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The fastest-growing segment of the music industry is
the independent artist sector, defined as the revenue
generated by the master recording of all artists not
signed to a major or to an independent record label.

We anticipate that in 2020, the independent artist
i sector will generate $2B in revenue, achieving close to
10% market share of the broader industry and

representing ~32% year-over-year growth from 2019.
Current reports and articles significantly understate

the size and growth potential of this sector, particularly
given the exclusion of “mid-tail” distributors.

. INTRODUCTION

The maturation of the streaming market has created a new sector — the independent artist sector —
consisting of mainly additive revenue to the overall music industry. The newfound accessibility of
artists distributing to Digital Service Providers (DSPs) and the growth of video / social platforms have
together led to an exponentially expanding music marketplace. Newly empowered by a streamlined
digital ecosystem, the millions of musicians, producers, DJs, and other audio artists worldwide! who
are not signed to major or independent record labels are no longer reliant on CDs and legacy physical
production supply chains to reach their legions of fans worldwide.

The independent artist’s newfound claim to cultural relevance was evident as early as the middle of
the 2010s, particularly as the so-called “bedroom SoundCloud artist” skyrocketing to fame became an
increasingly common phenomenon. What was less clear, however, was whether this growing artist
contingent would manage to cut through and create revenue for themselves, as well as revenue that
would be additive to the overall record industry revenue pie. The existing industry paradigm was
rigid: an artist was either relegated to playing gigs at small local venues and passing out albums or
became one of the lucky few to walk the paved, institutional road to commercial success. Particularly
when widespread distribution could only happen through factory-manufactured CDs, the career paths
of an independent artist were binary.

However, dramatically shifting and evolving business models in the wake of audio streaming
adoption have broadened this definition of success — and self-sustainability — by widening the
continuum. After an initial rush of primarily free streaming and hosting services (SoundCloud,
MixCloud, etc.) — indebted to the legacy of YouTube, Napster, and piracy-oriented free hosting sites
like MegaUpload and MediaFire — a new landscape of independent artist distributors has emerged,
offering artists the ability to channel their music on to hundreds of DSPs worldwide. No longer
regionally restricted, artists are now able to create with the confidence that they can reach their
fanbase wherever in the world that may be.
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l. INTRODUCTION (CONT.)

The core distribution product, too, has evolved to differentiate in the face of rapidly proliferating
competition, shifting to offer broader monetization capabilities such as YouTube rights management
(Create Music Group, AdRev), publishing collection (Symphonic, Songtrust), and higher-touch
capabilities (Believe Digital, Kobalt’s AWAL, SoundCloud’s Repost Network). In a similar vein,
companies such as Bandcamp and Patreon offer compelling alternate paths to monetization, bringing
creators and fans closer than ever before. As a direct result, the independent artist who generates a
listener base of millions and can viably embark on multi-city tours and be scouted by record labels
online is a newly-created reality that was impossible to imagine two decades ago.

The impact of these fundamental industry changes has been immediate and the implications obvious.
MIDIiA estimated “artist direct” master revenue to be $472mm in 2017, $643mm in 20182, and
$873mm in 20193, growing more than three times as fast as the broader global music market over
that period at ~30% year-over-year, while Rolling Stone has separately projected the segment to
achieve $1bn+ in revenue in 20194. We believe previous estimates have underrepresented the size of
the market. Companies with strong demonstrated track records in the space have become attractive
M&A targets — such as AVL Digital’s CD Baby and FUGA, both acquired by Downtown Music
Holdings, as well as Repost Network, acquired by SoundCloud — while others have been founded with
a direct eye towards servicing this market.

The potential afforded by a democratized market is now beginning to be achieved and recognized. The
independent artist community represents an increasingly critical stakeholder in the music industry
today that continues to grow. Defining this segment with the aim of understanding its trajectory is
our key objective. Our work suggests that the independent artist recorded music sector
will achieve $2 billion in revenue in the calendar year 2020, representing
approximately 9% of the entire global recorded music industrys5.

OUR WORK SUGGESTS THAT THE
INDEPENDENT ARTIST RECORDED IN REVENUE
MUSIC SECTOR WILL ACHIEVE: IN THE CALENDAR YEAR 2020
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2 MIDiA, “Artists Direct and Streaming the Big Winners in 20187, 2018

3 MIDIA, “Recorded Music Revenues Hit $21.5 Billion in 20197, 2020

4 Rolling Stone, “DIY Artists Will Earn More than $1 Billion This Year. No Wonder the Major Labels Want Their Business”, 2019
5 MIDiA, Research Music Forecasts, 2019
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Il. DEFINITION OF AN INDEPENDENT ARTIST

Given the sector’s nascency, one of our primary objectives is to set forth a definitive view on the
definition of an “independent artist”, as well as on what ought to truly be considered the revenue
contribution of the “independent artist recorded music sector.” The guiding spirit is to capture the full
revenue potential of independent artists.

As such, we have used the below definition in our analysis and believe that this should be the
industry’s recognized standard:

Defined as any artist uploading directly to an
audio or video DSP without a major or
independent label serving as an intermediary

INDEPENDENT ARTISTS

GENERATED BY
FROM THE LICENSE EXPLOITATION OF
THEIR

REVENUE MASTER RECORDINGS

Inclusive only of revenue generated as part Excludes earned contribution from other
of a license to use a work of music, associated rights (e.g., publishing), but
including from DSPs, physical and digital includes all other revenue generated through
sales, and synchronization (“sync”) fees the exploitation of recorded masters (e.g.,

on-demand audio streaming, YouTube,
limited physical sales, etc.)
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I1l. MARKET SIZING

Our analysis across the space spans four years of data from a variety of sources, including aggregated
company and industry figures, to estimate the total independent artist recorded music revenue
generated from 2017 to 2020.

Historical data is largely based on actual results. Going forward, the independent artist sector is
projected by Raine to grow at a premium to the broader recorded music industry in-line with
historical trends (approximately ~4x). Our view is that this growth projection is conservative, given
the massive growth potential in the sector and anticipated expansion into developing markets (e.g.,
China, India).

Our analysis broadly characterizes the companies in the independent artist sector into the following
tiers:

Independent artist-focused, long-tail distributors that offer
the basic service of channeling artist music onto global DSPs.
T| ER ‘I: Payout structures generally take the form of a revenue share
- the segment has also historically experienced pricing

D | STRl BUTO RS compression in favor of the artist, with services such as
Amuse offering baseline distribution for no payment. Analysis
includes YouTube monetization of masters.

Tl E R 2: SYNC & Companies that facilitate or directly create music oriented for

PRO D U CTlO N sync exploitation. Artist payout structures differ but generally
contemplate upfront payments for creation services while

M US'C forgoing upside or backend compensation.

Directly related to Tier 1, the “mid-tail independent” caters to
the higher end of the independent artist segment - artists

T| ER 3: M | D.TA| |_ that are not signed to major record labels but have begun to
generate traction. While their core function is still primarily

ART'ST SERV'CES distribution, these companies also offer capabilities such as

promotion, A&R, and broader distribution. Analysis includes
YouTube monetization of masters.

Overall, we believe current literature on the independent artist recorded music sector significantly
understates the size and growth potential of the segment after taking the above into account —
specifically, we take the viewpoint (unlike MIDiA or Rolling Stone) that “mid-tail” distributors
operating on revenue share models ought to be included in this segment as they stand apart from the
traditionally defined independent record label. Our analysis estimates that the independent artist
segment’s size was underestimated by more than 40% in both 2018 and 2019; revenue generated by the
segment exceeded $1.6 billion in 2019. In 2020, we expect the market’s size to achieve $2 billion.
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THE INDEPENDENT ARTIST MARKET ($ IN MILLIONS)
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As we push into a new decade, having cleared 1 trillion on-demand annual audio and video streams in
the US for the first time in 2019, the trajectory remains strong. The now-standard streaming mode of
consumption continues to accelerate, a rising tide that lifts all boats, and evolving business models

continue to transform the music business and shape a world where independent artists are equipped
to make a significantly better living from their music.



