decide what action to take against the parties responsible


			Currently evaluating a number of watermarking schemes





Expect to keep cost increment to approx £0.50 - £0.75 per promo disk
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The music market is expanding from one distribution model to many


PC Internet


Mobile


TV


Download with Burn


Temporary Download


Stream


Distribution / Device


Permanency


Business Model


Pay per Event


Subscription


One Distribution Model


Multiple Distribution Models











In the PC-Internet space, two main models have emerged


			Regular Payments


			Can be unlimited usage, or metered


			Appeals to higher-volume music listeners





			Pay per event (burn, download or stream)


			Appeals to lower-volume music listeners, or those who are new to online music





Subscription-based Services


A La Carte Services











Currently, Europe has three online music initiatives in operation


			Popfile.de





German initiative providing a la carte digital downloads in Germany


30,000 tracks available to download (from UMI)


			e-Compil





French initiative providing pre- and post-release digital downloads to 2,500 members 


13,000 tracks available to download (8,000 from UMI)


			OD2





European Digital Service Provider supplying content to 8,000 subscribers for over 30 online retailers


Over 200,000 tracks available to download (30,000 from UMI)











In 12 months, these three legitimate services have generated about €200k in royalties for UMI labels


Popfile


e-Compil


OD2


€110k Royalties*


€60k Royalties*


€20k Royalties


>60K events due to promotional activity


Burns


Downloads


Streams


Universal tracks “purchased”





Burns


Burns


Note:     *Approximate figures after deducting publishing @ 10% of consumer price and delivery costs borne by UM companies


Source:  Companies




















Distribution of revenues within Universal Music


			All revenues should be paid in to the Royalty Reporting function at Baarn, along with reporting on a track-by-track (ISRC) basis:





Track name, artist name and ISRC


Territory Information


Information on whether transaction was stream, download or burn


Date and time of transaction


			Baarn accounts to repertoire owners at the appropriate All-in-Fee rate as stated in the AIF Agreement





Baarn takes a small percentage admin charge from the total


			The balance of the revenue received from the ePartner (after paying royalties to rep owners and taking an admin fee) is passed on to the territory in which the customer is based














OD2 provides an opportunity to distribute music through a number of different online retailers


			OD2 is currently the only independent company in Europe with licences from all 5 major record companies for pan-European distribution of digital music





Over 200,000 legitimate tracks available online


			Acts as a technology provider and “digital wholesaler” for online retailers





OD2 provides a white label shop which is branded by the retailer


The retailer may be the online arm of a record store (e.g. HMV, Virgin), an ISP (e.g. Tiscali, BT OpenWorld), or some other branded site (e.g. MTV)


			Recent deals announced by OD2 retailers have significantly increased the profile of online music in Europe





MSN allows a la carte downloads of music directly from the Windows Media Player, seen as “beating Apple to the European market”











OD2 acts like a “digital wholesaler”, providing digital music from the record labels to online retailers


Record Labels


			Provide content either as CD or a Digital File





OD2


			Aggregates and stores all content


			Delivers music to consumer


			Collects payment from consumers and reports to labels





Retailers


			Provide brand and “shop front”


			Undertake marketing activity





Consumers


			Do not realise that they deal with OD2.  They only see the retailer











































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































Revenue generation is possible from music videos, not just promotion


			MusicBrigade pays UMI a royalty of the greater of:





30% of all revenues


€0.02 per stream (discounted in the early stages of the deal)


			Over 1,000,000 streams of UMI videos





Represents 34.7% of all streams since start


Under 10% of all videos available are from UMI


			A source of revenue generation for what is usually seen as a promotional asset





Thousands of Streams


Monthly UMI Streams on MusicBrigade


UMI Streams


Other Streams














Interest in Digital Music Distribution has escalated in recent months


			T-Online





Contract in final negotiation for GAS digital downloads


			EUK





Contract being prepared for UK digital downloads


			Telefónica





Finalising terms for Spanish downloads and potential Latin America roll-out


			Apple iTunes





Discussion of terms for potential European launch mid-2004


			Rhapsody





Streaming subscription service expanding from US to Europe


			24/7 Music Shop





Request ability to add International content to Danish service and expand to other European territories


			Entriq





Request ability to provide DSP service to retailers in Asia


			Napster (PressPlay)





Potential for UK residents to access the Napster service


Select Examples











Online deals have to consider a number of complex, inter-related issues





Supply Content


(Either Physical or Electronic)


Clearance Procedures


(Obtain as much of the required content as possible)


Artist Rights


(Issues such as RAT, samples, featured artists)


Release Issues (territory / timing)


(Especially difficult with multiple-territory deals)














Negotiate / Advise on Deals


(eLabs main role)


Business Models


(Generate the highest value of UMI)


Content


 (Provide the best possible content to the ePartners to drive their businesses)








Metadata Requirements


(Required by ePartner for their business and by Baarn for correct accounting)





Royalty Reporting Requirements


(Required by Baarn for correct accounting)


Analysis of Reports / Business Model


(Audit reporting, plus learn from business models to share with others in future)


























Several key issues need to be resolved when setting up an online music deal


			eLabs is finalising an amalgamated pack of information & guidelines for territories discussing local online deals





Protection of Content:


DRM Technologies preferred


Business rules required


Security of the central servers


Digital Delivery (DAVe system) requirements


Systems required by ePartners to receive music digitally from UMI


Working with Digital Infrastructure Group


Business terms / pricing


Varies by geography, business model (subscription vs a la carte) and distribution method (burn, download or stream)


Working with Commercial Affairs


Royalty reporting requirements


Information to be reported back to UMI


Working with Central Royalty Accounting Systems
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How eLabs acts as a central resource for UMI


			Assists with central UMI activities





Negotiation of online & mobile publishing rates


EU DRM / Copyright issues


Microsoft Anti-competition investigation


			Provides guidance and assistance with business models and deal structuring





Pricing and revenue shares


Appropriate consumer models


Likelihood of success, based on experience gained by other territories


			Provides technology advice





Technical due diligence for new deals


Anti-Piracy activities (Media Defender, Copy Protection Assessment, Watermarking analysis)











Driving Industry Technical Standards


			Standards bodies





MPEG


MPEG-21 is defining an inter-operable Multi-Media framework. Our involvement now will ensure that the standard meets the needs of UMI when it is ratified


Content Reference Forum


Working on defining standards to enable the trading of content by reference. This will allow us to support future business models


Working with IFPI, RIAA on industry initiatives


			OEM liason





Discussions with companies such as Nokia, Siemens, Vodafone and Pace to explain the concerns held by the industry over DRM requirements
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Summary


			New Media offers ways to both protect existing revenue streams and to generate new revenue





			UMI’s approach to reversing the declining music market must include both “carrots” and “sticks”





			Several anti-piracy projects are both available and in operation





ensure that they are used to their full potential





			Support for new business opportunities online should be encouraged at all levels in the company














Thank You


Dan Whiley


Director, Business Development


Universal Music eLabs
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The contract pays Universal Music for all consumers’ activity on OD2


			UMI has a 1 year deal term with the option to extend this for two further years (in one-year steps) = 3 years in total


			OD2’s contract pays Universal Music a revenue share for downloads and streams that is the greater of:





48% (or 44% for “Launch Partners”- MSN, HMV, Tiscali and France Telecom’s properties) of consumer revenue less the cost of any burns and VAT, pro-rated by the percentage of downloads and streams which are of Universal content


€0.01 per stream and €0.07 per download


50% of total potential download revenue, pro-rated by the percentage of downloads and streams which are of Universal content


			For burns, OD2 pay 57% of recommended retail price (currently £0.99 / €1.50) less VAT


			Any publishing costs are paid by OD2 from their remaining share of revenue














Worked Example of flow of revenues (1):


			A consumer in Italy pays €7.99 for a month’s subscription to MSN Italy





Entitles him to 500 credits


			The consumer buys*:





43 Universal streams; 43 non-Universal streams  (86 credits)


10 Universal downloads; 10 non-Universal downloads (200 credits)


2 non-Universal burns (200 credits)


			UMI (Baarn) receives greater of:





(€7.99 - €1.19(VAT) - €2.72(cost of 2 burns less VAT)) x 44% x 50%(UMI share of transactions) = €0.90


43(streams) x €0.01 + 10(downloads) x €0.07 = €1.13


(50 x €0.07)(Total potential download revenue) x 50% x 50%(UMI share of transactions) = €0.875


cont...


Note:     * The consumer looses the the remaining 14 credits at the end of the month











Worked Example of flow of revenues (2):


			€1.13 is sent in to Baarn, along with details of the tracks streamed and downloaded


			Baarn deducts an admin fee of approximately 6%





€1.06 remaining


			The repertoire owners are paid according to the All-in-Fee Agreement





66.67% (AIF rate) for downloads and streams, so a total of €0.71 is paid


In this case, each download pays €0.0467 to the rep owner, each stream pays €0.0067


			Universal Music Italy receives the balance





€0.35
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Peer-2-Peer Myths

		“It can’t be controlled”



NO.  The technology is controlled and evolved by its developers, many controls are already built in, and controls are only omitted to maximise revenue

		“P2P services do not know what happens on their systems”



NO. “Let’s face it, We all knew that unlimited free music online wasn’t going to last forever.” Wayne Rosso, ex-president, Grokster. New file-sharing ventures start legit, by Jefferson Graham, USA Today, 28/3/05

		“It’s helping sales”



NO.  Since mass distribution of unlicensed works via Peer-2-Peer began in 1999, world wide music sales have fallen 22%.  Why would people buy something that they already got for free?
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Universal Music eLabs





New Media Technology Update


Creating new revenues and protecting existing revenues
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How to reverse the decline in the market?


			The decline in the music market has been attributed to a number of different reasons





Internet Piracy


Home CD burning


Technology (CD format) Saturation


Increased Competition from other forms of Entertainment (Gaming, DVD, Pay-TV, Mobile phone etc)


			Home Copying and Internet Piracy indicate an increasing interest in music, not just a threat to traditional format sales


			New Media offer a number of ways to significantly grow the music market via a number of new channels





The Future?


Billions of US Dollars*


World Recorded Music Market


(with percentage fall 1999-2002)


Note:      * At variable exchange rates


Source:    IFPI


North America (15%)


Europe (16%)


Asia (29%)


RoW (40%)














Music Online – The Holistic Approach





“Sticks”





“Carrots”


Legal on-line Services


Legal Action













































































































































































































































































Copy Protection


Spoofs and Decoys


Education & PR











Who are eLabs International?


Barney Wragg


VP, eLabs


Dan Whiley


Director


Business Development


Simon Watt


Director


Advanced Technology


Neil Saxby


Anti


-


Piracy 


Analyst


Chris 


Tant


eParter


Manager


Victoria Woodbridge


Team Assistant


Barney Wragg


VP, eLabs


Dan Whiley


Director


Business Development


Simon Watt


Director


Advanced Technology


Neil Saxby


Anti


-


Piracy 


Analyst


Chris 


Tant


eParter


Manager


Victoria Woodbridge


Team Assistant
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CD Copy Protection


			Copy protection on commercial CDs is aimed at preventing casual copying of CDs 


			There were several problems with early copy protection





CDs would not play in all legitimate players (car stereos, PCs etc)


Protection was not 100% effective (Simple to circumvent, or not protected on all platforms)


Trade-off between benefits of preventing casual copying vs consumer dissatisfaction


			Several technologies are available which are trying to address these problems





Macrovision - CDS200-v5 being used on some UMI releases


First4Internet - awaiting latest full test results


SunnComm - recent test results more promising


Key4audio - awaiting samples of new system


			The decision to protect a CD is a local one





Protection is added during production at Hannover


Typical costs are €0.025 - €0.05 per disc


			CD Copy protection may deter casual copying, but it won’t stop P2P network availability























Peer-to-peer networks provide access to almost any track by any artist


3.4m users online


Multiple sources 


of content


Any artist, even New Artists











Media Defender uses multiple techniques to make P2P a very poor user experience


			MediaDefender is active on all major P2P networks, using 3 techniques:





Spoofing


Sending out false responses to P2P network requests.


Decoys


Sends a user a 30-second looped version of the song, rather than the full track


Swarming


Injects corrupt fragments into illegal downloads make them unlistenable (typically bursts of white or ‘screeching’ noise) 


			All of these impact the P2P user experience





Files are harder to download - many attempts will be blocked by spoofing


Many downloads turn out to be decoys or damaged by swarming


P2P becomes much more time consuming and frustrating


			Increases attractiveness of legal alternatives














How effective is Media Defender?


			37 titles currently being actively protected





Plans call for 80-100 to be protected at any one time


			51 million decoys have been sent out in response to 81m requests for these titles


			450 million spoofs have been served to prevent users from accessing these titles


			Average effectiveness of 82%





i.e. four times out of five a user will not get the music file they want


Examples of Effectiveness of Protection


Percentage of Decoy files available


Source:  Media Defender














The Media Defender Strategy


			Universal Music is spending $5m on Media Defender, of which $1.2m covers UMI





Budget is allocated out to OpCo’s 


			How much does it cost per title?





$1,000 / album month for most albums (up to 500k P2P requests / week)


$2,444 / $4,888 / album month for high and very high activity albums


Only a few albums will be charged at higher rate


			Suggested plan – 3 months of protection, starting from Promo Date





Typically 2months pre-release and 1month post-release


			What to do:





Form will be available on The Globe to request Media Defender cover


Need to fill in form and send CD to Neil Saxby at eLabs


We cannot process CDs without full details











Legal Activity – Support for IFPI / RIAA


			Project Hubcap





The monitoring of, and potential legal action against, ISPs and individual music sharers


RIAA announced on September 9th that over 250 individuals are being sued for “significant” copyright infringement


Appears to be having some effect – NPD figures indicate that there has been a 23% drop in the usage of P2P networks in USA since the project went public











Protection of Promo CDs


			Unfortunately, one of the more significant sources for music files on P2P networks is from promo CDs





Radio DJs, journalists and even record label staff save copies on their computers then make them available to share


			Watermarking promo discs provides the forensic “evidence” to identify the origin of any leaks





Each track is uniquely identifiable to the promo CD it came from


Tracks found on P2P networks can be traced back to a CD and hence an individual recipient


UMI can then decide what action to take against the parties responsible


			Currently evaluating a number of watermarking schemes





Expect to keep cost increment to approx £0.50 - £0.75 per promo disk
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The music market is expanding from one distribution model to many


PC Internet


Mobile


TV


Download with Burn


Temporary Download


Stream


Distribution / Device


Permanency


Business Model


Pay per Event


Subscription


One Distribution Model


Multiple Distribution Models











In the PC-Internet space, two main models have emerged


			Regular Payments


			Can be unlimited usage, or metered


			Appeals to higher-volume music listeners





			Pay per event (burn, download or stream)


			Appeals to lower-volume music listeners, or those who are new to online music





Subscription-based Services


A La Carte Services











Currently, Europe has three online music initiatives in operation


			Popfile.de





German initiative providing a la carte digital downloads in Germany


30,000 tracks available to download (from UMI)


			e-Compil





French initiative providing pre- and post-release digital downloads to 2,500 members 


13,000 tracks available to download (8,000 from UMI)


			OD2





European Digital Service Provider supplying content to 8,000 subscribers for over 30 online retailers


Over 200,000 tracks available to download (30,000 from UMI)











In 12 months, these three legitimate services have generated about €200k in royalties for UMI labels


Popfile


e-Compil


OD2


€110k Royalties*


€60k Royalties*


€20k Royalties


>60K events due to promotional activity


Burns


Downloads


Streams


Universal tracks “purchased”





Burns


Burns


Note:     *Approximate figures after deducting publishing @ 10% of consumer price and delivery costs borne by UM companies


Source:  Companies




















Distribution of revenues within Universal Music


			All revenues should be paid in to the Royalty Reporting function at Baarn, along with reporting on a track-by-track (ISRC) basis:





Track name, artist name and ISRC


Territory Information


Information on whether transaction was stream, download or burn


Date and time of transaction


			Baarn accounts to repertoire owners at the appropriate All-in-Fee rate as stated in the AIF Agreement





Baarn takes a small percentage admin charge from the total


			The balance of the revenue received from the ePartner (after paying royalties to rep owners and taking an admin fee) is passed on to the territory in which the customer is based














OD2 provides an opportunity to distribute music through a number of different online retailers


			OD2 is currently the only independent company in Europe with licences from all 5 major record companies for pan-European distribution of digital music





Over 200,000 legitimate tracks available online


			Acts as a technology provider and “digital wholesaler” for online retailers





OD2 provides a white label shop which is branded by the retailer


The retailer may be the online arm of a record store (e.g. HMV, Virgin), an ISP (e.g. Tiscali, BT OpenWorld), or some other branded site (e.g. MTV)


			Recent deals announced by OD2 retailers have significantly increased the profile of online music in Europe





MSN allows a la carte downloads of music directly from the Windows Media Player, seen as “beating Apple to the European market”











OD2 acts like a “digital wholesaler”, providing digital music from the record labels to online retailers


Record Labels


			Provide content either as CD or a Digital File





OD2


			Aggregates and stores all content


			Delivers music to consumer


			Collects payment from consumers and reports to labels





Retailers


			Provide brand and “shop front”


			Undertake marketing activity





Consumers


			Do not realise that they deal with OD2.  They only see the retailer











































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































Revenue generation is possible from music videos, not just promotion


			MusicBrigade pays UMI a royalty of the greater of:





30% of all revenues


€0.02 per stream (discounted in the early stages of the deal)


			Over 1,000,000 streams of UMI videos





Represents 34.7% of all streams since start


Under 10% of all videos available are from UMI


			A source of revenue generation for what is usually seen as a promotional asset





Thousands of Streams


Monthly UMI Streams on MusicBrigade


UMI Streams


Other Streams














Interest in Digital Music Distribution has escalated in recent months


			T-Online





Contract in final negotiation for GAS digital downloads


			EUK





Contract being prepared for UK digital downloads


			Telefónica





Finalising terms for Spanish downloads and potential Latin America roll-out


			Apple iTunes





Discussion of terms for potential European launch mid-2004


			Rhapsody





Streaming subscription service expanding from US to Europe


			24/7 Music Shop





Request ability to add International content to Danish service and expand to other European territories


			Entriq





Request ability to provide DSP service to retailers in Asia


			Napster (PressPlay)





Potential for UK residents to access the Napster service


Select Examples











Online deals have to consider a number of complex, inter-related issues





Supply Content


(Either Physical or Electronic)


Clearance Procedures


(Obtain as much of the required content as possible)


Artist Rights


(Issues such as RAT, samples, featured artists)


Release Issues (territory / timing)


(Especially difficult with multiple-territory deals)














Negotiate / Advise on Deals


(eLabs main role)


Business Models


(Generate the highest value of UMI)


Content


 (Provide the best possible content to the ePartners to drive their businesses)








Metadata Requirements


(Required by ePartner for their business and by Baarn for correct accounting)





Royalty Reporting Requirements


(Required by Baarn for correct accounting)


Analysis of Reports / Business Model


(Audit reporting, plus learn from business models to share with others in future)


























Several key issues need to be resolved when setting up an online music deal


			eLabs is finalising an amalgamated pack of information & guidelines for territories discussing local online deals





Protection of Content:


DRM Technologies preferred


Business rules required


Security of the central servers


Digital Delivery (DAVe system) requirements


Systems required by ePartners to receive music digitally from UMI


Working with Digital Infrastructure Group


Business terms / pricing


Varies by geography, business model (subscription vs a la carte) and distribution method (burn, download or stream)


Working with Commercial Affairs


Royalty reporting requirements


Information to be reported back to UMI


Working with Central Royalty Accounting Systems
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How eLabs acts as a central resource for UMI


			Assists with central UMI activities





Negotiation of online & mobile publishing rates


EU DRM / Copyright issues


Microsoft Anti-competition investigation


			Provides guidance and assistance with business models and deal structuring





Pricing and revenue shares


Appropriate consumer models


Likelihood of success, based on experience gained by other territories


			Provides technology advice





Technical due diligence for new deals


Anti-Piracy activities (Media Defender, Copy Protection Assessment, Watermarking analysis)











Driving Industry Technical Standards


			Standards bodies





MPEG


MPEG-21 is defining an inter-operable Multi-Media framework. Our involvement now will ensure that the standard meets the needs of UMI when it is ratified


Content Reference Forum


Working on defining standards to enable the trading of content by reference. This will allow us to support future business models


Working with IFPI, RIAA on industry initiatives


			OEM liason





Discussions with companies such as Nokia, Siemens, Vodafone and Pace to explain the concerns held by the industry over DRM requirements











Agenda


			Introduction





			Anti-Piracy Activities





			New Business Development Online





			Central Advice





			Summary














Summary


			New Media offers ways to both protect existing revenue streams and to generate new revenue





			UMI’s approach to reversing the declining music market must include both “carrots” and “sticks”





			Several anti-piracy projects are both available and in operation





ensure that they are used to their full potential





			Support for new business opportunities online should be encouraged at all levels in the company














Thank You


Dan Whiley


Director, Business Development


Universal Music eLabs
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The contract pays Universal Music for all consumers’ activity on OD2


			UMI has a 1 year deal term with the option to extend this for two further years (in one-year steps) = 3 years in total


			OD2’s contract pays Universal Music a revenue share for downloads and streams that is the greater of:





48% (or 44% for “Launch Partners”- MSN, HMV, Tiscali and France Telecom’s properties) of consumer revenue less the cost of any burns and VAT, pro-rated by the percentage of downloads and streams which are of Universal content


€0.01 per stream and €0.07 per download


50% of total potential download revenue, pro-rated by the percentage of downloads and streams which are of Universal content


			For burns, OD2 pay 57% of recommended retail price (currently £0.99 / €1.50) less VAT


			Any publishing costs are paid by OD2 from their remaining share of revenue














Worked Example of flow of revenues (1):


			A consumer in Italy pays €7.99 for a month’s subscription to MSN Italy





Entitles him to 500 credits


			The consumer buys*:





43 Universal streams; 43 non-Universal streams  (86 credits)


10 Universal downloads; 10 non-Universal downloads (200 credits)


2 non-Universal burns (200 credits)


			UMI (Baarn) receives greater of:





(€7.99 - €1.19(VAT) - €2.72(cost of 2 burns less VAT)) x 44% x 50%(UMI share of transactions) = €0.90


43(streams) x €0.01 + 10(downloads) x €0.07 = €1.13


(50 x €0.07)(Total potential download revenue) x 50% x 50%(UMI share of transactions) = €0.875


cont...


Note:     * The consumer looses the the remaining 14 credits at the end of the month











Worked Example of flow of revenues (2):


			€1.13 is sent in to Baarn, along with details of the tracks streamed and downloaded


			Baarn deducts an admin fee of approximately 6%





€1.06 remaining


			The repertoire owners are paid according to the All-in-Fee Agreement





66.67% (AIF rate) for downloads and streams, so a total of €0.71 is paid


In this case, each download pays €0.0467 to the rep owner, each stream pays €0.0067


			Universal Music Italy receives the balance





€0.35
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Challenges for future development

		Lack of secure interoperability



People expect purchased music to play on all devices

Lack of hardware and software interoperability confuses and deters consumers

		Rampant piracy



Distorts the economics of the market when product is widely available for free

Discourages investment in legitimate propositions
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Universal Music eLabs





New Media Technology Update


Creating new revenues and protecting existing revenues
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How to reverse the decline in the market?


			The decline in the music market has been attributed to a number of different reasons





Internet Piracy


Home CD burning


Technology (CD format) Saturation


Increased Competition from other forms of Entertainment (Gaming, DVD, Pay-TV, Mobile phone etc)


			Home Copying and Internet Piracy indicate an increasing interest in music, not just a threat to traditional format sales


			New Media offer a number of ways to significantly grow the music market via a number of new channels





The Future?


Billions of US Dollars*


World Recorded Music Market


(with percentage fall 1999-2002)


Note:      * At variable exchange rates


Source:    IFPI


North America (15%)


Europe (16%)


Asia (29%)


RoW (40%)














Music Online – The Holistic Approach





“Sticks”





“Carrots”


Legal on-line Services


Legal Action













































































































































































































































































Copy Protection


Spoofs and Decoys


Education & PR
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CD Copy Protection


			Copy protection on commercial CDs is aimed at preventing casual copying of CDs 


			There were several problems with early copy protection





CDs would not play in all legitimate players (car stereos, PCs etc)


Protection was not 100% effective (Simple to circumvent, or not protected on all platforms)


Trade-off between benefits of preventing casual copying vs consumer dissatisfaction


			Several technologies are available which are trying to address these problems





Macrovision - CDS200-v5 being used on some UMI releases


First4Internet - awaiting latest full test results


SunnComm - recent test results more promising


Key4audio - awaiting samples of new system


			The decision to protect a CD is a local one





Protection is added during production at Hannover


Typical costs are €0.025 - €0.05 per disc


			CD Copy protection may deter casual copying, but it won’t stop P2P network availability























Peer-to-peer networks provide access to almost any track by any artist


3.4m users online


Multiple sources 


of content


Any artist, even New Artists











Media Defender uses multiple techniques to make P2P a very poor user experience


			MediaDefender is active on all major P2P networks, using 3 techniques:





Spoofing


Sending out false responses to P2P network requests.


Decoys


Sends a user a 30-second looped version of the song, rather than the full track


Swarming


Injects corrupt fragments into illegal downloads make them unlistenable (typically bursts of white or ‘screeching’ noise) 


			All of these impact the P2P user experience





Files are harder to download - many attempts will be blocked by spoofing


Many downloads turn out to be decoys or damaged by swarming


P2P becomes much more time consuming and frustrating


			Increases attractiveness of legal alternatives














How effective is Media Defender?


			37 titles currently being actively protected





Plans call for 80-100 to be protected at any one time


			51 million decoys have been sent out in response to 81m requests for these titles


			450 million spoofs have been served to prevent users from accessing these titles


			Average effectiveness of 82%





i.e. four times out of five a user will not get the music file they want


Examples of Effectiveness of Protection


Percentage of Decoy files available


Source:  Media Defender














The Media Defender Strategy


			Universal Music is spending $5m on Media Defender, of which $1.2m covers UMI





Budget is allocated out to OpCo’s 


			How much does it cost per title?





$1,000 / album month for most albums (up to 500k P2P requests / week)


$2,444 / $4,888 / album month for high and very high activity albums


Only a few albums will be charged at higher rate


			Suggested plan – 3 months of protection, starting from Promo Date





Typically 2months pre-release and 1month post-release


			What to do:





Form will be available on The Globe to request Media Defender cover


Need to fill in form and send CD to Neil Saxby at eLabs


We cannot process CDs without full details











Legal Activity – Support for IFPI / RIAA


			Project Hubcap





The monitoring of, and potential legal action against, ISPs and individual music sharers


RIAA announced on September 9th that over 250 individuals are being sued for “significant” copyright infringement


Appears to be having some effect – NPD figures indicate that there has been a 23% drop in the usage of P2P networks in USA since the project went public











Protection of Promo CDs


			Unfortunately, one of the more significant sources for music files on P2P networks is from promo CDs





Radio DJs, journalists and even record label staff save copies on their computers then make them available to share


			Watermarking promo discs provides the forensic “evidence” to identify the origin of any leaks





Each track is uniquely identifiable to the promo CD it came from


Tracks found on P2P networks can be traced back to a CD and hence an individual recipient


UMI can then decide what action to take against the parties responsible


			Currently evaluating a number of watermarking schemes





Expect to keep cost increment to approx £0.50 - £0.75 per promo disk
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The music market is expanding from one distribution model to many


PC Internet


Mobile


TV


Download with Burn


Temporary Download


Stream


Distribution / Device


Permanency


Business Model


Pay per Event


Subscription


One Distribution Model


Multiple Distribution Models











In the PC-Internet space, two main models have emerged


			Regular Payments


			Can be unlimited usage, or metered


			Appeals to higher-volume music listeners





			Pay per event (burn, download or stream)


			Appeals to lower-volume music listeners, or those who are new to online music





Subscription-based Services


A La Carte Services











Currently, Europe has three online music initiatives in operation


			Popfile.de





German initiative providing a la carte digital downloads in Germany


30,000 tracks available to download (from UMI)


			e-Compil





French initiative providing pre- and post-release digital downloads to 2,500 members 


13,000 tracks available to download (8,000 from UMI)


			OD2





European Digital Service Provider supplying content to 8,000 subscribers for over 30 online retailers


Over 200,000 tracks available to download (30,000 from UMI)











In 12 months, these three legitimate services have generated about €200k in royalties for UMI labels


Popfile


e-Compil


OD2


€110k Royalties*


€60k Royalties*


€20k Royalties


>60K events due to promotional activity


Burns


Downloads


Streams


Universal tracks “purchased”





Burns


Burns


Note:     *Approximate figures after deducting publishing @ 10% of consumer price and delivery costs borne by UM companies


Source:  Companies




















Distribution of revenues within Universal Music


			All revenues should be paid in to the Royalty Reporting function at Baarn, along with reporting on a track-by-track (ISRC) basis:





Track name, artist name and ISRC


Territory Information


Information on whether transaction was stream, download or burn


Date and time of transaction


			Baarn accounts to repertoire owners at the appropriate All-in-Fee rate as stated in the AIF Agreement





Baarn takes a small percentage admin charge from the total


			The balance of the revenue received from the ePartner (after paying royalties to rep owners and taking an admin fee) is passed on to the territory in which the customer is based














OD2 provides an opportunity to distribute music through a number of different online retailers


			OD2 is currently the only independent company in Europe with licences from all 5 major record companies for pan-European distribution of digital music





Over 200,000 legitimate tracks available online


			Acts as a technology provider and “digital wholesaler” for online retailers





OD2 provides a white label shop which is branded by the retailer


The retailer may be the online arm of a record store (e.g. HMV, Virgin), an ISP (e.g. Tiscali, BT OpenWorld), or some other branded site (e.g. MTV)


			Recent deals announced by OD2 retailers have significantly increased the profile of online music in Europe





MSN allows a la carte downloads of music directly from the Windows Media Player, seen as “beating Apple to the European market”











OD2 acts like a “digital wholesaler”, providing digital music from the record labels to online retailers


Record Labels


			Provide content either as CD or a Digital File





OD2


			Aggregates and stores all content


			Delivers music to consumer


			Collects payment from consumers and reports to labels





Retailers


			Provide brand and “shop front”


			Undertake marketing activity





Consumers


			Do not realise that they deal with OD2.  They only see the retailer











































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































Revenue generation is possible from music videos, not just promotion


			MusicBrigade pays UMI a royalty of the greater of:





30% of all revenues


€0.02 per stream (discounted in the early stages of the deal)


			Over 1,000,000 streams of UMI videos





Represents 34.7% of all streams since start


Under 10% of all videos available are from UMI


			A source of revenue generation for what is usually seen as a promotional asset





Thousands of Streams


Monthly UMI Streams on MusicBrigade


UMI Streams


Other Streams














Interest in Digital Music Distribution has escalated in recent months


			T-Online





Contract in final negotiation for GAS digital downloads


			EUK





Contract being prepared for UK digital downloads


			Telefónica





Finalising terms for Spanish downloads and potential Latin America roll-out


			Apple iTunes





Discussion of terms for potential European launch mid-2004


			Rhapsody





Streaming subscription service expanding from US to Europe


			24/7 Music Shop





Request ability to add International content to Danish service and expand to other European territories


			Entriq





Request ability to provide DSP service to retailers in Asia


			Napster (PressPlay)





Potential for UK residents to access the Napster service


Select Examples











Online deals have to consider a number of complex, inter-related issues





Supply Content


(Either Physical or Electronic)


Clearance Procedures


(Obtain as much of the required content as possible)


Artist Rights


(Issues such as RAT, samples, featured artists)


Release Issues (territory / timing)


(Especially difficult with multiple-territory deals)














Negotiate / Advise on Deals


(eLabs main role)


Business Models


(Generate the highest value of UMI)


Content


 (Provide the best possible content to the ePartners to drive their businesses)








Metadata Requirements


(Required by ePartner for their business and by Baarn for correct accounting)





Royalty Reporting Requirements


(Required by Baarn for correct accounting)


Analysis of Reports / Business Model


(Audit reporting, plus learn from business models to share with others in future)


























Several key issues need to be resolved when setting up an online music deal


			eLabs is finalising an amalgamated pack of information & guidelines for territories discussing local online deals





Protection of Content:


DRM Technologies preferred


Business rules required


Security of the central servers


Digital Delivery (DAVe system) requirements


Systems required by ePartners to receive music digitally from UMI


Working with Digital Infrastructure Group


Business terms / pricing


Varies by geography, business model (subscription vs a la carte) and distribution method (burn, download or stream)


Working with Commercial Affairs


Royalty reporting requirements


Information to be reported back to UMI


Working with Central Royalty Accounting Systems
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How eLabs acts as a central resource for UMI


			Assists with central UMI activities





Negotiation of online & mobile publishing rates


EU DRM / Copyright issues


Microsoft Anti-competition investigation


			Provides guidance and assistance with business models and deal structuring





Pricing and revenue shares


Appropriate consumer models


Likelihood of success, based on experience gained by other territories


			Provides technology advice





Technical due diligence for new deals


Anti-Piracy activities (Media Defender, Copy Protection Assessment, Watermarking analysis)











Driving Industry Technical Standards


			Standards bodies





MPEG


MPEG-21 is defining an inter-operable Multi-Media framework. Our involvement now will ensure that the standard meets the needs of UMI when it is ratified


Content Reference Forum


Working on defining standards to enable the trading of content by reference. This will allow us to support future business models


Working with IFPI, RIAA on industry initiatives


			OEM liason





Discussions with companies such as Nokia, Siemens, Vodafone and Pace to explain the concerns held by the industry over DRM requirements
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Summary


			New Media offers ways to both protect existing revenue streams and to generate new revenue





			UMI’s approach to reversing the declining music market must include both “carrots” and “sticks”





			Several anti-piracy projects are both available and in operation





ensure that they are used to their full potential





			Support for new business opportunities online should be encouraged at all levels in the company














Thank You


Dan Whiley


Director, Business Development


Universal Music eLabs
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The contract pays Universal Music for all consumers’ activity on OD2


			UMI has a 1 year deal term with the option to extend this for two further years (in one-year steps) = 3 years in total


			OD2’s contract pays Universal Music a revenue share for downloads and streams that is the greater of:





48% (or 44% for “Launch Partners”- MSN, HMV, Tiscali and France Telecom’s properties) of consumer revenue less the cost of any burns and VAT, pro-rated by the percentage of downloads and streams which are of Universal content


€0.01 per stream and €0.07 per download


50% of total potential download revenue, pro-rated by the percentage of downloads and streams which are of Universal content


			For burns, OD2 pay 57% of recommended retail price (currently £0.99 / €1.50) less VAT


			Any publishing costs are paid by OD2 from their remaining share of revenue














Worked Example of flow of revenues (1):


			A consumer in Italy pays €7.99 for a month’s subscription to MSN Italy





Entitles him to 500 credits


			The consumer buys*:





43 Universal streams; 43 non-Universal streams  (86 credits)


10 Universal downloads; 10 non-Universal downloads (200 credits)


2 non-Universal burns (200 credits)


			UMI (Baarn) receives greater of:





(€7.99 - €1.19(VAT) - €2.72(cost of 2 burns less VAT)) x 44% x 50%(UMI share of transactions) = €0.90


43(streams) x €0.01 + 10(downloads) x €0.07 = €1.13


(50 x €0.07)(Total potential download revenue) x 50% x 50%(UMI share of transactions) = €0.875


cont...


Note:     * The consumer looses the the remaining 14 credits at the end of the month











Worked Example of flow of revenues (2):


			€1.13 is sent in to Baarn, along with details of the tracks streamed and downloaded


			Baarn deducts an admin fee of approximately 6%





€1.06 remaining


			The repertoire owners are paid according to the All-in-Fee Agreement





66.67% (AIF rate) for downloads and streams, so a total of €0.71 is paid


In this case, each download pays €0.0467 to the rep owner, each stream pays €0.0067


			Universal Music Italy receives the balance





€0.35
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What is Peer-2-Peer?

		Technical protocols for file transfer from one machine to another



All peer-2-peer transfers require a look-up server of some type

Napster had this server on its own computers

Kazaa (FastTrack), Gnutella etc. push some server functions down to their users’ machines

Peer-2-peer is centrally developed and maintained, updates are pushed from centre

Filtering and controls are possible: virus, porn, other filters are already in place

It is always possible to know what is transferred across peer-2-peer networks 



		Transparent – whether encrypted or not



Several technologies have introduced encryption to try to prevent unwanted access to the data transfer – but anybody with decryption permission can view traffic



		Peer-2-Peer can optimize data transfer and network efficiencies



This can reduce costs for electronic distribution

Improve margins in what is already a very cost conscious business
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How to reverse the decline in the market?


			The decline in the music market has been attributed to a number of different reasons





Internet Piracy


Home CD burning


Technology (CD format) Saturation


Increased Competition from other forms of Entertainment (Gaming, DVD, Pay-TV, Mobile phone etc)


			Home Copying and Internet Piracy indicate an increasing interest in music, not just a threat to traditional format sales


			New Media offer a number of ways to significantly grow the music market via a number of new channels





The Future?


Billions of US Dollars*


World Recorded Music Market


(with percentage fall 1999-2002)


Note:      * At variable exchange rates


Source:    IFPI


North America (15%)


Europe (16%)


Asia (29%)


RoW (40%)














Music Online – The Holistic Approach





“Sticks”





“Carrots”


Legal on-line Services


Legal Action













































































































































































































































































Copy Protection


Spoofs and Decoys


Education & PR
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CD Copy Protection


			Copy protection on commercial CDs is aimed at preventing casual copying of CDs 


			There were several problems with early copy protection





CDs would not play in all legitimate players (car stereos, PCs etc)


Protection was not 100% effective (Simple to circumvent, or not protected on all platforms)


Trade-off between benefits of preventing casual copying vs consumer dissatisfaction


			Several technologies are available which are trying to address these problems





Macrovision - CDS200-v5 being used on some UMI releases


First4Internet - awaiting latest full test results


SunnComm - recent test results more promising


Key4audio - awaiting samples of new system


			The decision to protect a CD is a local one





Protection is added during production at Hannover


Typical costs are €0.025 - €0.05 per disc


			CD Copy protection may deter casual copying, but it won’t stop P2P network availability























Peer-to-peer networks provide access to almost any track by any artist


3.4m users online


Multiple sources 


of content


Any artist, even New Artists











Media Defender uses multiple techniques to make P2P a very poor user experience


			MediaDefender is active on all major P2P networks, using 3 techniques:





Spoofing


Sending out false responses to P2P network requests.


Decoys


Sends a user a 30-second looped version of the song, rather than the full track


Swarming


Injects corrupt fragments into illegal downloads make them unlistenable (typically bursts of white or ‘screeching’ noise) 


			All of these impact the P2P user experience





Files are harder to download - many attempts will be blocked by spoofing


Many downloads turn out to be decoys or damaged by swarming


P2P becomes much more time consuming and frustrating


			Increases attractiveness of legal alternatives














How effective is Media Defender?


			37 titles currently being actively protected





Plans call for 80-100 to be protected at any one time


			51 million decoys have been sent out in response to 81m requests for these titles


			450 million spoofs have been served to prevent users from accessing these titles


			Average effectiveness of 82%





i.e. four times out of five a user will not get the music file they want


Examples of Effectiveness of Protection


Percentage of Decoy files available


Source:  Media Defender














The Media Defender Strategy


			Universal Music is spending $5m on Media Defender, of which $1.2m covers UMI





Budget is allocated out to OpCo’s 


			How much does it cost per title?





$1,000 / album month for most albums (up to 500k P2P requests / week)


$2,444 / $4,888 / album month for high and very high activity albums


Only a few albums will be charged at higher rate


			Suggested plan – 3 months of protection, starting from Promo Date





Typically 2months pre-release and 1month post-release


			What to do:





Form will be available on The Globe to request Media Defender cover


Need to fill in form and send CD to Neil Saxby at eLabs


We cannot process CDs without full details











Legal Activity – Support for IFPI / RIAA


			Project Hubcap





The monitoring of, and potential legal action against, ISPs and individual music sharers


RIAA announced on September 9th that over 250 individuals are being sued for “significant” copyright infringement


Appears to be having some effect – NPD figures indicate that there has been a 23% drop in the usage of P2P networks in USA since the project went public











Protection of Promo CDs


			Unfortunately, one of the more significant sources for music files on P2P networks is from promo CDs





Radio DJs, journalists and even record label staff save copies on their computers then make them available to share


			Watermarking promo discs provides the forensic “evidence” to identify the origin of any leaks





Each track is uniquely identifiable to the promo CD it came from


Tracks found on P2P networks can be traced back to a CD and hence an individual recipient


UMI can then decide what action to take against the parties responsible


			Currently evaluating a number of watermarking schemes





Expect to keep cost increment to approx £0.50 - £0.75 per promo disk
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The music market is expanding from one distribution model to many


PC Internet


Mobile


TV


Download with Burn


Temporary Download


Stream


Distribution / Device


Permanency


Business Model


Pay per Event


Subscription


One Distribution Model


Multiple Distribution Models











In the PC-Internet space, two main models have emerged


			Regular Payments


			Can be unlimited usage, or metered


			Appeals to higher-volume music listeners





			Pay per event (burn, download or stream)


			Appeals to lower-volume music listeners, or those who are new to online music





Subscription-based Services


A La Carte Services











Currently, Europe has three online music initiatives in operation


			Popfile.de





German initiative providing a la carte digital downloads in Germany


30,000 tracks available to download (from UMI)


			e-Compil





French initiative providing pre- and post-release digital downloads to 2,500 members 


13,000 tracks available to download (8,000 from UMI)


			OD2





European Digital Service Provider supplying content to 8,000 subscribers for over 30 online retailers


Over 200,000 tracks available to download (30,000 from UMI)











In 12 months, these three legitimate services have generated about €200k in royalties for UMI labels


Popfile


e-Compil


OD2


€110k Royalties*


€60k Royalties*


€20k Royalties


>60K events due to promotional activity


Burns


Downloads


Streams


Universal tracks “purchased”





Burns


Burns


Note:     *Approximate figures after deducting publishing @ 10% of consumer price and delivery costs borne by UM companies


Source:  Companies




















Distribution of revenues within Universal Music


			All revenues should be paid in to the Royalty Reporting function at Baarn, along with reporting on a track-by-track (ISRC) basis:





Track name, artist name and ISRC


Territory Information


Information on whether transaction was stream, download or burn


Date and time of transaction


			Baarn accounts to repertoire owners at the appropriate All-in-Fee rate as stated in the AIF Agreement





Baarn takes a small percentage admin charge from the total


			The balance of the revenue received from the ePartner (after paying royalties to rep owners and taking an admin fee) is passed on to the territory in which the customer is based














OD2 provides an opportunity to distribute music through a number of different online retailers


			OD2 is currently the only independent company in Europe with licences from all 5 major record companies for pan-European distribution of digital music





Over 200,000 legitimate tracks available online


			Acts as a technology provider and “digital wholesaler” for online retailers





OD2 provides a white label shop which is branded by the retailer


The retailer may be the online arm of a record store (e.g. HMV, Virgin), an ISP (e.g. Tiscali, BT OpenWorld), or some other branded site (e.g. MTV)


			Recent deals announced by OD2 retailers have significantly increased the profile of online music in Europe





MSN allows a la carte downloads of music directly from the Windows Media Player, seen as “beating Apple to the European market”











OD2 acts like a “digital wholesaler”, providing digital music from the record labels to online retailers


Record Labels


			Provide content either as CD or a Digital File





OD2


			Aggregates and stores all content


			Delivers music to consumer


			Collects payment from consumers and reports to labels





Retailers


			Provide brand and “shop front”


			Undertake marketing activity





Consumers


			Do not realise that they deal with OD2.  They only see the retailer











































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































Revenue generation is possible from music videos, not just promotion


			MusicBrigade pays UMI a royalty of the greater of:





30% of all revenues


€0.02 per stream (discounted in the early stages of the deal)


			Over 1,000,000 streams of UMI videos





Represents 34.7% of all streams since start


Under 10% of all videos available are from UMI


			A source of revenue generation for what is usually seen as a promotional asset





Thousands of Streams


Monthly UMI Streams on MusicBrigade


UMI Streams


Other Streams














Interest in Digital Music Distribution has escalated in recent months


			T-Online





Contract in final negotiation for GAS digital downloads


			EUK





Contract being prepared for UK digital downloads


			Telefónica





Finalising terms for Spanish downloads and potential Latin America roll-out


			Apple iTunes





Discussion of terms for potential European launch mid-2004


			Rhapsody





Streaming subscription service expanding from US to Europe


			24/7 Music Shop





Request ability to add International content to Danish service and expand to other European territories


			Entriq





Request ability to provide DSP service to retailers in Asia


			Napster (PressPlay)





Potential for UK residents to access the Napster service


Select Examples











Online deals have to consider a number of complex, inter-related issues





Supply Content


(Either Physical or Electronic)


Clearance Procedures


(Obtain as much of the required content as possible)


Artist Rights


(Issues such as RAT, samples, featured artists)


Release Issues (territory / timing)


(Especially difficult with multiple-territory deals)














Negotiate / Advise on Deals


(eLabs main role)


Business Models


(Generate the highest value of UMI)


Content


 (Provide the best possible content to the ePartners to drive their businesses)








Metadata Requirements


(Required by ePartner for their business and by Baarn for correct accounting)





Royalty Reporting Requirements


(Required by Baarn for correct accounting)


Analysis of Reports / Business Model


(Audit reporting, plus learn from business models to share with others in future)


























Several key issues need to be resolved when setting up an online music deal


			eLabs is finalising an amalgamated pack of information & guidelines for territories discussing local online deals





Protection of Content:


DRM Technologies preferred


Business rules required


Security of the central servers


Digital Delivery (DAVe system) requirements


Systems required by ePartners to receive music digitally from UMI


Working with Digital Infrastructure Group


Business terms / pricing


Varies by geography, business model (subscription vs a la carte) and distribution method (burn, download or stream)


Working with Commercial Affairs


Royalty reporting requirements


Information to be reported back to UMI


Working with Central Royalty Accounting Systems
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How eLabs acts as a central resource for UMI


			Assists with central UMI activities





Negotiation of online & mobile publishing rates


EU DRM / Copyright issues


Microsoft Anti-competition investigation


			Provides guidance and assistance with business models and deal structuring





Pricing and revenue shares


Appropriate consumer models


Likelihood of success, based on experience gained by other territories


			Provides technology advice





Technical due diligence for new deals


Anti-Piracy activities (Media Defender, Copy Protection Assessment, Watermarking analysis)











Driving Industry Technical Standards


			Standards bodies





MPEG


MPEG-21 is defining an inter-operable Multi-Media framework. Our involvement now will ensure that the standard meets the needs of UMI when it is ratified


Content Reference Forum


Working on defining standards to enable the trading of content by reference. This will allow us to support future business models


Working with IFPI, RIAA on industry initiatives


			OEM liason





Discussions with companies such as Nokia, Siemens, Vodafone and Pace to explain the concerns held by the industry over DRM requirements
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Summary


			New Media offers ways to both protect existing revenue streams and to generate new revenue





			UMI’s approach to reversing the declining music market must include both “carrots” and “sticks”





			Several anti-piracy projects are both available and in operation





ensure that they are used to their full potential





			Support for new business opportunities online should be encouraged at all levels in the company














Thank You


Dan Whiley


Director, Business Development


Universal Music eLabs
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The contract pays Universal Music for all consumers’ activity on OD2


			UMI has a 1 year deal term with the option to extend this for two further years (in one-year steps) = 3 years in total


			OD2’s contract pays Universal Music a revenue share for downloads and streams that is the greater of:





48% (or 44% for “Launch Partners”- MSN, HMV, Tiscali and France Telecom’s properties) of consumer revenue less the cost of any burns and VAT, pro-rated by the percentage of downloads and streams which are of Universal content


€0.01 per stream and €0.07 per download


50% of total potential download revenue, pro-rated by the percentage of downloads and streams which are of Universal content


			For burns, OD2 pay 57% of recommended retail price (currently £0.99 / €1.50) less VAT


			Any publishing costs are paid by OD2 from their remaining share of revenue














Worked Example of flow of revenues (1):


			A consumer in Italy pays €7.99 for a month’s subscription to MSN Italy





Entitles him to 500 credits


			The consumer buys*:





43 Universal streams; 43 non-Universal streams  (86 credits)


10 Universal downloads; 10 non-Universal downloads (200 credits)


2 non-Universal burns (200 credits)


			UMI (Baarn) receives greater of:





(€7.99 - €1.19(VAT) - €2.72(cost of 2 burns less VAT)) x 44% x 50%(UMI share of transactions) = €0.90


43(streams) x €0.01 + 10(downloads) x €0.07 = €1.13


(50 x €0.07)(Total potential download revenue) x 50% x 50%(UMI share of transactions) = €0.875


cont...


Note:     * The consumer looses the the remaining 14 credits at the end of the month











Worked Example of flow of revenues (2):


			€1.13 is sent in to Baarn, along with details of the tracks streamed and downloaded


			Baarn deducts an admin fee of approximately 6%





€1.06 remaining


			The repertoire owners are paid according to the All-in-Fee Agreement





66.67% (AIF rate) for downloads and streams, so a total of €0.71 is paid


In this case, each download pays €0.0467 to the rep owner, each stream pays €0.0067


			Universal Music Italy receives the balance





€0.35
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Illegitimate Peer-2-Peer

		Services such as Kazaa, eDonkey are major businesses 

		Access to attractive (and infringing) copyrighted material drives massive traffic

		The objective is to create high-value, high-traffic advertising space

		These services facilitate and encourage widespread piracy of music, video, software and other intellectual property

		Consumers pay the price in many ways: spyware, adware, pop-ups, hidden interference with their IT setup, system security and performance problems, viruses, and risk of legal prosecution
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How to reverse the decline in the market?


			The decline in the music market has been attributed to a number of different reasons





Internet Piracy


Home CD burning


Technology (CD format) Saturation


Increased Competition from other forms of Entertainment (Gaming, DVD, Pay-TV, Mobile phone etc)


			Home Copying and Internet Piracy indicate an increasing interest in music, not just a threat to traditional format sales


			New Media offer a number of ways to significantly grow the music market via a number of new channels





The Future?


Billions of US Dollars*


World Recorded Music Market


(with percentage fall 1999-2002)


Note:      * At variable exchange rates


Source:    IFPI


North America (15%)


Europe (16%)


Asia (29%)


RoW (40%)














Music Online – The Holistic Approach





“Sticks”





“Carrots”


Legal on-line Services


Legal Action
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CD Copy Protection


			Copy protection on commercial CDs is aimed at preventing casual copying of CDs 


			There were several problems with early copy protection





CDs would not play in all legitimate players (car stereos, PCs etc)


Protection was not 100% effective (Simple to circumvent, or not protected on all platforms)


Trade-off between benefits of preventing casual copying vs consumer dissatisfaction


			Several technologies are available which are trying to address these problems





Macrovision - CDS200-v5 being used on some UMI releases


First4Internet - awaiting latest full test results


SunnComm - recent test results more promising


Key4audio - awaiting samples of new system


			The decision to protect a CD is a local one





Protection is added during production at Hannover


Typical costs are €0.025 - €0.05 per disc


			CD Copy protection may deter casual copying, but it won’t stop P2P network availability























Peer-to-peer networks provide access to almost any track by any artist


3.4m users online


Multiple sources 


of content


Any artist, even New Artists











Media Defender uses multiple techniques to make P2P a very poor user experience


			MediaDefender is active on all major P2P networks, using 3 techniques:





Spoofing


Sending out false responses to P2P network requests.


Decoys


Sends a user a 30-second looped version of the song, rather than the full track


Swarming


Injects corrupt fragments into illegal downloads make them unlistenable (typically bursts of white or ‘screeching’ noise) 


			All of these impact the P2P user experience





Files are harder to download - many attempts will be blocked by spoofing


Many downloads turn out to be decoys or damaged by swarming


P2P becomes much more time consuming and frustrating


			Increases attractiveness of legal alternatives














How effective is Media Defender?


			37 titles currently being actively protected





Plans call for 80-100 to be protected at any one time


			51 million decoys have been sent out in response to 81m requests for these titles


			450 million spoofs have been served to prevent users from accessing these titles


			Average effectiveness of 82%





i.e. four times out of five a user will not get the music file they want


Examples of Effectiveness of Protection


Percentage of Decoy files available


Source:  Media Defender














The Media Defender Strategy


			Universal Music is spending $5m on Media Defender, of which $1.2m covers UMI





Budget is allocated out to OpCo’s 


			How much does it cost per title?





$1,000 / album month for most albums (up to 500k P2P requests / week)


$2,444 / $4,888 / album month for high and very high activity albums


Only a few albums will be charged at higher rate


			Suggested plan – 3 months of protection, starting from Promo Date





Typically 2months pre-release and 1month post-release


			What to do:





Form will be available on The Globe to request Media Defender cover


Need to fill in form and send CD to Neil Saxby at eLabs


We cannot process CDs without full details











Legal Activity – Support for IFPI / RIAA


			Project Hubcap





The monitoring of, and potential legal action against, ISPs and individual music sharers


RIAA announced on September 9th that over 250 individuals are being sued for “significant” copyright infringement


Appears to be having some effect – NPD figures indicate that there has been a 23% drop in the usage of P2P networks in USA since the project went public











Protection of Promo CDs


			Unfortunately, one of the more significant sources for music files on P2P networks is from promo CDs





Radio DJs, journalists and even record label staff save copies on their computers then make them available to share


			Watermarking promo discs provides the forensic “evidence” to identify the origin of any leaks





Each track is uniquely identifiable to the promo CD it came from


Tracks found on P2P networks can be traced back to a CD and hence an individual recipient


UMI can then decide what action to take against the parties responsible


			Currently evaluating a number of watermarking schemes





Expect to keep cost increment to approx £0.50 - £0.75 per promo disk
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The music market is expanding from one distribution model to many


PC Internet


Mobile


TV


Download with Burn


Temporary Download


Stream


Distribution / Device


Permanency


Business Model


Pay per Event


Subscription


One Distribution Model


Multiple Distribution Models











In the PC-Internet space, two main models have emerged


			Regular Payments


			Can be unlimited usage, or metered


			Appeals to higher-volume music listeners





			Pay per event (burn, download or stream)


			Appeals to lower-volume music listeners, or those who are new to online music





Subscription-based Services


A La Carte Services











Currently, Europe has three online music initiatives in operation


			Popfile.de





German initiative providing a la carte digital downloads in Germany


30,000 tracks available to download (from UMI)


			e-Compil





French initiative providing pre- and post-release digital downloads to 2,500 members 


13,000 tracks available to download (8,000 from UMI)


			OD2





European Digital Service Provider supplying content to 8,000 subscribers for over 30 online retailers


Over 200,000 tracks available to download (30,000 from UMI)











In 12 months, these three legitimate services have generated about €200k in royalties for UMI labels


Popfile


e-Compil


OD2


€110k Royalties*


€60k Royalties*


€20k Royalties


>60K events due to promotional activity


Burns


Downloads


Streams


Universal tracks “purchased”





Burns


Burns


Note:     *Approximate figures after deducting publishing @ 10% of consumer price and delivery costs borne by UM companies


Source:  Companies




















Distribution of revenues within Universal Music


			All revenues should be paid in to the Royalty Reporting function at Baarn, along with reporting on a track-by-track (ISRC) basis:





Track name, artist name and ISRC


Territory Information


Information on whether transaction was stream, download or burn


Date and time of transaction


			Baarn accounts to repertoire owners at the appropriate All-in-Fee rate as stated in the AIF Agreement





Baarn takes a small percentage admin charge from the total


			The balance of the revenue received from the ePartner (after paying royalties to rep owners and taking an admin fee) is passed on to the territory in which the customer is based














OD2 provides an opportunity to distribute music through a number of different online retailers


			OD2 is currently the only independent company in Europe with licences from all 5 major record companies for pan-European distribution of digital music





Over 200,000 legitimate tracks available online


			Acts as a technology provider and “digital wholesaler” for online retailers





OD2 provides a white label shop which is branded by the retailer


The retailer may be the online arm of a record store (e.g. HMV, Virgin), an ISP (e.g. Tiscali, BT OpenWorld), or some other branded site (e.g. MTV)


			Recent deals announced by OD2 retailers have significantly increased the profile of online music in Europe





MSN allows a la carte downloads of music directly from the Windows Media Player, seen as “beating Apple to the European market”











OD2 acts like a “digital wholesaler”, providing digital music from the record labels to online retailers


Record Labels


			Provide content either as CD or a Digital File





OD2


			Aggregates and stores all content


			Delivers music to consumer


			Collects payment from consumers and reports to labels





Retailers


			Provide brand and “shop front”


			Undertake marketing activity





Consumers


			Do not realise that they deal with OD2.  They only see the retailer











































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































Revenue generation is possible from music videos, not just promotion


			MusicBrigade pays UMI a royalty of the greater of:





30% of all revenues


€0.02 per stream (discounted in the early stages of the deal)


			Over 1,000,000 streams of UMI videos





Represents 34.7% of all streams since start


Under 10% of all videos available are from UMI


			A source of revenue generation for what is usually seen as a promotional asset





Thousands of Streams


Monthly UMI Streams on MusicBrigade


UMI Streams


Other Streams














Interest in Digital Music Distribution has escalated in recent months


			T-Online





Contract in final negotiation for GAS digital downloads


			EUK





Contract being prepared for UK digital downloads


			Telefónica





Finalising terms for Spanish downloads and potential Latin America roll-out


			Apple iTunes





Discussion of terms for potential European launch mid-2004


			Rhapsody





Streaming subscription service expanding from US to Europe


			24/7 Music Shop





Request ability to add International content to Danish service and expand to other European territories


			Entriq





Request ability to provide DSP service to retailers in Asia


			Napster (PressPlay)





Potential for UK residents to access the Napster service


Select Examples











Online deals have to consider a number of complex, inter-related issues





Supply Content


(Either Physical or Electronic)


Clearance Procedures


(Obtain as much of the required content as possible)


Artist Rights


(Issues such as RAT, samples, featured artists)


Release Issues (territory / timing)


(Especially difficult with multiple-territory deals)














Negotiate / Advise on Deals


(eLabs main role)


Business Models


(Generate the highest value of UMI)


Content


 (Provide the best possible content to the ePartners to drive their businesses)








Metadata Requirements


(Required by ePartner for their business and by Baarn for correct accounting)





Royalty Reporting Requirements


(Required by Baarn for correct accounting)


Analysis of Reports / Business Model


(Audit reporting, plus learn from business models to share with others in future)


























Several key issues need to be resolved when setting up an online music deal


			eLabs is finalising an amalgamated pack of information & guidelines for territories discussing local online deals





Protection of Content:


DRM Technologies preferred


Business rules required


Security of the central servers


Digital Delivery (DAVe system) requirements


Systems required by ePartners to receive music digitally from UMI


Working with Digital Infrastructure Group


Business terms / pricing


Varies by geography, business model (subscription vs a la carte) and distribution method (burn, download or stream)


Working with Commercial Affairs


Royalty reporting requirements


Information to be reported back to UMI


Working with Central Royalty Accounting Systems
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How eLabs acts as a central resource for UMI


			Assists with central UMI activities





Negotiation of online & mobile publishing rates


EU DRM / Copyright issues


Microsoft Anti-competition investigation


			Provides guidance and assistance with business models and deal structuring





Pricing and revenue shares


Appropriate consumer models


Likelihood of success, based on experience gained by other territories


			Provides technology advice





Technical due diligence for new deals


Anti-Piracy activities (Media Defender, Copy Protection Assessment, Watermarking analysis)











Driving Industry Technical Standards


			Standards bodies





MPEG


MPEG-21 is defining an inter-operable Multi-Media framework. Our involvement now will ensure that the standard meets the needs of UMI when it is ratified


Content Reference Forum


Working on defining standards to enable the trading of content by reference. This will allow us to support future business models


Working with IFPI, RIAA on industry initiatives


			OEM liason





Discussions with companies such as Nokia, Siemens, Vodafone and Pace to explain the concerns held by the industry over DRM requirements
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Summary


			New Media offers ways to both protect existing revenue streams and to generate new revenue





			UMI’s approach to reversing the declining music market must include both “carrots” and “sticks”





			Several anti-piracy projects are both available and in operation





ensure that they are used to their full potential





			Support for new business opportunities online should be encouraged at all levels in the company














Thank You


Dan Whiley


Director, Business Development


Universal Music eLabs











Agenda


			Introduction





			Anti-Piracy Activities





			New Business Development Online





			Central Advice





			Summary





			Appendix














The contract pays Universal Music for all consumers’ activity on OD2


			UMI has a 1 year deal term with the option to extend this for two further years (in one-year steps) = 3 years in total


			OD2’s contract pays Universal Music a revenue share for downloads and streams that is the greater of:





48% (or 44% for “Launch Partners”- MSN, HMV, Tiscali and France Telecom’s properties) of consumer revenue less the cost of any burns and VAT, pro-rated by the percentage of downloads and streams which are of Universal content


€0.01 per stream and €0.07 per download


50% of total potential download revenue, pro-rated by the percentage of downloads and streams which are of Universal content


			For burns, OD2 pay 57% of recommended retail price (currently £0.99 / €1.50) less VAT


			Any publishing costs are paid by OD2 from their remaining share of revenue














Worked Example of flow of revenues (1):


			A consumer in Italy pays €7.99 for a month’s subscription to MSN Italy





Entitles him to 500 credits


			The consumer buys*:





43 Universal streams; 43 non-Universal streams  (86 credits)


10 Universal downloads; 10 non-Universal downloads (200 credits)


2 non-Universal burns (200 credits)


			UMI (Baarn) receives greater of:





(€7.99 - €1.19(VAT) - €2.72(cost of 2 burns less VAT)) x 44% x 50%(UMI share of transactions) = €0.90


43(streams) x €0.01 + 10(downloads) x €0.07 = €1.13


(50 x €0.07)(Total potential download revenue) x 50% x 50%(UMI share of transactions) = €0.875


cont...


Note:     * The consumer looses the the remaining 14 credits at the end of the month











Worked Example of flow of revenues (2):


			€1.13 is sent in to Baarn, along with details of the tracks streamed and downloaded


			Baarn deducts an admin fee of approximately 6%





€1.06 remaining


			The repertoire owners are paid according to the All-in-Fee Agreement





66.67% (AIF rate) for downloads and streams, so a total of €0.71 is paid


In this case, each download pays €0.0467 to the rep owner, each stream pays €0.0067


			Universal Music Italy receives the balance





€0.35
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Multiple Business Models

		A La Carte Downloads, Mobile and Internet

		Subscription

		Video-on-Demand

		Legitimate P2P



Universal has a policy to license any business model—provided

It is secure : DRM ensures payment is made for approved usage

It is commercially viable 
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New Media Technology Update


Creating new revenues and protecting existing revenues
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How to reverse the decline in the market?


			The decline in the music market has been attributed to a number of different reasons





Internet Piracy


Home CD burning


Technology (CD format) Saturation


Increased Competition from other forms of Entertainment (Gaming, DVD, Pay-TV, Mobile phone etc)


			Home Copying and Internet Piracy indicate an increasing interest in music, not just a threat to traditional format sales


			New Media offer a number of ways to significantly grow the music market via a number of new channels





The Future?


Billions of US Dollars*


World Recorded Music Market


(with percentage fall 1999-2002)


Note:      * At variable exchange rates


Source:    IFPI


North America (15%)


Europe (16%)


Asia (29%)


RoW (40%)














Music Online – The Holistic Approach





“Sticks”





“Carrots”


Legal on-line Services


Legal Action
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CD Copy Protection


			Copy protection on commercial CDs is aimed at preventing casual copying of CDs 


			There were several problems with early copy protection





CDs would not play in all legitimate players (car stereos, PCs etc)


Protection was not 100% effective (Simple to circumvent, or not protected on all platforms)


Trade-off between benefits of preventing casual copying vs consumer dissatisfaction


			Several technologies are available which are trying to address these problems





Macrovision - CDS200-v5 being used on some UMI releases


First4Internet - awaiting latest full test results


SunnComm - recent test results more promising


Key4audio - awaiting samples of new system


			The decision to protect a CD is a local one





Protection is added during production at Hannover


Typical costs are €0.025 - €0.05 per disc


			CD Copy protection may deter casual copying, but it won’t stop P2P network availability























Peer-to-peer networks provide access to almost any track by any artist


3.4m users online


Multiple sources 


of content


Any artist, even New Artists











Media Defender uses multiple techniques to make P2P a very poor user experience


			MediaDefender is active on all major P2P networks, using 3 techniques:





Spoofing


Sending out false responses to P2P network requests.


Decoys


Sends a user a 30-second looped version of the song, rather than the full track


Swarming


Injects corrupt fragments into illegal downloads make them unlistenable (typically bursts of white or ‘screeching’ noise) 


			All of these impact the P2P user experience





Files are harder to download - many attempts will be blocked by spoofing


Many downloads turn out to be decoys or damaged by swarming


P2P becomes much more time consuming and frustrating


			Increases attractiveness of legal alternatives














How effective is Media Defender?


			37 titles currently being actively protected





Plans call for 80-100 to be protected at any one time


			51 million decoys have been sent out in response to 81m requests for these titles


			450 million spoofs have been served to prevent users from accessing these titles


			Average effectiveness of 82%





i.e. four times out of five a user will not get the music file they want


Examples of Effectiveness of Protection


Percentage of Decoy files available


Source:  Media Defender














The Media Defender Strategy


			Universal Music is spending $5m on Media Defender, of which $1.2m covers UMI





Budget is allocated out to OpCo’s 


			How much does it cost per title?





$1,000 / album month for most albums (up to 500k P2P requests / week)


$2,444 / $4,888 / album month for high and very high activity albums


Only a few albums will be charged at higher rate


			Suggested plan – 3 months of protection, starting from Promo Date





Typically 2months pre-release and 1month post-release


			What to do:





Form will be available on The Globe to request Media Defender cover


Need to fill in form and send CD to Neil Saxby at eLabs


We cannot process CDs without full details











Legal Activity – Support for IFPI / RIAA


			Project Hubcap





The monitoring of, and potential legal action against, ISPs and individual music sharers


RIAA announced on September 9th that over 250 individuals are being sued for “significant” copyright infringement


Appears to be having some effect – NPD figures indicate that there has been a 23% drop in the usage of P2P networks in USA since the project went public











Protection of Promo CDs


			Unfortunately, one of the more significant sources for music files on P2P networks is from promo CDs





Radio DJs, journalists and even record label staff save copies on their computers then make them available to share


			Watermarking promo discs provides the forensic “evidence” to identify the origin of any leaks





Each track is uniquely identifiable to the promo CD it came from


Tracks found on P2P networks can be traced back to a CD and hence an individual recipient


UMI can then decide what action to take against the parties responsible


			Currently evaluating a number of watermarking schemes





Expect to keep cost increment to approx £0.50 - £0.75 per promo disk
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The music market is expanding from one distribution model to many


PC Internet
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Download with Burn


Temporary Download


Stream


Distribution / Device


Permanency


Business Model


Pay per Event


Subscription


One Distribution Model


Multiple Distribution Models











In the PC-Internet space, two main models have emerged


			Regular Payments


			Can be unlimited usage, or metered


			Appeals to higher-volume music listeners





			Pay per event (burn, download or stream)


			Appeals to lower-volume music listeners, or those who are new to online music





Subscription-based Services


A La Carte Services











Currently, Europe has three online music initiatives in operation


			Popfile.de





German initiative providing a la carte digital downloads in Germany


30,000 tracks available to download (from UMI)


			e-Compil





French initiative providing pre- and post-release digital downloads to 2,500 members 


13,000 tracks available to download (8,000 from UMI)


			OD2





European Digital Service Provider supplying content to 8,000 subscribers for over 30 online retailers


Over 200,000 tracks available to download (30,000 from UMI)











In 12 months, these three legitimate services have generated about €200k in royalties for UMI labels


Popfile


e-Compil


OD2


€110k Royalties*


€60k Royalties*


€20k Royalties


>60K events due to promotional activity


Burns


Downloads


Streams


Universal tracks “purchased”





Burns


Burns


Note:     *Approximate figures after deducting publishing @ 10% of consumer price and delivery costs borne by UM companies


Source:  Companies




















Distribution of revenues within Universal Music


			All revenues should be paid in to the Royalty Reporting function at Baarn, along with reporting on a track-by-track (ISRC) basis:





Track name, artist name and ISRC


Territory Information


Information on whether transaction was stream, download or burn


Date and time of transaction


			Baarn accounts to repertoire owners at the appropriate All-in-Fee rate as stated in the AIF Agreement





Baarn takes a small percentage admin charge from the total


			The balance of the revenue received from the ePartner (after paying royalties to rep owners and taking an admin fee) is passed on to the territory in which the customer is based














OD2 provides an opportunity to distribute music through a number of different online retailers


			OD2 is currently the only independent company in Europe with licences from all 5 major record companies for pan-European distribution of digital music





Over 200,000 legitimate tracks available online


			Acts as a technology provider and “digital wholesaler” for online retailers





OD2 provides a white label shop which is branded by the retailer


The retailer may be the online arm of a record store (e.g. HMV, Virgin), an ISP (e.g. Tiscali, BT OpenWorld), or some other branded site (e.g. MTV)


			Recent deals announced by OD2 retailers have significantly increased the profile of online music in Europe





MSN allows a la carte downloads of music directly from the Windows Media Player, seen as “beating Apple to the European market”











OD2 acts like a “digital wholesaler”, providing digital music from the record labels to online retailers


Record Labels


			Provide content either as CD or a Digital File





OD2


			Aggregates and stores all content


			Delivers music to consumer


			Collects payment from consumers and reports to labels





Retailers


			Provide brand and “shop front”


			Undertake marketing activity





Consumers


			Do not realise that they deal with OD2.  They only see the retailer











































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































Revenue generation is possible from music videos, not just promotion


			MusicBrigade pays UMI a royalty of the greater of:





30% of all revenues


€0.02 per stream (discounted in the early stages of the deal)


			Over 1,000,000 streams of UMI videos





Represents 34.7% of all streams since start


Under 10% of all videos available are from UMI


			A source of revenue generation for what is usually seen as a promotional asset





Thousands of Streams


Monthly UMI Streams on MusicBrigade


UMI Streams


Other Streams














Interest in Digital Music Distribution has escalated in recent months


			T-Online





Contract in final negotiation for GAS digital downloads


			EUK





Contract being prepared for UK digital downloads


			Telefónica





Finalising terms for Spanish downloads and potential Latin America roll-out


			Apple iTunes





Discussion of terms for potential European launch mid-2004


			Rhapsody





Streaming subscription service expanding from US to Europe


			24/7 Music Shop





Request ability to add International content to Danish service and expand to other European territories


			Entriq





Request ability to provide DSP service to retailers in Asia


			Napster (PressPlay)





Potential for UK residents to access the Napster service


Select Examples











Online deals have to consider a number of complex, inter-related issues





Supply Content


(Either Physical or Electronic)


Clearance Procedures


(Obtain as much of the required content as possible)


Artist Rights


(Issues such as RAT, samples, featured artists)


Release Issues (territory / timing)


(Especially difficult with multiple-territory deals)














Negotiate / Advise on Deals


(eLabs main role)


Business Models


(Generate the highest value of UMI)


Content


 (Provide the best possible content to the ePartners to drive their businesses)








Metadata Requirements


(Required by ePartner for their business and by Baarn for correct accounting)





Royalty Reporting Requirements


(Required by Baarn for correct accounting)


Analysis of Reports / Business Model


(Audit reporting, plus learn from business models to share with others in future)


























Several key issues need to be resolved when setting up an online music deal


			eLabs is finalising an amalgamated pack of information & guidelines for territories discussing local online deals





Protection of Content:


DRM Technologies preferred


Business rules required


Security of the central servers


Digital Delivery (DAVe system) requirements


Systems required by ePartners to receive music digitally from UMI


Working with Digital Infrastructure Group


Business terms / pricing


Varies by geography, business model (subscription vs a la carte) and distribution method (burn, download or stream)


Working with Commercial Affairs


Royalty reporting requirements


Information to be reported back to UMI


Working with Central Royalty Accounting Systems
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How eLabs acts as a central resource for UMI


			Assists with central UMI activities





Negotiation of online & mobile publishing rates


EU DRM / Copyright issues


Microsoft Anti-competition investigation


			Provides guidance and assistance with business models and deal structuring





Pricing and revenue shares


Appropriate consumer models


Likelihood of success, based on experience gained by other territories


			Provides technology advice





Technical due diligence for new deals


Anti-Piracy activities (Media Defender, Copy Protection Assessment, Watermarking analysis)











Driving Industry Technical Standards


			Standards bodies





MPEG


MPEG-21 is defining an inter-operable Multi-Media framework. Our involvement now will ensure that the standard meets the needs of UMI when it is ratified


Content Reference Forum


Working on defining standards to enable the trading of content by reference. This will allow us to support future business models


Working with IFPI, RIAA on industry initiatives


			OEM liason





Discussions with companies such as Nokia, Siemens, Vodafone and Pace to explain the concerns held by the industry over DRM requirements
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Summary


			New Media offers ways to both protect existing revenue streams and to generate new revenue





			UMI’s approach to reversing the declining music market must include both “carrots” and “sticks”





			Several anti-piracy projects are both available and in operation





ensure that they are used to their full potential





			Support for new business opportunities online should be encouraged at all levels in the company














Thank You


Dan Whiley


Director, Business Development


Universal Music eLabs
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The contract pays Universal Music for all consumers’ activity on OD2


			UMI has a 1 year deal term with the option to extend this for two further years (in one-year steps) = 3 years in total


			OD2’s contract pays Universal Music a revenue share for downloads and streams that is the greater of:





48% (or 44% for “Launch Partners”- MSN, HMV, Tiscali and France Telecom’s properties) of consumer revenue less the cost of any burns and VAT, pro-rated by the percentage of downloads and streams which are of Universal content


€0.01 per stream and €0.07 per download


50% of total potential download revenue, pro-rated by the percentage of downloads and streams which are of Universal content


			For burns, OD2 pay 57% of recommended retail price (currently £0.99 / €1.50) less VAT


			Any publishing costs are paid by OD2 from their remaining share of revenue














Worked Example of flow of revenues (1):


			A consumer in Italy pays €7.99 for a month’s subscription to MSN Italy





Entitles him to 500 credits


			The consumer buys*:





43 Universal streams; 43 non-Universal streams  (86 credits)


10 Universal downloads; 10 non-Universal downloads (200 credits)


2 non-Universal burns (200 credits)


			UMI (Baarn) receives greater of:





(€7.99 - €1.19(VAT) - €2.72(cost of 2 burns less VAT)) x 44% x 50%(UMI share of transactions) = €0.90


43(streams) x €0.01 + 10(downloads) x €0.07 = €1.13


(50 x €0.07)(Total potential download revenue) x 50% x 50%(UMI share of transactions) = €0.875


cont...


Note:     * The consumer looses the the remaining 14 credits at the end of the month











Worked Example of flow of revenues (2):


			€1.13 is sent in to Baarn, along with details of the tracks streamed and downloaded


			Baarn deducts an admin fee of approximately 6%





€1.06 remaining


			The repertoire owners are paid according to the All-in-Fee Agreement





66.67% (AIF rate) for downloads and streams, so a total of €0.71 is paid


In this case, each download pays €0.0467 to the rep owner, each stream pays €0.0067


			Universal Music Italy receives the balance





€0.35
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Through which…..

		Universal is currently working with services in 22 countries:



19 in Europe

3 in Asia-Pacific

Ongoing discussions in numerous further territories

		Universal content is legitimately available on over 150 stores:



Provided by digital music-specific brands, CE vendors, traditional music retailers, cross-media groups, FMCG brands etc.

		Over 6 million audio tracks delivered in total to business partners
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Universal Music eLabs





New Media Technology Update


Creating new revenues and protecting existing revenues
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How to reverse the decline in the market?


			The decline in the music market has been attributed to a number of different reasons





Internet Piracy


Home CD burning


Technology (CD format) Saturation


Increased Competition from other forms of Entertainment (Gaming, DVD, Pay-TV, Mobile phone etc)


			Home Copying and Internet Piracy indicate an increasing interest in music, not just a threat to traditional format sales


			New Media offer a number of ways to significantly grow the music market via a number of new channels





The Future?


Billions of US Dollars*


World Recorded Music Market


(with percentage fall 1999-2002)


Note:      * At variable exchange rates


Source:    IFPI


North America (15%)


Europe (16%)


Asia (29%)


RoW (40%)














Music Online – The Holistic Approach





“Sticks”





“Carrots”


Legal on-line Services


Legal Action













































































































































































































































































Copy Protection


Spoofs and Decoys


Education & PR











Who are eLabs International?
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CD Copy Protection


			Copy protection on commercial CDs is aimed at preventing casual copying of CDs 


			There were several problems with early copy protection





CDs would not play in all legitimate players (car stereos, PCs etc)


Protection was not 100% effective (Simple to circumvent, or not protected on all platforms)


Trade-off between benefits of preventing casual copying vs consumer dissatisfaction


			Several technologies are available which are trying to address these problems





Macrovision - CDS200-v5 being used on some UMI releases


First4Internet - awaiting latest full test results


SunnComm - recent test results more promising


Key4audio - awaiting samples of new system


			The decision to protect a CD is a local one





Protection is added during production at Hannover


Typical costs are €0.025 - €0.05 per disc


			CD Copy protection may deter casual copying, but it won’t stop P2P network availability























Peer-to-peer networks provide access to almost any track by any artist


3.4m users online


Multiple sources 


of content


Any artist, even New Artists











Media Defender uses multiple techniques to make P2P a very poor user experience


			MediaDefender is active on all major P2P networks, using 3 techniques:





Spoofing


Sending out false responses to P2P network requests.


Decoys


Sends a user a 30-second looped version of the song, rather than the full track


Swarming


Injects corrupt fragments into illegal downloads make them unlistenable (typically bursts of white or ‘screeching’ noise) 


			All of these impact the P2P user experience





Files are harder to download - many attempts will be blocked by spoofing


Many downloads turn out to be decoys or damaged by swarming


P2P becomes much more time consuming and frustrating


			Increases attractiveness of legal alternatives














How effective is Media Defender?


			37 titles currently being actively protected





Plans call for 80-100 to be protected at any one time


			51 million decoys have been sent out in response to 81m requests for these titles


			450 million spoofs have been served to prevent users from accessing these titles


			Average effectiveness of 82%





i.e. four times out of five a user will not get the music file they want


Examples of Effectiveness of Protection


Percentage of Decoy files available


Source:  Media Defender














The Media Defender Strategy


			Universal Music is spending $5m on Media Defender, of which $1.2m covers UMI





Budget is allocated out to OpCo’s 


			How much does it cost per title?





$1,000 / album month for most albums (up to 500k P2P requests / week)


$2,444 / $4,888 / album month for high and very high activity albums


Only a few albums will be charged at higher rate


			Suggested plan – 3 months of protection, starting from Promo Date





Typically 2months pre-release and 1month post-release


			What to do:





Form will be available on The Globe to request Media Defender cover


Need to fill in form and send CD to Neil Saxby at eLabs


We cannot process CDs without full details











Legal Activity – Support for IFPI / RIAA


			Project Hubcap





The monitoring of, and potential legal action against, ISPs and individual music sharers


RIAA announced on September 9th that over 250 individuals are being sued for “significant” copyright infringement


Appears to be having some effect – NPD figures indicate that there has been a 23% drop in the usage of P2P networks in USA since the project went public











Protection of Promo CDs


			Unfortunately, one of the more significant sources for music files on P2P networks is from promo CDs





Radio DJs, journalists and even record label staff save copies on their computers then make them available to share


			Watermarking promo discs provides the forensic “evidence” to identify the origin of any leaks





Each track is uniquely identifiable to the promo CD it came from


Tracks found on P2P networks can be traced back to a CD and hence an individual recipient


UMI can then decide what action to take against the parties responsible


			Currently evaluating a number of watermarking schemes





Expect to keep cost increment to approx £0.50 - £0.75 per promo disk
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The music market is expanding from one distribution model to many


PC Internet


Mobile


TV


Download with Burn


Temporary Download


Stream


Distribution / Device


Permanency


Business Model


Pay per Event


Subscription


One Distribution Model


Multiple Distribution Models











In the PC-Internet space, two main models have emerged


			Regular Payments


			Can be unlimited usage, or metered


			Appeals to higher-volume music listeners





			Pay per event (burn, download or stream)


			Appeals to lower-volume music listeners, or those who are new to online music





Subscription-based Services


A La Carte Services











Currently, Europe has three online music initiatives in operation


			Popfile.de





German initiative providing a la carte digital downloads in Germany


30,000 tracks available to download (from UMI)


			e-Compil





French initiative providing pre- and post-release digital downloads to 2,500 members 


13,000 tracks available to download (8,000 from UMI)


			OD2





European Digital Service Provider supplying content to 8,000 subscribers for over 30 online retailers


Over 200,000 tracks available to download (30,000 from UMI)











In 12 months, these three legitimate services have generated about €200k in royalties for UMI labels


Popfile


e-Compil


OD2


€110k Royalties*


€60k Royalties*


€20k Royalties


>60K events due to promotional activity


Burns


Downloads


Streams


Universal tracks “purchased”





Burns


Burns


Note:     *Approximate figures after deducting publishing @ 10% of consumer price and delivery costs borne by UM companies


Source:  Companies




















Distribution of revenues within Universal Music


			All revenues should be paid in to the Royalty Reporting function at Baarn, along with reporting on a track-by-track (ISRC) basis:





Track name, artist name and ISRC


Territory Information


Information on whether transaction was stream, download or burn


Date and time of transaction


			Baarn accounts to repertoire owners at the appropriate All-in-Fee rate as stated in the AIF Agreement





Baarn takes a small percentage admin charge from the total


			The balance of the revenue received from the ePartner (after paying royalties to rep owners and taking an admin fee) is passed on to the territory in which the customer is based














OD2 provides an opportunity to distribute music through a number of different online retailers


			OD2 is currently the only independent company in Europe with licences from all 5 major record companies for pan-European distribution of digital music





Over 200,000 legitimate tracks available online


			Acts as a technology provider and “digital wholesaler” for online retailers





OD2 provides a white label shop which is branded by the retailer


The retailer may be the online arm of a record store (e.g. HMV, Virgin), an ISP (e.g. Tiscali, BT OpenWorld), or some other branded site (e.g. MTV)


			Recent deals announced by OD2 retailers have significantly increased the profile of online music in Europe





MSN allows a la carte downloads of music directly from the Windows Media Player, seen as “beating Apple to the European market”











OD2 acts like a “digital wholesaler”, providing digital music from the record labels to online retailers


Record Labels


			Provide content either as CD or a Digital File





OD2


			Aggregates and stores all content


			Delivers music to consumer


			Collects payment from consumers and reports to labels





Retailers


			Provide brand and “shop front”


			Undertake marketing activity





Consumers


			Do not realise that they deal with OD2.  They only see the retailer











































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































Revenue generation is possible from music videos, not just promotion


			MusicBrigade pays UMI a royalty of the greater of:





30% of all revenues


€0.02 per stream (discounted in the early stages of the deal)


			Over 1,000,000 streams of UMI videos





Represents 34.7% of all streams since start


Under 10% of all videos available are from UMI


			A source of revenue generation for what is usually seen as a promotional asset





Thousands of Streams


Monthly UMI Streams on MusicBrigade


UMI Streams


Other Streams














Interest in Digital Music Distribution has escalated in recent months


			T-Online





Contract in final negotiation for GAS digital downloads


			EUK





Contract being prepared for UK digital downloads


			Telefónica





Finalising terms for Spanish downloads and potential Latin America roll-out


			Apple iTunes





Discussion of terms for potential European launch mid-2004


			Rhapsody





Streaming subscription service expanding from US to Europe


			24/7 Music Shop





Request ability to add International content to Danish service and expand to other European territories


			Entriq





Request ability to provide DSP service to retailers in Asia


			Napster (PressPlay)





Potential for UK residents to access the Napster service


Select Examples











Online deals have to consider a number of complex, inter-related issues





Supply Content


(Either Physical or Electronic)


Clearance Procedures


(Obtain as much of the required content as possible)


Artist Rights


(Issues such as RAT, samples, featured artists)


Release Issues (territory / timing)


(Especially difficult with multiple-territory deals)














Negotiate / Advise on Deals


(eLabs main role)


Business Models


(Generate the highest value of UMI)


Content


 (Provide the best possible content to the ePartners to drive their businesses)








Metadata Requirements


(Required by ePartner for their business and by Baarn for correct accounting)





Royalty Reporting Requirements


(Required by Baarn for correct accounting)


Analysis of Reports / Business Model


(Audit reporting, plus learn from business models to share with others in future)


























Several key issues need to be resolved when setting up an online music deal


			eLabs is finalising an amalgamated pack of information & guidelines for territories discussing local online deals





Protection of Content:


DRM Technologies preferred


Business rules required


Security of the central servers


Digital Delivery (DAVe system) requirements


Systems required by ePartners to receive music digitally from UMI


Working with Digital Infrastructure Group


Business terms / pricing


Varies by geography, business model (subscription vs a la carte) and distribution method (burn, download or stream)


Working with Commercial Affairs


Royalty reporting requirements


Information to be reported back to UMI


Working with Central Royalty Accounting Systems
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How eLabs acts as a central resource for UMI


			Assists with central UMI activities





Negotiation of online & mobile publishing rates


EU DRM / Copyright issues


Microsoft Anti-competition investigation


			Provides guidance and assistance with business models and deal structuring





Pricing and revenue shares


Appropriate consumer models


Likelihood of success, based on experience gained by other territories


			Provides technology advice





Technical due diligence for new deals


Anti-Piracy activities (Media Defender, Copy Protection Assessment, Watermarking analysis)











Driving Industry Technical Standards


			Standards bodies





MPEG


MPEG-21 is defining an inter-operable Multi-Media framework. Our involvement now will ensure that the standard meets the needs of UMI when it is ratified


Content Reference Forum


Working on defining standards to enable the trading of content by reference. This will allow us to support future business models


Working with IFPI, RIAA on industry initiatives


			OEM liason





Discussions with companies such as Nokia, Siemens, Vodafone and Pace to explain the concerns held by the industry over DRM requirements
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Summary


			New Media offers ways to both protect existing revenue streams and to generate new revenue





			UMI’s approach to reversing the declining music market must include both “carrots” and “sticks”





			Several anti-piracy projects are both available and in operation





ensure that they are used to their full potential





			Support for new business opportunities online should be encouraged at all levels in the company














Thank You


Dan Whiley


Director, Business Development


Universal Music eLabs
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The contract pays Universal Music for all consumers’ activity on OD2


			UMI has a 1 year deal term with the option to extend this for two further years (in one-year steps) = 3 years in total


			OD2’s contract pays Universal Music a revenue share for downloads and streams that is the greater of:





48% (or 44% for “Launch Partners”- MSN, HMV, Tiscali and France Telecom’s properties) of consumer revenue less the cost of any burns and VAT, pro-rated by the percentage of downloads and streams which are of Universal content


€0.01 per stream and €0.07 per download


50% of total potential download revenue, pro-rated by the percentage of downloads and streams which are of Universal content


			For burns, OD2 pay 57% of recommended retail price (currently £0.99 / €1.50) less VAT


			Any publishing costs are paid by OD2 from their remaining share of revenue














Worked Example of flow of revenues (1):


			A consumer in Italy pays €7.99 for a month’s subscription to MSN Italy





Entitles him to 500 credits


			The consumer buys*:





43 Universal streams; 43 non-Universal streams  (86 credits)


10 Universal downloads; 10 non-Universal downloads (200 credits)


2 non-Universal burns (200 credits)


			UMI (Baarn) receives greater of:





(€7.99 - €1.19(VAT) - €2.72(cost of 2 burns less VAT)) x 44% x 50%(UMI share of transactions) = €0.90


43(streams) x €0.01 + 10(downloads) x €0.07 = €1.13


(50 x €0.07)(Total potential download revenue) x 50% x 50%(UMI share of transactions) = €0.875


cont...


Note:     * The consumer looses the the remaining 14 credits at the end of the month











Worked Example of flow of revenues (2):


			€1.13 is sent in to Baarn, along with details of the tracks streamed and downloaded


			Baarn deducts an admin fee of approximately 6%





€1.06 remaining


			The repertoire owners are paid according to the All-in-Fee Agreement





66.67% (AIF rate) for downloads and streams, so a total of €0.71 is paid


In this case, each download pays €0.0467 to the rep owner, each stream pays €0.0067


			Universal Music Italy receives the balance





€0.35
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Content availability

		Major investment in content management systems

		Large investment in on-line clearance to ensure accurate artist payments

		The entire active catalogue is available in each country



Back-catalogue product is being added all the time

		All new releases are available on or before physical release date

		A large number of digital special products are available on a weekly basis
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Universal Music eLabs





New Media Technology Update


Creating new revenues and protecting existing revenues
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How to reverse the decline in the market?


			The decline in the music market has been attributed to a number of different reasons





Internet Piracy


Home CD burning


Technology (CD format) Saturation


Increased Competition from other forms of Entertainment (Gaming, DVD, Pay-TV, Mobile phone etc)


			Home Copying and Internet Piracy indicate an increasing interest in music, not just a threat to traditional format sales


			New Media offer a number of ways to significantly grow the music market via a number of new channels





The Future?


Billions of US Dollars*


World Recorded Music Market


(with percentage fall 1999-2002)


Note:      * At variable exchange rates


Source:    IFPI


North America (15%)


Europe (16%)


Asia (29%)


RoW (40%)














Music Online – The Holistic Approach





“Sticks”





“Carrots”


Legal on-line Services


Legal Action













































































































































































































































































Copy Protection


Spoofs and Decoys


Education & PR











Who are eLabs International?
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CD Copy Protection


			Copy protection on commercial CDs is aimed at preventing casual copying of CDs 


			There were several problems with early copy protection





CDs would not play in all legitimate players (car stereos, PCs etc)


Protection was not 100% effective (Simple to circumvent, or not protected on all platforms)


Trade-off between benefits of preventing casual copying vs consumer dissatisfaction


			Several technologies are available which are trying to address these problems





Macrovision - CDS200-v5 being used on some UMI releases


First4Internet - awaiting latest full test results


SunnComm - recent test results more promising


Key4audio - awaiting samples of new system


			The decision to protect a CD is a local one





Protection is added during production at Hannover


Typical costs are €0.025 - €0.05 per disc


			CD Copy protection may deter casual copying, but it won’t stop P2P network availability























Peer-to-peer networks provide access to almost any track by any artist


3.4m users online


Multiple sources 


of content


Any artist, even New Artists











Media Defender uses multiple techniques to make P2P a very poor user experience


			MediaDefender is active on all major P2P networks, using 3 techniques:





Spoofing


Sending out false responses to P2P network requests.


Decoys


Sends a user a 30-second looped version of the song, rather than the full track


Swarming


Injects corrupt fragments into illegal downloads make them unlistenable (typically bursts of white or ‘screeching’ noise) 


			All of these impact the P2P user experience





Files are harder to download - many attempts will be blocked by spoofing


Many downloads turn out to be decoys or damaged by swarming


P2P becomes much more time consuming and frustrating


			Increases attractiveness of legal alternatives














How effective is Media Defender?


			37 titles currently being actively protected





Plans call for 80-100 to be protected at any one time


			51 million decoys have been sent out in response to 81m requests for these titles


			450 million spoofs have been served to prevent users from accessing these titles


			Average effectiveness of 82%





i.e. four times out of five a user will not get the music file they want


Examples of Effectiveness of Protection


Percentage of Decoy files available


Source:  Media Defender














The Media Defender Strategy


			Universal Music is spending $5m on Media Defender, of which $1.2m covers UMI





Budget is allocated out to OpCo’s 


			How much does it cost per title?





$1,000 / album month for most albums (up to 500k P2P requests / week)


$2,444 / $4,888 / album month for high and very high activity albums


Only a few albums will be charged at higher rate


			Suggested plan – 3 months of protection, starting from Promo Date





Typically 2months pre-release and 1month post-release


			What to do:





Form will be available on The Globe to request Media Defender cover


Need to fill in form and send CD to Neil Saxby at eLabs


We cannot process CDs without full details











Legal Activity – Support for IFPI / RIAA


			Project Hubcap





The monitoring of, and potential legal action against, ISPs and individual music sharers


RIAA announced on September 9th that over 250 individuals are being sued for “significant” copyright infringement


Appears to be having some effect – NPD figures indicate that there has been a 23% drop in the usage of P2P networks in USA since the project went public











Protection of Promo CDs


			Unfortunately, one of the more significant sources for music files on P2P networks is from promo CDs





Radio DJs, journalists and even record label staff save copies on their computers then make them available to share


			Watermarking promo discs provides the forensic “evidence” to identify the origin of any leaks





Each track is uniquely identifiable to the promo CD it came from


Tracks found on P2P networks can be traced back to a CD and hence an individual recipient


UMI can then decide what action to take against the parties responsible


			Currently evaluating a number of watermarking schemes





Expect to keep cost increment to approx £0.50 - £0.75 per promo disk
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The music market is expanding from one distribution model to many


PC Internet


Mobile


TV


Download with Burn


Temporary Download


Stream


Distribution / Device


Permanency


Business Model


Pay per Event


Subscription


One Distribution Model


Multiple Distribution Models











In the PC-Internet space, two main models have emerged


			Regular Payments


			Can be unlimited usage, or metered


			Appeals to higher-volume music listeners





			Pay per event (burn, download or stream)


			Appeals to lower-volume music listeners, or those who are new to online music





Subscription-based Services


A La Carte Services











Currently, Europe has three online music initiatives in operation


			Popfile.de





German initiative providing a la carte digital downloads in Germany


30,000 tracks available to download (from UMI)


			e-Compil





French initiative providing pre- and post-release digital downloads to 2,500 members 


13,000 tracks available to download (8,000 from UMI)


			OD2





European Digital Service Provider supplying content to 8,000 subscribers for over 30 online retailers


Over 200,000 tracks available to download (30,000 from UMI)











In 12 months, these three legitimate services have generated about €200k in royalties for UMI labels


Popfile


e-Compil


OD2


€110k Royalties*


€60k Royalties*


€20k Royalties


>60K events due to promotional activity


Burns


Downloads


Streams


Universal tracks “purchased”





Burns


Burns


Note:     *Approximate figures after deducting publishing @ 10% of consumer price and delivery costs borne by UM companies


Source:  Companies




















Distribution of revenues within Universal Music


			All revenues should be paid in to the Royalty Reporting function at Baarn, along with reporting on a track-by-track (ISRC) basis:





Track name, artist name and ISRC


Territory Information


Information on whether transaction was stream, download or burn


Date and time of transaction


			Baarn accounts to repertoire owners at the appropriate All-in-Fee rate as stated in the AIF Agreement





Baarn takes a small percentage admin charge from the total


			The balance of the revenue received from the ePartner (after paying royalties to rep owners and taking an admin fee) is passed on to the territory in which the customer is based














OD2 provides an opportunity to distribute music through a number of different online retailers


			OD2 is currently the only independent company in Europe with licences from all 5 major record companies for pan-European distribution of digital music





Over 200,000 legitimate tracks available online


			Acts as a technology provider and “digital wholesaler” for online retailers





OD2 provides a white label shop which is branded by the retailer


The retailer may be the online arm of a record store (e.g. HMV, Virgin), an ISP (e.g. Tiscali, BT OpenWorld), or some other branded site (e.g. MTV)


			Recent deals announced by OD2 retailers have significantly increased the profile of online music in Europe





MSN allows a la carte downloads of music directly from the Windows Media Player, seen as “beating Apple to the European market”











OD2 acts like a “digital wholesaler”, providing digital music from the record labels to online retailers


Record Labels


			Provide content either as CD or a Digital File





OD2


			Aggregates and stores all content


			Delivers music to consumer


			Collects payment from consumers and reports to labels





Retailers


			Provide brand and “shop front”


			Undertake marketing activity





Consumers


			Do not realise that they deal with OD2.  They only see the retailer











































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































Revenue generation is possible from music videos, not just promotion


			MusicBrigade pays UMI a royalty of the greater of:





30% of all revenues


€0.02 per stream (discounted in the early stages of the deal)


			Over 1,000,000 streams of UMI videos





Represents 34.7% of all streams since start


Under 10% of all videos available are from UMI


			A source of revenue generation for what is usually seen as a promotional asset





Thousands of Streams


Monthly UMI Streams on MusicBrigade


UMI Streams


Other Streams














Interest in Digital Music Distribution has escalated in recent months


			T-Online





Contract in final negotiation for GAS digital downloads


			EUK





Contract being prepared for UK digital downloads


			Telefónica





Finalising terms for Spanish downloads and potential Latin America roll-out


			Apple iTunes





Discussion of terms for potential European launch mid-2004


			Rhapsody





Streaming subscription service expanding from US to Europe


			24/7 Music Shop





Request ability to add International content to Danish service and expand to other European territories


			Entriq





Request ability to provide DSP service to retailers in Asia


			Napster (PressPlay)





Potential for UK residents to access the Napster service


Select Examples











Online deals have to consider a number of complex, inter-related issues





Supply Content


(Either Physical or Electronic)


Clearance Procedures


(Obtain as much of the required content as possible)


Artist Rights


(Issues such as RAT, samples, featured artists)


Release Issues (territory / timing)


(Especially difficult with multiple-territory deals)














Negotiate / Advise on Deals


(eLabs main role)


Business Models


(Generate the highest value of UMI)


Content


 (Provide the best possible content to the ePartners to drive their businesses)








Metadata Requirements


(Required by ePartner for their business and by Baarn for correct accounting)





Royalty Reporting Requirements


(Required by Baarn for correct accounting)


Analysis of Reports / Business Model


(Audit reporting, plus learn from business models to share with others in future)


























Several key issues need to be resolved when setting up an online music deal


			eLabs is finalising an amalgamated pack of information & guidelines for territories discussing local online deals





Protection of Content:


DRM Technologies preferred


Business rules required


Security of the central servers


Digital Delivery (DAVe system) requirements


Systems required by ePartners to receive music digitally from UMI


Working with Digital Infrastructure Group


Business terms / pricing


Varies by geography, business model (subscription vs a la carte) and distribution method (burn, download or stream)


Working with Commercial Affairs


Royalty reporting requirements


Information to be reported back to UMI


Working with Central Royalty Accounting Systems
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How eLabs acts as a central resource for UMI


			Assists with central UMI activities





Negotiation of online & mobile publishing rates


EU DRM / Copyright issues


Microsoft Anti-competition investigation


			Provides guidance and assistance with business models and deal structuring





Pricing and revenue shares


Appropriate consumer models


Likelihood of success, based on experience gained by other territories


			Provides technology advice





Technical due diligence for new deals


Anti-Piracy activities (Media Defender, Copy Protection Assessment, Watermarking analysis)











Driving Industry Technical Standards


			Standards bodies





MPEG


MPEG-21 is defining an inter-operable Multi-Media framework. Our involvement now will ensure that the standard meets the needs of UMI when it is ratified


Content Reference Forum


Working on defining standards to enable the trading of content by reference. This will allow us to support future business models


Working with IFPI, RIAA on industry initiatives


			OEM liason





Discussions with companies such as Nokia, Siemens, Vodafone and Pace to explain the concerns held by the industry over DRM requirements
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Summary


			New Media offers ways to both protect existing revenue streams and to generate new revenue





			UMI’s approach to reversing the declining music market must include both “carrots” and “sticks”





			Several anti-piracy projects are both available and in operation





ensure that they are used to their full potential





			Support for new business opportunities online should be encouraged at all levels in the company














Thank You


Dan Whiley


Director, Business Development


Universal Music eLabs
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The contract pays Universal Music for all consumers’ activity on OD2


			UMI has a 1 year deal term with the option to extend this for two further years (in one-year steps) = 3 years in total


			OD2’s contract pays Universal Music a revenue share for downloads and streams that is the greater of:





48% (or 44% for “Launch Partners”- MSN, HMV, Tiscali and France Telecom’s properties) of consumer revenue less the cost of any burns and VAT, pro-rated by the percentage of downloads and streams which are of Universal content


€0.01 per stream and €0.07 per download


50% of total potential download revenue, pro-rated by the percentage of downloads and streams which are of Universal content


			For burns, OD2 pay 57% of recommended retail price (currently £0.99 / €1.50) less VAT


			Any publishing costs are paid by OD2 from their remaining share of revenue














Worked Example of flow of revenues (1):


			A consumer in Italy pays €7.99 for a month’s subscription to MSN Italy





Entitles him to 500 credits


			The consumer buys*:





43 Universal streams; 43 non-Universal streams  (86 credits)


10 Universal downloads; 10 non-Universal downloads (200 credits)


2 non-Universal burns (200 credits)


			UMI (Baarn) receives greater of:





(€7.99 - €1.19(VAT) - €2.72(cost of 2 burns less VAT)) x 44% x 50%(UMI share of transactions) = €0.90


43(streams) x €0.01 + 10(downloads) x €0.07 = €1.13


(50 x €0.07)(Total potential download revenue) x 50% x 50%(UMI share of transactions) = €0.875


cont...


Note:     * The consumer looses the the remaining 14 credits at the end of the month











Worked Example of flow of revenues (2):


			€1.13 is sent in to Baarn, along with details of the tracks streamed and downloaded


			Baarn deducts an admin fee of approximately 6%





€1.06 remaining


			The repertoire owners are paid according to the All-in-Fee Agreement





66.67% (AIF rate) for downloads and streams, so a total of €0.71 is paid


In this case, each download pays €0.0467 to the rep owner, each stream pays €0.0067


			Universal Music Italy receives the balance





€0.35
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How to reverse the decline in the market?


			The decline in the music market has been attributed to a number of different reasons





Internet Piracy


Home CD burning


Technology (CD format) Saturation


Increased Competition from other forms of Entertainment (Gaming, DVD, Pay-TV, Mobile phone etc)


			Home Copying and Internet Piracy indicate an increasing interest in music, not just a threat to traditional format sales


			New Media offer a number of ways to significantly grow the music market via a number of new channels





The Future?


Billions of US Dollars*


World Recorded Music Market


(with percentage fall 1999-2002)


Note:      * At variable exchange rates


Source:    IFPI


North America (15%)


Europe (16%)


Asia (29%)


RoW (40%)














Music Online – The Holistic Approach





“Sticks”





“Carrots”


Legal on-line Services


Legal Action













































































































































































































































































Copy Protection


Spoofs and Decoys


Education & PR
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CD Copy Protection


			Copy protection on commercial CDs is aimed at preventing casual copying of CDs 


			There were several problems with early copy protection





CDs would not play in all legitimate players (car stereos, PCs etc)


Protection was not 100% effective (Simple to circumvent, or not protected on all platforms)


Trade-off between benefits of preventing casual copying vs consumer dissatisfaction


			Several technologies are available which are trying to address these problems





Macrovision - CDS200-v5 being used on some UMI releases


First4Internet - awaiting latest full test results


SunnComm - recent test results more promising


Key4audio - awaiting samples of new system


			The decision to protect a CD is a local one





Protection is added during production at Hannover


Typical costs are €0.025 - €0.05 per disc


			CD Copy protection may deter casual copying, but it won’t stop P2P network availability























Peer-to-peer networks provide access to almost any track by any artist


3.4m users online


Multiple sources 


of content


Any artist, even New Artists











Media Defender uses multiple techniques to make P2P a very poor user experience


			MediaDefender is active on all major P2P networks, using 3 techniques:





Spoofing


Sending out false responses to P2P network requests.


Decoys


Sends a user a 30-second looped version of the song, rather than the full track


Swarming


Injects corrupt fragments into illegal downloads make them unlistenable (typically bursts of white or ‘screeching’ noise) 


			All of these impact the P2P user experience





Files are harder to download - many attempts will be blocked by spoofing


Many downloads turn out to be decoys or damaged by swarming


P2P becomes much more time consuming and frustrating


			Increases attractiveness of legal alternatives














How effective is Media Defender?


			37 titles currently being actively protected





Plans call for 80-100 to be protected at any one time


			51 million decoys have been sent out in response to 81m requests for these titles


			450 million spoofs have been served to prevent users from accessing these titles


			Average effectiveness of 82%





i.e. four times out of five a user will not get the music file they want


Examples of Effectiveness of Protection


Percentage of Decoy files available


Source:  Media Defender














The Media Defender Strategy


			Universal Music is spending $5m on Media Defender, of which $1.2m covers UMI





Budget is allocated out to OpCo’s 


			How much does it cost per title?





$1,000 / album month for most albums (up to 500k P2P requests / week)


$2,444 / $4,888 / album month for high and very high activity albums


Only a few albums will be charged at higher rate


			Suggested plan – 3 months of protection, starting from Promo Date





Typically 2months pre-release and 1month post-release


			What to do:





Form will be available on The Globe to request Media Defender cover


Need to fill in form and send CD to Neil Saxby at eLabs


We cannot process CDs without full details











Legal Activity – Support for IFPI / RIAA


			Project Hubcap





The monitoring of, and potential legal action against, ISPs and individual music sharers


RIAA announced on September 9th that over 250 individuals are being sued for “significant” copyright infringement


Appears to be having some effect – NPD figures indicate that there has been a 23% drop in the usage of P2P networks in USA since the project went public











Protection of Promo CDs


			Unfortunately, one of the more significant sources for music files on P2P networks is from promo CDs





Radio DJs, journalists and even record label staff save copies on their computers then make them available to share


			Watermarking promo discs provides the forensic “evidence” to identify the origin of any leaks





Each track is uniquely identifiable to the promo CD it came from


Tracks found on P2P networks can be traced back to a CD and hence an individual recipient


UMI can then decide what action to take against the parties responsible


			Currently evaluating a number of watermarking schemes





Expect to keep cost increment to approx £0.50 - £0.75 per promo disk
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The music market is expanding from one distribution model to many


PC Internet


Mobile


TV


Download with Burn


Temporary Download


Stream


Distribution / Device


Permanency


Business Model


Pay per Event


Subscription


One Distribution Model


Multiple Distribution Models











In the PC-Internet space, two main models have emerged


			Regular Payments


			Can be unlimited usage, or metered


			Appeals to higher-volume music listeners





			Pay per event (burn, download or stream)


			Appeals to lower-volume music listeners, or those who are new to online music





Subscription-based Services


A La Carte Services











Currently, Europe has three online music initiatives in operation


			Popfile.de





German initiative providing a la carte digital downloads in Germany


30,000 tracks available to download (from UMI)


			e-Compil





French initiative providing pre- and post-release digital downloads to 2,500 members 


13,000 tracks available to download (8,000 from UMI)


			OD2





European Digital Service Provider supplying content to 8,000 subscribers for over 30 online retailers


Over 200,000 tracks available to download (30,000 from UMI)











In 12 months, these three legitimate services have generated about €200k in royalties for UMI labels


Popfile


e-Compil


OD2


€110k Royalties*


€60k Royalties*


€20k Royalties


>60K events due to promotional activity


Burns


Downloads


Streams


Universal tracks “purchased”





Burns


Burns


Note:     *Approximate figures after deducting publishing @ 10% of consumer price and delivery costs borne by UM companies


Source:  Companies




















Distribution of revenues within Universal Music


			All revenues should be paid in to the Royalty Reporting function at Baarn, along with reporting on a track-by-track (ISRC) basis:





Track name, artist name and ISRC


Territory Information


Information on whether transaction was stream, download or burn


Date and time of transaction


			Baarn accounts to repertoire owners at the appropriate All-in-Fee rate as stated in the AIF Agreement





Baarn takes a small percentage admin charge from the total


			The balance of the revenue received from the ePartner (after paying royalties to rep owners and taking an admin fee) is passed on to the territory in which the customer is based














OD2 provides an opportunity to distribute music through a number of different online retailers


			OD2 is currently the only independent company in Europe with licences from all 5 major record companies for pan-European distribution of digital music





Over 200,000 legitimate tracks available online


			Acts as a technology provider and “digital wholesaler” for online retailers





OD2 provides a white label shop which is branded by the retailer


The retailer may be the online arm of a record store (e.g. HMV, Virgin), an ISP (e.g. Tiscali, BT OpenWorld), or some other branded site (e.g. MTV)


			Recent deals announced by OD2 retailers have significantly increased the profile of online music in Europe





MSN allows a la carte downloads of music directly from the Windows Media Player, seen as “beating Apple to the European market”











OD2 acts like a “digital wholesaler”, providing digital music from the record labels to online retailers


Record Labels


			Provide content either as CD or a Digital File





OD2


			Aggregates and stores all content


			Delivers music to consumer


			Collects payment from consumers and reports to labels





Retailers


			Provide brand and “shop front”


			Undertake marketing activity





Consumers


			Do not realise that they deal with OD2.  They only see the retailer











































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































Revenue generation is possible from music videos, not just promotion


			MusicBrigade pays UMI a royalty of the greater of:





30% of all revenues


€0.02 per stream (discounted in the early stages of the deal)


			Over 1,000,000 streams of UMI videos





Represents 34.7% of all streams since start


Under 10% of all videos available are from UMI


			A source of revenue generation for what is usually seen as a promotional asset





Thousands of Streams


Monthly UMI Streams on MusicBrigade


UMI Streams


Other Streams














Interest in Digital Music Distribution has escalated in recent months


			T-Online





Contract in final negotiation for GAS digital downloads


			EUK





Contract being prepared for UK digital downloads


			Telefónica





Finalising terms for Spanish downloads and potential Latin America roll-out


			Apple iTunes





Discussion of terms for potential European launch mid-2004


			Rhapsody





Streaming subscription service expanding from US to Europe


			24/7 Music Shop





Request ability to add International content to Danish service and expand to other European territories


			Entriq





Request ability to provide DSP service to retailers in Asia


			Napster (PressPlay)





Potential for UK residents to access the Napster service


Select Examples











Online deals have to consider a number of complex, inter-related issues





Supply Content


(Either Physical or Electronic)


Clearance Procedures


(Obtain as much of the required content as possible)


Artist Rights


(Issues such as RAT, samples, featured artists)


Release Issues (territory / timing)


(Especially difficult with multiple-territory deals)














Negotiate / Advise on Deals


(eLabs main role)


Business Models


(Generate the highest value of UMI)


Content


 (Provide the best possible content to the ePartners to drive their businesses)








Metadata Requirements


(Required by ePartner for their business and by Baarn for correct accounting)





Royalty Reporting Requirements


(Required by Baarn for correct accounting)


Analysis of Reports / Business Model


(Audit reporting, plus learn from business models to share with others in future)


























Several key issues need to be resolved when setting up an online music deal


			eLabs is finalising an amalgamated pack of information & guidelines for territories discussing local online deals





Protection of Content:


DRM Technologies preferred


Business rules required


Security of the central servers


Digital Delivery (DAVe system) requirements


Systems required by ePartners to receive music digitally from UMI


Working with Digital Infrastructure Group


Business terms / pricing


Varies by geography, business model (subscription vs a la carte) and distribution method (burn, download or stream)


Working with Commercial Affairs


Royalty reporting requirements


Information to be reported back to UMI


Working with Central Royalty Accounting Systems
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How eLabs acts as a central resource for UMI


			Assists with central UMI activities





Negotiation of online & mobile publishing rates


EU DRM / Copyright issues


Microsoft Anti-competition investigation


			Provides guidance and assistance with business models and deal structuring





Pricing and revenue shares


Appropriate consumer models


Likelihood of success, based on experience gained by other territories


			Provides technology advice





Technical due diligence for new deals


Anti-Piracy activities (Media Defender, Copy Protection Assessment, Watermarking analysis)











Driving Industry Technical Standards


			Standards bodies





MPEG


MPEG-21 is defining an inter-operable Multi-Media framework. Our involvement now will ensure that the standard meets the needs of UMI when it is ratified


Content Reference Forum


Working on defining standards to enable the trading of content by reference. This will allow us to support future business models


Working with IFPI, RIAA on industry initiatives


			OEM liason





Discussions with companies such as Nokia, Siemens, Vodafone and Pace to explain the concerns held by the industry over DRM requirements
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Summary


			New Media offers ways to both protect existing revenue streams and to generate new revenue





			UMI’s approach to reversing the declining music market must include both “carrots” and “sticks”





			Several anti-piracy projects are both available and in operation





ensure that they are used to their full potential





			Support for new business opportunities online should be encouraged at all levels in the company














Thank You


Dan Whiley


Director, Business Development


Universal Music eLabs











Agenda


			Introduction





			Anti-Piracy Activities





			New Business Development Online





			Central Advice





			Summary





			Appendix














The contract pays Universal Music for all consumers’ activity on OD2


			UMI has a 1 year deal term with the option to extend this for two further years (in one-year steps) = 3 years in total


			OD2’s contract pays Universal Music a revenue share for downloads and streams that is the greater of:





48% (or 44% for “Launch Partners”- MSN, HMV, Tiscali and France Telecom’s properties) of consumer revenue less the cost of any burns and VAT, pro-rated by the percentage of downloads and streams which are of Universal content


€0.01 per stream and €0.07 per download


50% of total potential download revenue, pro-rated by the percentage of downloads and streams which are of Universal content


			For burns, OD2 pay 57% of recommended retail price (currently £0.99 / €1.50) less VAT


			Any publishing costs are paid by OD2 from their remaining share of revenue














Worked Example of flow of revenues (1):


			A consumer in Italy pays €7.99 for a month’s subscription to MSN Italy





Entitles him to 500 credits


			The consumer buys*:





43 Universal streams; 43 non-Universal streams  (86 credits)


10 Universal downloads; 10 non-Universal downloads (200 credits)


2 non-Universal burns (200 credits)


			UMI (Baarn) receives greater of:





(€7.99 - €1.19(VAT) - €2.72(cost of 2 burns less VAT)) x 44% x 50%(UMI share of transactions) = €0.90


43(streams) x €0.01 + 10(downloads) x €0.07 = €1.13


(50 x €0.07)(Total potential download revenue) x 50% x 50%(UMI share of transactions) = €0.875


cont...


Note:     * The consumer looses the the remaining 14 credits at the end of the month











Worked Example of flow of revenues (2):


			€1.13 is sent in to Baarn, along with details of the tracks streamed and downloaded


			Baarn deducts an admin fee of approximately 6%





€1.06 remaining


			The repertoire owners are paid according to the All-in-Fee Agreement





66.67% (AIF rate) for downloads and streams, so a total of €0.71 is paid


In this case, each download pays €0.0467 to the rep owner, each stream pays €0.0067


			Universal Music Italy receives the balance





€0.35
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