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What gets lost in Pandora’s shuffle

By Sarah Edwards | The Daily Tar Heel
Updated: 01/31/13 9:12pm

You are driving down the highway, late at night. The only thing working is the radio, and the
station choices are both static and sparse: to discover a song you connect with is serendipity.
But then, cheesy and rakish, it comes on: the perfect song.

This is nice. But magical radio entropy is, in a universe of personalized choices, rare.

In 2000, the Internet radio station Pandora was created. The decade since then has seen the
birth of a vast marketplace of Internet stations like Grooveshark and Spotify.

They’ve trimmed personal music taste down to a science, with algorithms that select the next
song based on the music’s internal structure. If I'm in the mood to listen to Frank Ocean and |
type his name in, chances are that | will encounter some very Frank Ocean-ish tunes.

Within this constellation of listening choices comes UNC’s own radio station: WXYC 89.3, a free-
form radio station that’s been around ever since it went live in 1977 by playing Joni Mitchell’s
“You Turn Me On I’'m a Radio.”

Free-form radio means a lot of things, but essentially, it rests on the definition that there is no
definition: no genre, no exact science to the playlist, save what the particular disc jockey
chooses.

There are caveats, as I've discovered during my brief tenure as a DJ for WXYC: an implicit
mission of the station is to engage the listener in marginal music, which is why there are albums
on rotation that each DJ selects from.

“People can be latent in receiving music,” station manager Karina Soni said. “If it doesn’t come
to them, people often won’t seek it.”

It’s that familiar paradox: Faced with so many options, we end up choosing fewer. With the
millennium’s easy-access music machines comes a price tag.

The paradox of taste is not limited just to music: Most advertisements we are exposed to online
are the anti-climactic result of our own search history, and the results of our search history is
close kin to what we have already searched for.



Isn’t something lost in all this? There has to be something in us that tilts toward what we don’t
know, not what we already know.

In an age of instant gratification, something as abstract as free-form radio is radical, even
political.

There is no uniform for it, no queue of pop stars — and, within the unmanicured experience of
music comes the chance for happy accidents, for songs we didn’t know we loved.

Indeep’s 1982 song, “Last Night A DJ Saved My Life,” becomes a much more romantic metaphor
when the DJ is not a computer following a rubric and we didn’t already have the song pulled up
on Grooveshark.

This is why the unplanned soundtrack can be so thrilling — the scan button in your car, the
nebulous grocery-shopping playlists. Sometimes, our taste buds just need to be subverted.

Personalization is convenient, but it risks spoiling the joy of the hunt.

Internet radio and music recommendation service Pandora has announced how its 2012 fared,
with users listening to more than 13 billion hours of music, across one million songs and

100,000 artists.

In the process, they also created 1.6bn stations, and more than 10,000 musicians and bands

notched up 250,000 unique listeners.

Pandora has been pretty big on revealing numbers of late. Early last year, the company began
issuing key audience metrics on a month-to-month basis, as it looked to attract more
advertising revenue in the wake of one of its earnings calls. Indeed, Pandora announced in the
first of its releases that it had hit 49 million active listeners, a figure that rose to almost 55

million by July.

However, it seems that the bigger its audience gets, the more it must pay record labels in
licensing fees, which further curtails its journey into profit-making, though the company did

finally report a modest profit of $2m in December.



Money issues aside, however, Pandora continues to be a popular Internet radio service in its
active markets, which are the US, Australia and New Zealand, though how these markets are

split between the reported figures haven’t been revealed.

“When we created the Music Genome Project thirteen years ago, we had a dual purpose:
connect people with music they love and help talented artists find their audiences,” explains
Pandora co-founder Tim Westergren. “We knew if we could get the first part right, the second
would naturally follow. Well, it looks like that second part is actually beginning to happen. The
Pandora audience is large enough now to begin making a real difference in the lives of

thousands of working artists.”

Earlier this month, the Silicon Alley Insider published a chart predicting that smartphones will reach 80% penetration in the U.S. by August 2014. You
read that right. A mere 18 months from now. This is the same guy — Asymco’s Horace Dediu — who already correctly called the 50% level, and he believes
that your Aunt Martha and the 10-year old neighbor kid will both be sporting smartphones of one kind or another by late summer of next year.




Even in the Course of A Month, The Entire Pandora

Network Can’t Compare With Radio’s Weekly Reach
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Abject Looting Continues at
Pandora...

Sunday, December 30, 2012

by paul

If Pandora executives don't believe in their own stock, why should investors? According to the latest batch of SEC
financial disclosures, Pandora executives cashed more than $1.33 million worth of shares in December alone,
another chunk in a broader, post-IPO cashout that now totals $73.4 million.

The most aggressive ATMing is coming from CTO Thomas Conrad, who banked a sizable $671,293 in the Christmas
month. In total, Conrad has cashed $13.5 million in Pandora shares since June of 2011, with a massive, compound-
style estate among his fresh possessions. Other toys reportedly include flashy new cars, with executives suddenly
assuming rapper-like buying habits.
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But there's one thing Conrad's not buying: Pandora shares. In fact, despite the sizable dump-offs, Conrad has not
purchased any post-IPO Pandora stock. That goes for most other executives, a message being watched not only by
investors, but a highly-distressed artist and songwriter group as well. Presumably, legislators are also watching this
bonanza, especially as the company continues to lobby against burdensome artist royalties on the grounds of
financial distress.

Other cashout heavyweights include cofounder Tim Westegren, who was quiet in December but whose cashouts
now totals $9.93 million. Westergren is the face of Pandora's protest against current royalty rates, with a
poormouth pitch that includes tales of his rough history as a touring musician.

Pandora shares landed at the distressed $9.01 heading into the weekend. And with that, here's a breakdown of
what Pandora's brass have cashed ahead of 2013, thanks to insider filing site SEC Form 4.
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Great Product, Poor Business: The Pandora Story
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Most investors are familiar with the saying: “Great companies aren’t necessarily great stocks.”
That being said, poor companies almost never prove to be quality long-term investments.
Accordingly, finding a solid business model with excellent growth potential or a sustainable
competitive advantage ought to be the basis of any investment thesis. Of course, discovering
companies that fit this description is no small task. Pandora (NYSE: P) has demonstrated a
fundamental lesson for investors in 2012: a great product doesn’t always equate to a great
business.



Needless to say, it has been a volatile year for the internet radio provider as Pandora has
commanded headlines left and right. The company’s stock has traded as high as $14 back in
March as well as below S8 in November. Earnings per share has varied from -$0.09 after the
first quarter to $0.05 after the third. Pandora’s stock price, however, has not traded in
correlation with its ability to beat analysts’ estimates—which it has for three straight quarters—
and has been dictated by the forward-looking statements offered by management as well as
extrinsic developments such as rumors that Apple (NASDAQ: AAPL) will soon roll out a similar
service.

A lot of the confusion with Pandora’s stock stems from the dichotomy that such a great product
could yield such poor business. First things first, what makes Pandora’s internet radio service so
great? Clearly, it is an innovative product that allows users to listen to music for free on the
internet. While it is true that users must put up with commercials, most would prefer the
commercial interruption to subscription fees.

Furthermore, Pandora utilizes its patented “Music Genome Project” to code songs according to
approximately 400 genes and return similar tracks on a user’s given station. Ultimately this
yields customized radio stations tailored to the preferences and tastes of each individual
listener. To put it simply, Pandora takes traditional radio, personalizes it, and puts it on the
internet.

How could this translate to bad business, one might ask? The answer lies in the costs associated
with acquiring content. Investors who follow Pandora are well aware that the company must
expend roughly 50%-65% of its revenue on content acquisition, depending upon the quarter.
These expenses are particularly salient for Pandora—as opposed to, say, Sirius XM Radio
(NASDAQ: SIRI)—because the Copyright Royalty Board applies a different standard to internet
radio than it does to traditional broadcast or satellite radio. According to Ben Sisario of The New
York Times, Sirius XM Radio only spends about 8% of its revenue to acquire content.

Obviously, internet radio providers such as Pandora must endure significantly reduced margins
as a result. Of course, low margins are not necessarily a death sentence for a company’s bottom
line. Many companies, in fact, pursue price-cutting, margin-reducing strategies in order to
attract more customers and compensate via high volumes. The problem for Pandora is that this
strategy is not a viable option for internet radio providers. Why? Content acquisition costs for
internet radio actually increase with each additional user hour. Accordingly, Pandora’s profit
margin diminishes with each additional user hour, thereby removing the plausibility of pursuing
a high-volume strategy. If you are a Pandora user, I’'m sure that you are familiar with the
question: “Are you still listening?” Well, this explains why the service stops your music to ask
you this after a designated amount of time.

In conclusion, | will admit that | am an avid Pandora user. As a college student, | spend
countless hours each and every day on my laptop and truly appreciate the quality and variety of
music that Pandora enables me to enjoy. The “Music Genome Project,” in my opinion, has
yielded a phenomenal product and the commercial interruptions are only a minor nuisance.



That being said, Pandora is not built upon a great business model for the reasons mentioned
previously. If the Internet Radio Fairness Act were to pass through Congress, effectively moving
internet radio providers from their current standard to that of satellite and cable radio
providers with regards to content acquisition rates, Pandora’s business would improve
tremendously. Unfortunately, that is not looking likely as popular musicians from Katy Perry to
KISS have recently banded together in opposition.

As of right now, Pandora is a prime example of a great product that does not equate to a great
business.

More expert advice from The Motley Fool

Pandora boxed in by high royalty fees

The music streaming company channels at least half its revenue to artists such as Adele, who
gets $1 million a year in royalties from the company. Rivals pay a lot less.

By MSN Money partner 14 hours ago

By Andy Fixmer, Bloomberg Businessweek

Pandora Media (P 0.00%), the rapidly expanding Internet radio service, has a problem: The
faster it grows, the bigger the financial hit it takes on royalty payments.

In the first 10 months of 2012, Pandora paid $182 million in music royalties, or 60% of revenue.
With the music streaming company forecasting a fourth-quarter loss, and competition
intensifying from Sirius XM Radio (SIRI 0.00%), Spotify and Apple (AAPL 0.00%), Pandora's
stock was off 10% for the year while the tech-laden Nasdaq Composite Index (SCOMPX 0.00%)
had advanced nearly 15% as of Dec. 26.

Joe Kennedy, Pandora's chief executive, says his company is getting a raw deal on the fees it
pays for song-playing rights because of what he calls an arbitrary and piecemeal music
copyright and royalty-setting system that treats various digital radio formats differently.



Pandora will pay more than half its sales in royalties this year, yet satellite radio services will
shell out on average 7.5% of their revenue, and cable only 15%, Kennedy said when he testified
on Nov. 28 before a House committee in support of the Internet Radio Fairness Act.

"Pandora pays more in absolute dollars than any other company, including SiriusXM -- a
company with eight times our revenue," Kennedy said.

The bill aims to close the gap in song royalties.

Listening is free (mostly)

Most listeners pay nothing for access on their PCs and mobile phones to Pandora's 100,000-
plus artists, from Frank Sinatra to the Foo Fighters. The company pays $1 million a year in
royalties to vocalist Adele, for instance, and $3 million to rapper Lil Wayne. Users create
personalized radio stations focused on a particular singer or band, and Pandora's algorithms
search out artists with similar musical styles.

The site is ad-supported, though premium subscribers pay $36 a year to get commercial-free
music. Pandora enjoys a 74% share of the U.S. online radio market, according to new media
research firm Triton Digital. On Dec. 10, Pandora launched its service in Australia and New
Zealand.

With 175 million registered users, including 62.4 million active ones, Pandora sees growth
ahead given the estimated 250 million Americans who listen to radio in the car, at work or at
home each week, says Dominic Paschel, vice president of corporate finance.

"Only recently has the Internet become as ubiquitous as radio waves," Paschel says.



That growth will come with a steep price tag. In the U.S., the royalty fees that radio stations pay
to artists and record labels are set every five years by three judges who serve on the Copyright
Royalty Board, an arm of the Library of Congress. The panel follows guidelines in various
copyright laws that were passed as new radio formats developed over past decades, and it has
become stricter as a result of aggressive music industry lobbying.

Traditional broadcasters pay royalties only to songwriters -- not to performers and record labels
as do satellite, cable and Internet radio services. Royalty rates for satellite broadcasters such as
Sirius take into account lawmakers' goal of maximizing the availability of a creative work and
earning a reasonable income for the copyright user.

Fees for webcasters such as Pandora follow the "willing buyer-willing seller" guideline.
Translation: whatever price the market will bear.

Competition intensifies

Digital radio services can negotiate their own deals with individual record labels, but Pandora in
2009 opted for a comprehensive, industrywide arrangement offered by the royalty board. Each
time Pandora streams a song, it pays a royalty fee to SoundExchange, a Washington-based
trade group that collects royalties and distributes them to recording artists and music
publishers. The online music service paid 11 cents a song in 2012; that will rise to 14 cents in
2015. The royalty board has yet to reset rates for 2016 and beyond.

Pandora's push for royalty parity faces opposition from, among others, the powerful National
Association of Broadcasters and Songwriters Guild of America. The bill, if enacted, may reduce
Pandora's royalties by as much as half, according to Richard Tullo, an analyst at broker Albert
Fried. Instead of lowering Pandora's royalties, SoundExchange President Michael Huppe says,
SiriusXM should pay more to "provide fair compensation" to artists and labels.

Pandora faces stepped-up competition. Music streaming services Spotify and Rdio have sold
equity stakes to recording labels in exchange for access to their music libraries.



As for reports that Apple may launch an ad-supported streaming service in the first quarter of
2013, Paschel says the Apple service won't match Pandora's personalized radio capability.
"They aren't trying to do what Pandora does today," he says.

Pandora already runs on Apple's iOS as well as Google's (GOOG 0.00%) Android and Windows
Mobile operating systems, he says.

Apple appears to be working directly with record labels, Paschel says, rather than negotiating a
comprehensive contract like Pandora's. With individual deals, Apple may get more flexibility but
would pay 10 to 15 times more in royalty payments than Pandora, according to Paschel, citing
trade industry reports. Apple isn't commenting. Then again, it has about $121 billion in cash.
Pandora doesn't.

By Carl Marcucci on Nov, 30 2012 with Comments 0

Despite the rapid growth of Pandora, a recent online survey of 1,017 adult Americans
conducted by Vision Critical indicates that Pandora’s gains are not coming at the expense of
AM/FM radio. In fact, the results of this study showed that Pandora listeners report spending
50% more time listening to AM/FM radio than non-Pandora listeners.

“Pandora users are musical omnivores who want all the music that they can get, however they
can get it. They not only listen to more broadcast radio, they listen to more music on their iPod,
on CDs and satellite radio,” says Jeff Vidler, Senior Vice President of Media and Entertainment
Research at Vision Critical. “It’s additive. Rather than displacing other ways of listening to
music, Pandora is just another way for music fans to indulge their passion for music.”

Some other key insights:
- Pandora listeners were slightly more likely to say that they are listening to more vs. less

broadcast radio than they were two years ago—with 24% reporting that they are now listening
to more radio while just 22% said they are listening less.



- Just over a quarter (26%) of online Americans said that they listen to Pandora on a weekly
basis while 15% said that they listen on a daily basis.

Pandora users are also more likely than other Americans to listen to AM/FM radio online and
on a mobile device. More than three-in-ten Pandora users (31%) say that they have streamed a
radio station using a desktop/laptop in the past month (vs. 12% of non-Pandora users).
Meanwhile, 16% of Pandora users said that they have streamed an AM/FM radio station on a
mobile phone over the past month (vs. 3% of non-Pandora users).

Average tuning to AM/FM radio

15.1 hours/week

= 50% more thannon-
, li
12.7 hours/week Pandora listeners

Don't listen to Pandora Pandora listeners

Vidler sees a future where there’s room for both broadcast and online radio. “The results show
that Pandora and radio can coexist,” says Vidler. “Pandora delivers music fans a unique music
experience. But, as we dig deeper into the survey data, we also see that Pandora listeners value
AM and FM radio for a personal connection that Pandora doesn’t deliver.”

The survey was commissioned by the Canadian Association of Radio Broadcasters to better
understand the potential impact on Canadian radio tuning in the event that Pandora, or a
service like it, is launched in Canada. It was conducted on Vision Critical’s Sparq survey platform
using both computer and mobile devices between September 26 and October 1, 2012.
Respondents were randomly drawn from Springboard America, Vision Critical’s proprietary
online research panel of more than 150,000 Americans.

Vancouver, CANADA — November 28, 2012 — Despite the rapid growth of Pandora, an online
radio service offered in the US, a recent online survey of 1,017 adult Americans conducted by
Vision Critical indicates that Pandora’s gains are not coming at the expense of AM/FM radio. In



fact, the results of this study showed that Pandora listeners report spending 50% more time
listening to AM/FM radio than non-Pandora listeners.

Pandora users are also more likely than other Americans to listen to AM/FM radio online
and on a mobile device.

“Pandora delivers music fans a unique music experience. But, as we dig deeper into the survey
data, we also see that Pandora listeners value AM and FM radio for a personal connection that
Pandora doesn’t deliver.”

The survey was commissioned by the Canadian Association of Radio Broadcasters to better
understand the potential impact on Canadian radio tuning in the event that Pandora, or a
service like it, is launched in Canada. It was conducted on Vision Critical’s Sparq survey platform
using both computer and mobile devices between September 26 and October 1, 2012.
Respondents were randomly drawn from Springboard America, Vision Critical’s proprietary
online research panel of more than 150,000 Americans.

Study: Pandora listeners spend more time with AM/FM than non-Pandora listeners. Another study confirms that
listening to streaming audio services is additive to radio listening and not cannibalizing the medium. An online
survey of 1,017 adult Americans conducted by Vision Critical in late September finds that Pandora listeners
report spending 50% more time listening to AM/FM radio than non-Pandora listeners. Pandora listeners self-
report spending 19.1 hours a week tuned to AM/FM radio compared to 12.7 hours a week for survey
participants who don’t use Pandora. Pandora users are also more likely than other Americans to listen to
AM/FM radio online and on a mobile device. More than three-in-ten Pandora users (31%) said that they have
streamed a broadcast radio station using a desktop/laptop in the past month, compared to 12% of non-Pandora
users. Meanwhile, 16% of Pandora users said that they have streamed an AM/FM radio station on a mobile
phone over the past month while only 3% of non-Pandora users have. Vision Critical SVP of media and
entertainment research Jeff Vidler says the survey shows that Pandora is just another way for music fans to get
their fix. “Pandora users are musical omnivores who want all the music that they can get, however they can get
it,” he says. “They not only listen to more broadcast radio, they listen to more music on their iPod, on CDs and
satellite radio.” The study found Pandora listeners were slightly more likely to say that they are listening to
more vs. less broadcast radio than they were two years ago — with 24% reporting that they are now listening to
more radio while just 22% said they are listening less. It also shows that Pandora is becoming a regular habit for
a growing percentage of Americans. Just over a quarter (26%) of online Americans said that they listen to
Pandora on a weekly basis while 15% said that they listen on a daily basis. The study was conducted by
Vancouver-based Vision Critical for the Canadian Association of Radio Broadcasters. Pandora isn’t currently
available in Canada and the trade group commissioned the study to better understand the potential impact on
Canadian radio listening in the event that Pandora, or a service like it, is launched there.

Listener hours for October were 1.25 billion, an increase of 65% from 754 million during the
same period last year. Share of total U.S. radio listening for Pandora in October 2012 was
6.55%, an increase from 4.27% at the same time last year.



Active listeners were 59.2 million at the end of October 2012, an increase of 47% from 40.3
million during the same time period last year.

Because Pandora calculates radio market share using a seven-day trailing period as of the end
of the month, this figure was temporarily suppressed by the effect of Hurricane Sandy. As of
October 24, 2012, the company’s market share was 6.75%.

November 2, 2012

On yesterday's third quarter earnings conference call, SiriusXM's outgoing CEO Mel Karmazin took a shot at
personalized Internet radio services such as Pandora. Billboard.biz notes that Karmazin did not mention Pandora,
or any other service, by name, but said that such companies are in a "race to the bottom in terms of business
model." He continued, "those companies which can grow users and provide good customer experience usually
have the worst business models." Karmazin added that to fix their business models, such companies require "a
whole lot more commercials, and that means harming the customer's experience."

Pandora to offer ad-free mobile listening to Windows phones users. Pandora has released overhauled mobile
apps for iPhone and Android smartphone users and early next year it says it will serve a third operating system.
Windows Phone users will be able to listen to commercial-free stations for one year when the app’s released in
first quarter. It’s a similar ad-free promotional move to what Clear Channel has made to users of iHeartRadio’s
customized radio feature. It’s a risky move for the pureplay webcaster that’s still posting quarterly losses. While
Clear Channel has other sources of revenue, most notably its 850 radio stations, Pandora relies on digital ad
sales. To highlight what the service can do for advertisers, Pandora has partnered with McDonald’s, Nike, Sony
Pictures and State Farm to be highlighted in the app’s new social features by offering such things as sponsor tips
and product information. ComScore says Microsoft’s Windows-based phones hold 3.6% of the market.
Meanwhile, Pandora says the new iPhone and Android 4.0 versions are the biggest redesigns it has done since it
first created the mobile apps. They offer new features and functions, including the ability to more easily interact
with social networks. Pandora CEO Joe Kennedy says the company has surpassed 175 million registered users
and more than 115 million have accessed Pandora on a smartphone, claiming the app is on more than one out of
every three smartphones

Pandora addresses growing competition and need to bump mobile ad revs
with comprehensive app redesign
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Leading webcaster Pandora late yesterday announced the relaunch of its mobile apps for Apple's iPhone and iPod Touch (but
reportedly not the iPad) and Google Android smartphones. The company says its "Pandora 4.0" is the most significant and
comprehensive redesign of the applications since their first launch on the mobile platforms.

Undoubtedly, with the majority of Pandora's listening now coming from mobile devices, the company sees the need to both (a)
offer mobile users the full functionality of the service, and (b) monetize mobile listening at a rate in line with web listening.

San Jose Mercury News tech blog SiliconValley.com describes the redesign as "essentially bringing the features of its website
to users of its apps." The blog suggests Pandora's need to ramp up mobile advertising dollars was a main force behind the
redesign.

For the launch Pandora has brought on four major advertisers as sponsors of "tips and information" inside the redesigned
apps: McDonald's, Nike, Sony Pictures, and State Farm. SiliconValley.com reports that these sponsors will launch mobile ad
campaigns to appear in the apps' new social features in the coming weeks.

Interestingly, TechCrunch characterizes the app redesign more as a "competitive" move, with a view of quickly "locking in"
listeners as Spotify gains visibility in the U.S., and with a possible Apple entrance into the Internet radio market.

Over 75% of Pandora's 3.3 billion listening hours in the quarter ending July came from mobile -- nearly double the amount
from a year earlier. Pandora says more than 115 million of its 175 million registered users have listened on a smartphone,
and that "over 1 in 3 smartphone users in the U.S. have listened to Pandora in the past month." Pandora will further increase
its mobile footprint next year when Microsoft makes the service available on the new Windows Phone 8, with one year of ad-
free use.

worked out to $100 million in 2012, putting it second to Google in terms of mobile ads," writes TechCrunch. SiliconValley.com
writes, "revenue from mobile ads was up 86% at $59 million in the last quarter."

But by enhancing the usability of the app, and increasing the value of interacting with it, it's clear that the value of any
advertising that accompanies it is also increased.

App users will get access to many features of Pandora's website for the first time. Pandora's page described the new apps
reveals they've simplified the navigation and controls for listeners.

A favorite on the web, dedicated artist pages, are now available via mobile. Listeners can now see their own personal music
profile, with a detailed timeline of their listening (stations created, bookmarked tracks, ratings history), and they can share that
profile via social media, or keep it private.

Taking a cue from the Facebook timeline, the "music activity feed" is now part of the app as well. Listeners can find and follow
their friends and see what music they're enjoying, or explore similar listeners' play history. And the apps offer "instant sharing:"
for the first time on mobile devices Pandora listeners can share links to their favorite stations and tracks on Facebook, Twitter,
or among their Pandora friends.

The Pandora 4.0 app for iOS is available in Apple's AppStore now. The app for Android smartphones will be available from
Google in the next few weeks

 How Long Can Pandora Afford These Generous Payouts?



By Anders Bylund, The Motley Fool Posted 12:40PM 10/12/12
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Pandora Media (NYS: P) just released some payment details on
musical performers large and small. The numbers make Pandora
look like a working musician's favorite paycheck generator,
whether you're an established superstar or a small-time act
struggling to make a living.

On the top end, rappers Drake and Lil Wayne are closing in on $3
million of direct payments from Pandora in 2012. Coldplay and
Adele aren't far behind, collecting million-dollar annual royalty
checks from this outlet.

On the lower end, a relative unknown such as Mexican Cumbia
band Grupo Bryndis is expected to receive $114,000 in
performance fees over the next year. That's not too shabby for a
group that Amazon.com (NAS: AMZN) ranks behind 183,000
other groups in music sales.

Pandora founder Tim Westerberg waxes poetic about these
payments: "We're talking here about the very real possibility of
creating, for the first time ever, an actual musicians middle
class," he said. But Pandora represents just 6.5% of all radio
listening in America, lumping satellite and FM radio together
with pure online entities. It's pretty obvious that most acts don't
make 15 times these sums from radio royalties right now.

Left unsaid in Westergren's blog post is the fact that Pandora is
currently lobbying for sweeping changes to American radio



royalty rules. You don't have to be a Pandora executive or
shareholder to see that the current system is grossly unfair.

Satellite radio monopolist Sirius XM Radio (NAS: SIRI) pays about
6% of its gross service revenues as content royalties. The
company also pays up the nose for premium content from
Howard Stern and others, but that's by choice -- the government
has set a very low rate for Sirius' basic content rights. By
contrast, Pandora's royalties add up to roughly 50% of its
revenue stream.

Oh, but it gets better. AM and FM stations don't pay royalties at
all.

The playing field is heavily tilted in favor of traditional radio,
while Sirius gets a far better deal than Internet services like
Pandora, Spotify, or Rdio. Do you think it's fair to charge
different royalty rates for the same song, depending on what
medium handled the transfer from (virtual) turntable to
eardrum?

I'd buy Pandora shares in a heartbeat if this favoritist policy was
ever reversed, but then I'm not holding my breath for politicians
to stop playing favorites. The current rules expire in 2015. Talks

over a new rulebook are slated to begin in 2013.

Old-line media giants have deep pockets, but are even richer in
Washington connections. FM radio is under attack, but heavily
fortified behind these cushy royalty arrangements. This state of
affairs cannot last forever, but Pandora may not make it into the
next era. Just look at this depressing chart:

P data by YCharts.



* Take note that these trailing cash flows are negative, and not
getting any stronger. In other words, the company is bleeding
cash.

* Pandora desperately needs royalty reform. Any investment in
this stock is a bet that politicians will do the right thing, across
party lines and all.

* Pandora may be out of luck, but all hope is not lost for forward-
thinking media mavens. Despite being one of the market's
biggest winners since bottoming out three years ago, there is
still some healthy upside to be had if things go right for Sirius
XM -- and plenty of room to fall if things don't. Read all about
Sirius in our brand-new premium report. To get started, just click
here now

By Carl Marcucci on Sep, 24 2012 with Comments 0

Anthony DiClemente, Barclays Equity Research Analyst, gave his take on “The Internet Radio
Fairness Act,” which House lawmakers introduced 9/21. The idea of the bill is to bring royalties
paid by services such as Pandora in line with those paid by satellite and cable audio services.
Theoretically, that should include internet radio streams operated by broadcasters.

Pandora has endorsed the bill because it avoids the thorny issue of terrestrial radio royalties. It
wants a clean vote on whether it should be at parity with other digital platforms without having
the bill dragged to its doom by AM and FM broadcasters.

DiClemente thinks it will help Pandora’s bottom line, but with a warning: “The Internet Radio
Fairness Act, which proposes to lower the royalties that Internet radio services pay by placing it
under the same rate standard of the Copyright Act as cable and satellite radio. The bill is
unlikely to be voted on before year end, however. We believe that new legislation could benefit
Pandora’s profitability profile, and thus improves the outlook for shares. We do note, however,
that improved economics for Internet Radio could also effectively spur new and more vigorous
competition from large established technology companies.



Internet Radio Fairness Act adds risk to being Underweight. Since early spring, we have been
cautious on Pandora on three points: 1) difficulty in monetization owing to a advertising mix
shift to mobile; 2) higher relative variable content costs limiting profitability; and 3) extended
valuation multiples. While Pandora’s current agreement with SoundExchange is long term in
nature, if Pandora’s lobbying efforts with Congress continue to gain traction at an accelerated
pace, content costs as a percentage of revenue (we estimate 59% of 2013E revenue) could
decline before expiry of the current agreement with SoundExchange, improving margins.

New legislation could put Internet Radio content costs on the same plane as cable/ satellite
radio. Currently, satellite radio provider Sirius XM pays 8% of gross revenue, but is in the
process of renegotiating its royalty rates with SoundExchange for 2013-2017, with the outcome
uncertain. If Pandora’s royalty rates were lowered to meet the levels of cable/satellite (and not
vice versa), Pandora’s future profitability would improve. We do, however, believe that
improved Internet Radio economics could also drive more intense competition from
heavyweight players in the technology world.”

Apple’s potential entry into Internet radio is poised to put Pandora on the takeover wish lists of
companies including Google, Amazon and Clear Channel, postulates a Bloomberg story.

Pandora is projected to increase revenue by 214% in the next two years. With the shares down
34% since their IPO, a buyer could acquire a company trading for 21% less than the industry’s
average price-to-sales ratio using next year’s forecasts, the story noted.

Pandora sank 17% on 9/7 amid speculation Apple will introduce a rival service. Should Apple do
so, that may compel Google or Amazon to snap up Pandora’s 150 million registered users to
offer the service on mobile devices, Albert Fried & Co. and Needham & Co. said.

Clear Channel may be interested as listeners and advertisers shift to online media, according to
Wedge Partners Corp. Needham says Pandora could fetch $14 a share in a takeover, a 32%
premium, while Albert Fried sees the potential for a deal at about $20.

“When you look at the value of Pandora to another company, it’s the infrastructure they have
created, it’s the advertising business, the success with mobile,” John Rudolph, senior adviser at
investment bank Siemer & Associates, told Bloomberg. “Pandora has such a big installed base
and such a huge number of users, there’s value in that.”

Pandora represents 74% of online-radio listening, and its share of all U.S. radio use has climbed
to 6.3% from 3% a year ago, said Dominic Paschel, the company’s vice president of corporate
finance and investor relations. “That essentially makes us the largest station in most of the top
10 markets. We anticipate being the No. 1 radio station in pretty much all of the top 180
markets by the end of the year.”



An acquirer would get a company projected to increase revenue to $861 million in the fiscal
year ending in January 2015, up 214% from $274.3 million in fiscal 2012, according to analysts’
estimates compiled by Bloomberg.

Apple’s entry into online radio could spur rivals such as Google and Amazon to step up their
competing efforts by acquiring Pandora, according to Albert Fried’s Richard Tullo and
Needham’s Laura Martin.

Google is the developer of the Android software that runs smartphones produced by
companies such as Samsung. Amazon makes Kindle e-readers and tablet computers.

Apple could win as many as 20 million users for its radio service within a year, Tullo said.

“Because Apple is doing something, that makes everybody else want to counter their move,”
Tullo told Bloomberg. He sees a buyer possibly paying about $20 a share for Pandora, which
closed 9/20 at $10.58.

Tuneln signs Spanish Broadcasting System

Ongoing migration to digital radio platforms documented in new study. Offering
the most dramatic snapshot yet of how quickly radio consumption is moving to
internet-delivered platforms, nearly half of respondents (46%) to a new Alan
Burns/Triton Digital poll say they listen daily to AM/FM radio on a computer.
That’s significantly higher than the 29% of Americans who said they listened to
online radio in the last week in Arbitron & Edison’s survey conducted in January
and February of this year. The difference in methodologies — Burns/Triton used
an online opt-in survey, Arbitron/Edson conducted a national telephone survey —
may be as much of a factor as the ongoing shift to online listening. Burns/Triton
also report nearly one in four smartphone owners (23%) say they listen to
broadcast radio daily on their smartphone. The poll finds radio’s smartphone
audience is using both station-specific apps and ones offered by aggregators. The
percentage of smartphone owners that have downloaded a specific radio station
app (22%) is about the same as those who have downloaded the iHeartRadio app
(21%). Aggregator Tuneln’s app is further down the list, downloaded by 8% of the
sample. The study finds nearly one in four (39%) listen weekly to music on their
smartphones while one in four do so daily with 17% listening for an hour or more




daily. Meanwhile, consumers with in-car internet access are not using radio
significantly less — perhaps 7% less, the study suggests. Among the two in ten
(19%) that report having internet access in the car, the vast majority (70%) say
they listen most to AM/FM radio in the car. The study also calls into question
industry theories that Pandora listening takes more time away from recorded
music collections than radio. Of those who listen weekly to the pureplay, 28% say
they are listening less to CDs, MP3s and records — the same percentage that say
they’re listening to less radio. But the majority (52%) says they aren’t listening less
to other music sources or they just don’t know. “Radio AQH may be nibbled at by
other media but consumers don’t sense themselves using it less,” consultant Alan

Burns says. More than half (55%) say they are listening to radio the same, 30% say
more and 21% less.



Pandora

Aided Recall 69.1%

Most Recent Usage
(Among Those Aware)

Past 24 Hours 10.8%
Past Week 15.1%
As % of Total
Past 24 Hours 3.5%

Past Week 4.9%




Using Any Music Source Less As Result of Pandora Listening?

Of Pandora Weekly Cume
No/Don’t Know 52.4%
Radio Stations 28.4%
CDs, MP3, Records 27.9%
Other Sources 23.3%

YouTube 20.0%




AM/FM Radio on Other Platforms

Hour
Daily or More
On Computer 46.4% 36.2%
(incld laptop/tablet)
On Smartphone 23.0%" 18.1%

* of Smartphone owners




Streaming Music Usage on Smartphones Growing

Listening to All Music Sources — Radio streams, Pandora, Etc.

Weekly 39.3%
Daily 25.4%

1+Hour Daily 16.5%




In-Car Internet Impact

What do You Most Listen to in Your Car?

Internet in Car?

No Yes
AM/FM Radio 17.7% 70.3%
AM/EM Local Stream - 4.6%

Total Radio 77.7% 74.6%




Spends 80% or More of In-Car Time With AM/FM

Those With In-Car Internet 47.8%
Those Without 54.8%

-7.0%




In-Car Internet Impact

Have Internet Access in Car: What Do You Listen to Most?

AM/FM on the Radio
Local AM/FM Stream

Distant AM/FM Stream

Other — CDs, MP3, etc.

Personalized Music Stream

70.3%
4.6%

4.0%

12.6%

8.5%




The End of Unlimited Data Plans Means.....

“As a result of (losing unlimited data plans), do you think you

will listen to music streamed to your phone....”

Less 50.5%

No Change 49.5%

.... which improves the value proposition for over-the-air radio.

THE FUZZY MATH CONTINUES ONLINE

9-9-2012

Pandora has just released its August 2012 metrics and like the previous two months, the numbers are up. That
goes against everything we've been told by Triton, which reported all audio listening is down in the summer.
Pandora reports "listener hours" for August were 1.16 billion, compared to July which were 1.12 billion.

Pandora does not detail what a "listener hour" is in its report. Triton reported that Pandora had 1.413 million
"Average Active Sessions" in July and 1.421 in June. Pandora again claims it has 6.3% of all radio listening, although
it provides no detail about how they come to that conclusion.

Pandora also claims active listeners are 56.2 million for August, an increase from 54.9 million in July and 54.5
million in June.



Apple Radio Expansion Threatens Rivals
by Mark Walsh, Yesterday, 12:24 PM

The recent report that Apple plans to launch its own Web radio service sent tremors through
the online music industry. As the biggest player in digital music, the company’s expansion to
music streaming could have major repercussions for Pandora and Spotify. A new study by NPD
Group points to the possible reasoning behind Apple introducing a competing service.

The research firm found that 64% of iTunes buyers also listened to online radio, and nearly 60%
use Pandora. That suggests Pandora to date has enjoyed a certain peaceful coexistence with
Apple in the digital music space. But that could change if the latter were to start its own radio
offering.

“The rising popularity of online radio helps explain Apple’s rumored interest in streaming
radio,” said Russ Crupnick, SVP of industry analysis for NPD. “As listening migrates from
downloads on laptops to streams on phones and tablets, it would make sense for iTunes to
offer customers the same integrated experience they have been known for by adding a
streaming capability.”

Online radio and on-demand services remain the fastest-growing form of music consumption in
the U.S. in the second quarter, according to NPD. Consumer awareness of Pandora’s free ad-
supported radio service represented half of all Internet users, while one-third were also aware
of the company’s paid subscription service, Pandora One.

Clear Channel’s iHeartRadio had 25% awareness, followed by Spotify, at 19%, which is twice the
level at its launch in 2011. Half of those aware of Pandora used the service in the second
quarter, compared to a quarter of those who recognized iHeartRadio or Spotify.

Apple continued to dominate digital music purchases, with iTunes boasting a 64% share of the
digital music downloads and 29% share of all music sold at retail. Amazon’s MP3 store was a
distant second with a 16% share, followed by Google Play, eMusic, Zune Music Pass and others,
each with a share of 5% or lower.

NPD projects the digital music market to grow by about 10%, on a unit basis, this year.
“Despite increased usage of streaming radio and on-demand services, the market for digital

ownership is still growing as the market evolves from the desktop to the pocket, and Apple
remains well-positioned as the market leader," said Crupnick.



Pandora Attracts More Listeners, Advertisers

by David Goetzl, Sep 14, 2012, 6:01 PM

Internet radio service Pandora, which just announced a 48% increase in active listeners to 56
million by the end of August, continues to excite advertisers. Pre-roll online spots should also
continue to garner more ad dollars, according to a Wall Street analyst.

“Advertisers are loving Pandora,” came a headline in a report by Wells Fargo’s Marci Ryvicker
Friday.

She said speaking with advertisers, they indicated that Pandora is viewed as a “very efficient
local buy for large, national advertisers.” With pre-roll, she wrote the interest is mitigated by a
“lack of a comprehensive measurement system.”

Apple building its own customizable web radio service. Since Apple released its first iPod in 2001, the question on
many broadcasters’ minds is whether the tech giant is a friend or foe to radio. The waters are about to become a
lot more murky. The Wall Street Journal reports Apple is preparing to launch its own ad-supported customizable
online radio service similar to what Pandora and iHeartRadio offer. Apple isn’t commenting on the report, which
says the company has begun holding discussions with record labels about licensing deals that would give its
customers more flexibility in how they consume music than is typically allowed. Royalty costs have scuttled the
idea in the past as Apple executives have weighed a web radio type of product. It could be months before Apple
has any deals in place and is able to launch the service. If or when that happens, it is expected it will work across
Apple’s suite of portable devices. The Journal reports it potentially may work on Windows-based devices as well.
One platform that it won’t be compatible with is smartphones using Google’s Android operating system. That
leaves a sizable gap since comScore says as of July Android had a 52% market share compared to 33% for Apple.
The development sheds new light on a new technology that Apple has appeared to have developed. Apple has
won a patent for technology that allows users to swap out commercials or songs they don’t like from webcasts and
over-the-air broadcasts. So far Apple hasn’t said if it’s ready to be rolled out, or how it sees the invention being
used. It presumably would be part of the digital radio service. Apple will debut its iPhone 5 next Wednesday

Pandora Just Told The SEC It's Taking A Huge Hit On Mobile Ads

by Jim Edwards on Sep 4, 2012, 11:45 AM



Pandora, the popular online music streaming service, filed a 10-Q this morning describing in more detail how
it's handling the massive influx of mobile advertising revenue it booked in Q2 2012.

The context here is that Pandora has still not figured out how to sell ads profitably, and the company has
repeatedly posted net losses. Nonetheless, it is probably one of the five biggest mobile ad businesses in the
u.s.

Pandora previously told investors that mobile ad revenue increased by 86% to $60 million in its fiscal Q2
2013. Total revenues were $101 million. Today, the company disclosed the downside of all that. Here's the
summary:

e A 112% increase in the number of ads delivered.
* Adecrease in the average price per ad of approximately 27%, due in part to the mobile ad mix.
* Anincrease in Pandora's sales force by approximately 80% year-over-year

In other words, Pandora hired more salespeople, and sold more ads—but at a huge discount from the prior
year. It's incurring greater costs to sell less stuff.

Pandora revenues per listener hour
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“All that explains what we told you on
Aug 30, which is that revenue per I|stener hour is in decline at Pandora. That's a crucial metric for the
company, because every listener hour generates song royalty expenses that Pandora does not control.

As a result, Pandora has altered the language in the "Business Model" section of its 10-Q to warn that the ad
revenues are not keeping up with the increased mobile listenership (see page 16):

.. our content acquisition costs increase with each additional listener hour, regardless of whether we are
able to generate more revenue. As such, our ability to achieve and sustain profitability and operating
leverage depends on our ability to increase our revenue per hour of streaming through increased advertising
sales across all of our delivery platforms. To date, we have not been able to generate additional revenue
from our advertising products as rapidly as we have been able to grow our listener hours on mobile and
other connected devices ...

Yikes.

Here's What's Going Wrong At Pandora Right Now

Jim Edwards | Aug. 30, 2012, 1:52 PM 1,620 4
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Pandora's fiscal Q2 2013 earnings showed yet another quarter of robust revenue growth—and yet another loss on
the bottom line. The market—buoyed by Pandora's mobile revenue growth—boosted the stock on this news.

12.26

We've made the case ad nauseam that Pandora's business model is fundamentally flawed and can only be rescued
if its lawyers and lobbyists can persuade the record labels to lower the royalties they demand to be paid on each
song Pandora plays.

But in this most recent disclosure, a new problem has emerged for Pandora: It might be reaching a ceiling on its
growth.

Here are some charts showing Pandora's user growth and how much it gets in revenue. At first glance, Pandora's
user base appears to be growing:
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But the number of total users has hit a plateau. It hit a plateau in the same period the year before, so we don't yet
know if the trend is still up or if there really are only 150 million people who want to listen to streaming radio.

More worrying is the situation around how much money Pandora makes from every user it has:
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Pandora can't seem to get through that $1.90 per user level of revenue. Still, Pandora's revenues are obviously
seasonal, so these lines could still be trending up.

But look at revenues per listener hour:
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Pandora revenues per listener hour
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Pandora

This is definitely trending down. It would seem that even though Pandora might be booking more total revenues
for each listener, the average money it makes per hour from each listener is in decline.

Why? (We asked the company for comment but haven't heard back yet.)
Here's one theory: Pandora's mobile ad business might actually be hurting it.

Mobile ad revenue, at $59 million in Q2, is now a majority of the company's total revenues. Mobile ads are a lot
cheaper, generally, than desktop ads because they're smaller and fewer companies are set up to buy them. So
there's less overall demand.

Could it possibly be that because more people are accessing Pandora on their phones and tablets, and because
Pandora has been so successful in attracting mobile ads, that the glut of lower-priced mobile inventory Pandora is
serving to its user base is lowering the revenues it gets per hour of songs played?

If that's the case, then the structural problem at Pandora could be about to get worse. It's already bad because
Pandora's expenses are pegged directly to its revenues. Historically, Pandora has been unable to make $1 without
spending $1.06 to get it. That trend continued in Q2:

Pandora revenues vs expenses
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Lower ad prices on mobile, coupled with a ceiling in users: That's the worst-case scenario that is now Pandora's No.
1 problem. It also makes the need for Pandora to launch its new Facebook-style ad exchange even more pressing.




(COMMENT: LENDS CREDENCE TO ALL OF THE STUDIES THAT HAVE
BEEN DONE THAT CONCLUDEDTHE SAME THING- THAT AUDIO
ALTERNATIVES ARE SUPPLEMENTS, NOT SUBSTITUTES)

Netflix Users Say Regular TV Content Consumption Unaffected

September 7, inSharel
2012

Effect of Monthly Netflix Use on Regular TV Consumption
T September 2012

- : i Most regular users of Netflix (those who use it on at
least one platform monthly) say that their Netflix viewing has no effect on their consumption of
various program genres on regular TV, per results from a GfK study released in September
2012. In fact, these Netflix users are more likely to say that their Netflix viewing has a positive
rather than negative impact on their regular TV content consumption. For example, while 68%
say Netflix makes no difference to their viewing of new episodes of dramas on broadcast or
cable TV networks, 22% say they watch more of these episodes as a result, compared to 10%
who believe they watch less.



Effect of Monthly Netflix Use on Regular TV Consumption
(% of Netflix users who use it on at least one platform monthly)

September 2012

Theatrical movies (those originally shown in theaters)

shown on broadcast or cable TV networks -

Reruns of episodes of comedies or sitcoms on broadcast
or cable TV networks

Reruns of episodes of dramas on broadcast or cable TV
networks

New episades of dramas on broadcast or cable TV
networks

Original movies shown on broadcast or cable TV networks

New episodes of comedies or sitcoms on broadcast or
cable TV networks

® Watch more Makes no difference " Watch less

Posted by: Michael Schmitt

Pandora's revenue and active user count both grew around 50% year-over-year in Q2 of fiscal 2013, while its mobile revenue
nearly doubled. But that still wasn't enough to offset growing royalty costs, which amounted to nearly 60% of the company's
revenue this quarter. To combat those high costs, Pandora has stepped up lobbying efforts for more manageable rates and is
striving to -- as CEO Joe Kennedy said -- "disrupt the $16 billion radio advertising market."

The webcaster's revenue for Q2 of FY13 (the three months that ended July 31) reached $101.3 million -- up 51% year-over-
year. Its mobile revenue in particular grew 86% year-over-year, reaching $59.2 million. "This quarter demonstrated that our
mobile monetization strategies are working," said Kennedy.

Mobile represents around 58% of Pandora's total revenue, which accounting for 75% of usage. But Kennedy says they're
"narrowing that gap... That ultimately is the key to getting the content acquisition costs down," he told Billboard (here).

Pandora accumulated 3.3 billion listener hours during the quarter, a growth of 80% year-over-year. The webcaster now has
54.9 million active users (comment- rate of growth flattening) (up 48%). That growth in listening means higher royalty
payments.

During Q2 FY13, Pandora paid $60.5 million -- or just under 60% of its revenue -- in royalties to the music industry. That's up
79% year-ovear-year. Royalties have accounted for 63.9% of Pandora's revenue during the first half of the fiscal year, reports
the New York Times.

All told, Pandora posted a net loss of $5.4 million for the quarter. That's the "sixth quarterly loss in two years," writes NYT,
which also points out Pandora lost $3.2 million during this period last year. The problem, as always, are those royalty costs.
Pandora is attacking the issue on two fronts.



First, the company "has already begun lobbying in Washington over its rates" in anticipation of new royalty rate proceedings,
set to begin in 2014.

Second, "Pandora has been building up local advertising sales teams around the country, and also pushing to be included in ad
networks that would put its service into direct competition with terrestrial radio stations," reports NYT (here).

"Salespeople are being deployed all over the country to compete with radio for advertising dollars," writes Radio Ink (here). "In
2011 Pandora had 427 people on the payroll. That number has increased to 589 employees with the bulk of the new hires
(79%) in sales."

Banner blindness

Physical albums are one step closer to joining wooly mammoths, phone booths and Britney Spears’ career on the list of extinct
things. According to a study released last week by Strategy Analytics, digital music sales are expected to surpass physical music
sales for the first time in the US in 2012, and globally in 2015.

While digital downloads have been leading the way on killing off physical music sales, it’s music streaming that will apparently
soon deliver the coup de grace. Strategy Analytics finds that the growth in streaming music revenue is outpacing that of
download revenue in 2012, 40% to 8.5% meaning it is now leading the growth in revenue for the music industry. Apparently,
people value the ability to play their music when and where they want via streaming from the cloud on multiple devices more
than they do actually owning their music.

So, should Pandora be popping the champagne corks right about now?

Well, not quite yet. The problem is, the more listeners they get, the more likely they are to not be in business much longer, at
least in the U.S.

Come again?

It all has to do with music royalties. Right now, as currently constructed, U.S. copyright laws require that those who stream
music, such as Pandora, pay performance royalties on a pay-for-play basis. That is, they pay the artists who perform on
recordings they streamed and the labels that owns them, at a rate of anywhere between $.0002 and $.0014 per digital
performance. One “performance” is defined as the transmission of one song to one listener. So, more listeners = more
performances = higher royalty payments.

See the problem for Pandora and other Internet radio providers?
Terrestrial radio stations don’t pay these performance royalties for the music they broadcast; instead they pay much smaller

royalties to songwriters and music publishers (as do Internet radio stations), though there is a movement to impose the

performance royalties on broadcasters.



A Black Hole

The Wall Street community always amazes and confounds me at the same time.
(Remember | suggested that Facebook would be a good buy.)

So when it comes to investing in media, are you smarter to commit your portfolio
to up-and-coming new media outlets like Pandora OR stick with traditional media
companies? Or Treasury Bills? Or Apple?

According to a detailed analysis in the investment report, Seeking Alpha, while
Pandora may be growing its audience, the company’s declining share value can be
attributed not to a lack of advertising, but the onerous royalty fees it must pay.

The interesting part of the analysis is the conclusion that brands like Pandora and
Sirius are “at a real disadvantage when competing with terrestrial radio
operators such as Cumulus Media and CBS Radio. These companies don’t have
to pay royalties to musicians and the record companies they work for under
current federal law.”

The report also acknowledges that the Clear Channel/Tyler (sic) Swift deal is
performance based. “That saves Clear Channel money because it doesn’t have to
pay Swift if her music doesn’t attract any listeners. Digital radio providers such
as Pandora and Sirius have to pay royalties every time they play a song, even if
the song generates no revenue. That makes digital music a black hole into which
cash disappears, rather than a revenue generator.”

This is one person’s opinion —and yes, he opted to stay anonymous, but I’'m
thinking it will ring true for many people, and not just those who wish that
Pandora would simply go away. In broadcast radio, we are not used to thinking
that customer acquisition is expensive, as it is with pure-play Internet brands.

So the next time your neighbor, Greg, tells you how cool Pandora while you’re
hanging out at the neighborhood barbeque, you might want to remind him that
there’s more to being successful than looking and sounding cool.



A great business model helps.

Interestingly, audience survey firm The Media Audit on Friday issued a correction
to its recently reported Pandora estimates (which were reported in RAIN here).
They reported Pandora's current total reach as 11.3% with adults 18+. As it turns
out, the company didn't ask survey respondents about Pandora in 20 of the 81
markets it studies. So, when only those 61 markets in which Pandora usage was
measured are tabulated, its shows "Pandora's reach among adults within The
Media Audit's 61 measured markets to be 22.6%, and represents more than 30.7
million unique monthly users within that same footprint."

Salt Lake City was Pandora's top market among those The Media Audit surveyed,
showing almost 32% of its 18+ population having logged onto Pandora in the
typical month. SLC tops Boston (30.7%), Atlanta (30.3%), San Diego (28.8%), and
Charleston (27.9%).

File sharing, MP3 players and online stores transformed the way we listen to music. Now the cloud is bringing
even bigger changes. Pandora is the rock star of cloud-based music services, with a clear lead in streaming

audio. But - true to music-industry form - a crowd of younger, hungrier rivals is pounding on the stage door.

Stairway to Heaven

Pandora struts like Mick Jagger in its latest financial report. The company's audio streams accounted for 6%
of the total U.S. radio market and 72% of the top 20 Internet radio services in the most recent quarter. The
number of active users on the site grew 53% year on year to 52 million, and total listening hours grew 92% to

3.1 billion hours.

That mix of rapid growth and high market share has given Pandora an early lead in streaming audio.
Pandora's service is largely ad-supported, giving it an edge over rivals that charge a monthly fee. (The
company offers an ad-free subscription service, but it accounts for only an eighth of total revenue.) Spotify,
MOG and Rdio offer better on-demand streaming options, but they charge $9.99 a month for streaming to

mobile devices.



Free is a big draw for Pandora on mobile. Listeners don't seem to mind the ads or the limits to skipping songs
that come with free listening. Most of them seem so weary of commercial radio that they have turned to

Pandora instead. And so mobile is big for Pandora: It delivers 70% of its streams to mobile devices.

An Arbitron survey found that 6% of drivers listened to Pandora on the road in 2011, compared with 8% for
Sirius XM. Among drivers between 18 and 24, 19% listen to Pandora. And yet the old AM/FM radio remains
the most popular source of music on the road. This presents an opening for online radio to displace a
medium that annoys many of its listeners. Pandora, with its large share of the online-music market, isin a

great position to seize the opportunity.

Highway to Hell

So why is Pandora's stock price slipping down the charts? The stock went public one year ago, and it has lost

a third of its initial value since then. The Nasdag Composite Index is up 9% during the same period.

Two things have kept investors out of the ticket line. One is the money the company has spent to entice its 52
million active users. The company brought in $304 million in revenue during the past year, but it still came up
with a $26 million loss. The deficit, mostly due to royalties and marketing costs, has mounted in recent

quarters.

That kind of spending would make sense if Pandora were cementing its early lead in a market that has high
barriers to entry. Alas, the barriers to entry are low. And that brings us to the second of Pandora's problems:

Competitors are coming fast and hard, and Pandora may simply be paving the way for them.

New Kids on the Block

Thanks to its duet with Facebook, Spotify — which finally launched in the U.S. in July 2011 — has acquired

between 10 million and 20 million active users. (Facebook claims the latter figure, Spotify the former.)

Audiophiles who took to Pandora early on are deciding that it's worth paying a monthly fee for on-demand

mobile music through Spotify or established music services such as Rdio and MOG.

Meanwhile, other rivals are laying down fresh riffs. Songza, a free mobile app, plays hand-picked playlists
rather than algorithm-selected tunes. It has displaced Pandora as the top-selling music app for iPhones and
iPads. And this week, Amazon launched its Cloud Player app that lets users stream to mobile devices music

they've bought or stored.

Anthony DiClemente, an analyst at Barclays Capital, issued a report this week noting Pandora's new

competitors. He pointed out that Songza's ad-free, curated playlists offer an attractive alternative and that



Amazon's established customer base and ability to give users more freedom in listening to songs could lure

Pandora users.

Too Old to Rock and Roll, Too Young to Die

Pandora has done a great job of blasting a sclerotic music industry into the wings with free, streaming music.
And the $81 million it holds in cash and short-term securities gives it the wattage to invest in innovation that

could preserve its sizable market share.

But Pandora is losing money to grow in an increasingly crowded and aggressive market. The online music

industry is still in its infancy, and Pandora's early lead is no guarantee it will continue to call the tune.

Radio Listening on Cells Growing

2011 2012 Growth
Weekly 15.4% 26.2% +70.1%
Daily 8.2% 13.4% +63.4%

Copyright 2012 Alan Burns & Assodates



Pandora Users Like

Radio Station Apps Too

Percentage downloading radio station apps among women who have
ever downloaded ANY APP

49.3% 50.7%

Total Listened to Pandora

Copyright 2012 Alan Bumns & Assodztes

In-Car Internet Access:

Effect on Radio Usage?

Currently Have
Web Access in Car?

No Yes
Daily Usage of Custom Streams 22.5% 53.6%
Daily TSL to AM/FM on a Radio 1:45 1:30
Daily Cume to AM/FM on a Radio 67.1% 80.0%
Daily Cume of AM/FM Streams 21.6% 50.0%
TSL to AM/FM Streams 1:30 1:30
Daily Cume of Radio while in a car* 69.5% 76.8%
Daily TSL to Radio while in a car* 1:30 1:30
Daily All-Radio* QH Indexed 92 1.19

To All Women Average
*On-air or online

Copyright 2012 Man Burns & Assodates a2




Internet Access in Car

What do you think you'd listen to most in your car if it had internet access?

Your car has internet access, what do you listen to most?

M Custom Streams M Radio

No Access Access

Copyright 2002 Alan Burns & Assodates




Listen to Custom Music Streams

On the Internet

2011 2012
Weekly 42.1% 48.8%

Daily 22.1% 25.8%

Copyright 2002 Alan Burns & Assodates




How Custom Stream Usage

Affects Attitudes (otal Agree)

| look forward to listening to the radio

would be very disappointed if | couldn't listen to FM
stations anymaore

Maost people on stations | listen to sound like cool
people

Radio is kind of old..online music is what's hot now

I can foresee a day when | won't need/want to listen
to music on the radio, because | can get it online
and/or my cell

W Total ®WPandora @ Cstm Msc Streams HVY

Copyright 2002 Alan Burns & Assodates




“Big” Advantages of

AM/FM Radio v. Online Streams

Local traffic reports

Can't get internet in car

Local weather forcasts

Local news

Easy to use

Personalities you like to hear

More fun to listen to

35.0%

34.8%

32.9%

31.8%

20.4%

20.1%

i 80%

M Total

Copyright 2012 Alan Bums & Associates



“Big” Advantage of

Online Streams v. AM/FM Radio

Can customize music to my tastes

Can skip songs

Fewer commercials

Music is Better

36.7%

28.6%

|

M Total

Copyright 2012 Alan Burns & Associates

55.7%

52.1%



How Much Do You Like the Music

P1 Station vs Pandora

Total Radio on Cstm Music | Pandora
Radio HVY | Streams HVY Users

Favorite Radio Station

Pandora 8.4 8.6 8.8 8.4

Difference +4.9% +4.9% +8.6% +5.0%

Cogyright 2012 alan Burns & Associates

How Much Do You Like the Music

| Heart vs Pandora

Total Radio on Cstm Music | Pandora
Radio HVY | Streams HVY Users
| (Heart) Radio

Pandora 8.4 8.6 8.8 8.4

Copyright 2012 Alan Bumns & Associates




Heavy Custom Stream users

Listen to More Radio

Heavy Stream Indexed
Radio Usage Users to Total
Weekly 90.2% 104
Daily 74.8% 109

Daily TSL 2:15 128

Copyright 2012 Alan Burns & Associates




Heavy Streamers are

Heavy Consumers of Media

Total Cstm Music
Streams HVY
3:30 3:45 107

Watch television

Facebook 2:00 3:00 150
Websites 3:15 4:15 131
Radio Websites 1:15 2:00 160
Twitter 1:15 1:30 120
Listen to AM/FM radio on a radio 1:45 2:30 128
Listen to online stream of AM/FM Radio 1:30 2:30 150
Listen to AM/FM on your cell 1:30 2:00 160

Copyright 2042 Alan Burns & Associates



Do Pandora Users Feel They’re

Listening to Less Radio?

On a Radio... L.

Spending More Time 24.3% 27.9% 27.1%
Spending Less Time 17.6% 20.6% 18.8%
Net Change +6.7 +7.3 +8.3

X Copyright 2012 Alan Bums & Associates



Radio Usage by Pandora Heavies

Cume Radio Pandora Indexed
on a Radio Heavies to Total

Weekly 85.4% 99

Daily 72.2% 105

TSL to Radio

On a Radio 1:30 86

Online 1:30 100

On a Cell 1:15 100

Copyright 2002 Alan Bumns & Associates




Pandora - 5% Effect

Based on Total QH to Radio

M Cell +19%
M Online

+0.7%
M On a Radio

— -4.9%

-10%

Total Pandora Heavies

Copyright 2012 Alan Bums & Associates

What Keeps Pandora Heavies from
Listening to Radio More?

Too many commercials on radio

38.9%

Watching TV 34.5%

Listening to CDs, albums etc.

Can't listen at work or school

Can't find the music I like on the radio
Listening to custom music streams
Other

Talking on my cell phone

Watching videos online
M Pandora

Cogyright 2012 Alan Bumns & Assodiates




| (Heart) v. Pandora

I (Heart) Zooming. Pandora Slowing?

Awareness - | (Heart)

Awareness - Pandora

Ever Used - | (Heart)

127%

Ever Used - Pandora

2011 2012 M Growth

Copyright 2012 Alan Burns & Associates

Summarizing: Ten Key Points

* Customizable streamers not having big impact on radio usage

* Pandora’s biggest fans may listen to only 5% less total radio; their biggest

complaint about radio is “too many commercials.”
* jHeart is growing rapidly
* Radio’s advantage is Local

* Custom stream’s biggest advantage is not how much better the music is - it’s just

knowing that you can control or influence it.

* |n that context, we saw last week that knowing her opinion matters is a key

characteristic of both Arbitron cooperators and heavy radio listeners.

Copyright 2012 Alan Bumns & Associates



Summarizing: Ten Key Points

* Over 1/4 of all women have downloaded a radio station app

» Just over a third of all women think in-car internet access will be a factor in their

next automobile purchase.
* Women who already have in-car internet access listen to more radio.

* Radio station web site visits finally showed a growth spurt this year, but stations

generally aren’t giving consumers enough compelling reasons to visit.

And one final observation: women keep telling us they’re using more of everything
when it comes to media....but at some point, they’ll hit a limit and something will

give. We all need to work hard to make sure that something isn’t RADIO.

copyrigh 2012 s & Asociess
7/12 Burns says research shows Pandora having “minimal impact” on CHR and
AC formats. Women who tune into Pandora as well as top 40 and adult
contemporary radio spend less time with radio overall. That’s according to an
Alan Burns and Associates survey which finds Pandora users’ daily Time Spent
Listening is up to 5% lower than the all-women average.

7/12 The Echo Nest updates offer a hint of where iHeartRadio and streaming is
heading. The Echo Nest’s Fanalytics software is what powers the song choice for
listeners who create their own stations on Clear Channel’s iHeartRadio
applications. Updates to the technology offers a hint of where iHeartRadio and
other music apps are heading — turning toward more social interaction and more
intelligent advertising sales. The first update is a new data service called Taste
Profile Similarity, which gives a music service the ability to connect like-minded
fans by determining their overall musical compatibility within a larger group. It
takes into account a users’ music collection, listening behavior and other factors
for “social discovery” of music. “To create this app, we identified a whole bunch
of internet memes and personas and made some predictions about the type of
music each of these personas would listen to,” Echo Next director of development
Paul Lamere. “We then look at the music taste similarity between you and each of




the personas.” The resulting analytics, he says on a company blog, create a
“musical stereotype” for each listener that can connect those types of people. The
second update involves “affinity prediction” or how music preference is predictive
of other media preferences and psychographic attributes. It’s a back-end tool that
will help webcasters connect content with advertiser messages. The Echo Nest is
demonstrating the technology through a predictive correlation between musical
taste and political affiliation. “We use all of this data to recommend you music on
MTV.com or play you a great station on iHeartRadio, and here we’re going to use
it to see if you like big government,” CTO Brian Whitman writes in a blog post. For
instance EchoNest researchers discovered Kenny Chesney listeners were most
solidly Republican, while Rihanna fans were most reliably Democratic. Separately
The Echo Nest has just raised $17.3 million in new financing. The money will be
used to continue development of “Fanalytics” software and expand its reach into
the international market. The cash comes from Norwest Venture Partners, and
brings the total the tech company has raised to $27 million. Norwest CEO Jim
Lucchese says it sees an “enormous opportunity” around applying a “big data”
approach to music. He says the firm believes Echo Nest technology can be used to
create a distinct “musical identity” for consumers in a way that can be used to
develop new personalized and social media.

7/12 Posted on Thu, Jul 19th, 2012 at 11:25 am
by Richard Greenfield — POSTS | DISCLAIMER Twitter RSS Email Phone: 646-450-
8680 Chat with rgreenfieldbtig

On July 6, 2012, Pandora updated its iPhone app to version 3.2 (additional update
to version 3.2.1 on July 10th). The focus of the update was a new app design to
add artist bios, song history, lyrics, the ability to rate tracks easily and the ability
to start a new station directly from the now playing screen. Pandora also pushed
the volume control function into a pull-down menu that requires an extra click
(see the three bars shown in the picture embedded to the right — you need to
touch that).



The app update was clearly focused on increasing engagement with Pandora and
in turn, increasing the opportunities to serve display advertising as a user clicks
around the app. Essentially, the updates give users more to do with the Pandora
app to offset declines in users need to rate songs over time. We continue to
believe that rating songs happens rapidly for new users but once you have refined
your playlists you are less apt to interact with Pandora and, in turn, be exposed to
ads (you have not seen this impact Pandora’s results because new active users
have been growing so fast). While more displays ads damage the user
experience, Pandora still makes a majority of its earnings from display ads (digital
audio ads remain in their infancy).

« The screenshot to the right shows the new Pandora iOS app screen.
Clicking the upper-right downward-left pointing arrow show artist bios and
lyrics and sometimes triggers ads, such as this one we saw today.

«  We also feel like closing the ad is getting harder with the “x” getting tinier
and touching anywhere on the ad inadvertently causes the ad to fire up and

take over the entire screen.

Unfortunately for Pandora, its users appear to be reacting quite negatively to the
latest update. They appear frustrated by the layout change, the need for an extra
click to change the volume, what appears to be a “buggy” app and excessive
display advertising.

«  While we are confident the bugs in Pandora’s app are all fixable, the
guestion becomes what is taking Pandora so long to address the problems
and how will addressing consumers problems impact advertising
opportunities going forward?

34% of Reviews are Now 1 or 2 Stars with Overall Rating Falling Within the iOS
store today, 34% of reviews for Pandora version 3.2.1 are only 1 or 2 stars. We
have embedded some of the recent user comments detailing their
issues/problems with the latest version, but it is worth taking the time to read a
wider array on either an iPhone or iPad.

* Pandora’s ratings in the iOS store (both iPhone and iPad) are falling, now only 3.5 stars,
which is in-line with iHeartRadio and now further below Spotify (5 stars).



* Interestingly, Pandora has now fallen to #34 in the free app store (has rarely been in the
30s since it launched

Read more: http://www.btigresearch.com/2012/07/19/why-do-consumers-hate-pandoras-
latest-iphone-update-and-why-is-it-taking-company-so-long-to-fix/#ixzz216ZVGp6p

Little Growth in Use of Internet Music
Streams from 2011 to 2012

Listen to Custom Music Streams
On the Internet

2011 2012
Weekly 42.1% 48.8%
Daily 22.1% 25.8%




How Much Do You Like the Music

iHeart vs Pandora

Total Radio on Cstm Music  Pandora

Radio HVY  Streams HVY Users

iHeart Radio 8.4 8.7 8.9 84

Pandora 8.4 8.6 8.8 8.4

Heavy Streamers are

Heavy Consumers of Media

Tl etV
Watch television 3:30 3:45 107
Facebook 2:00 3:00 150
Websites 3:15 4:15 131
Radio Websites 1:15 2:00 160
Twitter 1:15 1:30 120
Listen to AM/FM radio on a radio 1:45 2:30 128
Listen to online stream of AM/FM Radio 1:30 2:30 150
Listen to AM/FM on your cell 1:30 2:00 160

ALAN BURNS AND ASSOCIATES CEO ALAN BURNS has added additional insight to
this week's findings, exclusively for ALL ACCESS. BURNS notes:



| think when it comes to music streaming services versus radio, this data is the
equivalent of turning on the night light, dragging the Boogie Man out from under
the bed, and discovering he’s not so scary after all. The heavy users of PANDORA
even tell us they’re listening to more radio lately.

But the popularity of PANDORA, etc., should make us more attentive to
something listeners have been telling us for decades, which is that they’d like to
be able to influence the music we play.

For the second year in a row we've asked women to score the music on their
favorite radio station on a 1-10 scale and, if they use PANDORA, to rate the music
they get on PANDORA on the same scale. Both years, PANDORA's music was rated
exactly -- and only -- 5% better. That’s not a very big gap for something that's
causing so much commotion.

So if the ability to customize the music you hear only results in only a 5% better
music product, what'’s the big deal? | think it’s this: the knowledge that you can
control the music may be more important than the actual control. Consumers are
all about control, customization, and convenience, and PANDORA, etc., give them
two or more of those (not to mention fewer commercials and the ability to skip
songs

7/12 DVR for radio hooks up with wireless HiFi manufacturer. Time-shifted radio
shows can now be played on Sonos wireless home hi-fi systems, thanks to a new
app from Dar.fm. “Sonos has been great for music with Pandora and Tuneln and
now it is also ideal for news, politics and other talk and music shows,” Dar.fm CEO
Michael Robertson says. Launched in February 2011, DAR.fm is a cloud-based
platform that allows users to time-shift radio on digital devices. Of the 20,000
shows it offers, 16,000 originate in the U.S., including popular talk shows like Rush
Limbaugh, “Fresh Air” and Phil Hendrie. “These aren’t obscure navel-gazing
podcasts, but nearly every AM/FM/network radio show in the U.S. and many non-
U.S., like the entire BBC lineup,” Robertson says. The service has been compared
to a DVR for radio but has yet to turn a profit. In June it launched mobile apps for
Android and Apple devices that allow users to download what they’ve recorded
and listen to it on their smartphone.



7/12 Burns study: Online listening “exploding.” A quarter of women surveyed by
Alan Burns & Associates say they’ve listened to internet radio, with younger
demos even more digitally-focused. One-third of 18-34 year old females said their
listening habits take them online, compared to 16% among 35-54 year olds.
“Online listening TSL has exploded in the past year,” Alan Burns & Associates SVP
Jeff Johnson says. A single app may deserve the credit, he says. “A large part of
this online radio increase is coming from iHeartRadio,” Johnson says, pointing out
their survey of CHR and AC listeners shows women are not only more aware of
the app, but are also listening to it more. “Usage has more than doubled for
iHeartRadio — it kind of shows what radio can do when we put our mind to it,” he
continues. Another big growth story for radio is cell phone listening, which
Johnson says has seen “significant growth” since the programming consultancy’s
2011 research was done. Nine-in-ten women with a smartphone reported
downloading at least one application. “Even Pandora users are listening on the
cell phone to a radio app,” Johnson says. While the new platforms are seeing
growth, the Burns survey was less rosy about on-air listening. It shows declines in
Time Spent Listening to radio on the radio, as well as a drop in weekly cume.
Johnson says when digital listening is factored in radio listening hasn’t declined —
in fact it’s up 1.9%. While that is within the margin of error, at worst he believes
listening is flat. “Radio really is resilient, but we’re just in that transition mode of
shifting devices,” he says.

More women are creating their own custom channels, but the rate of growth
slows. From iHeartRadio to Pandora, one of the biggest attractions for users is the
ability to play digital deejay and create a station of one’s own. A survey of women
who listen to CHR and AC formats finds nearly half (49%) of respondents use the
custom radio feature. That’s up from 42% a year ago. One-quarter (26%) said they
use a custom feature daily, up four points over last year’s survey. But Alan Burns



& Associates SVP Jeff Johnson says that’s a slower rate of growth than they’ve
logged in previous years. “We may be seeing the tip of the iceberg where custom
music streaming has started to plateau,” he says. Roughly one-third of people said
FM/AM radio’s advantages are local weather, traffic and news, with one-in-five
saying personalities and ease of use. “That’s nothing shocking, but it does
reinforce how important localism is to radio over custom streams,” Johnson says.
On the flipside, people who used custom channels say they most like the ability to
tailor content (56%), song skipping (52%), and what’s

typically a lighter spot load (37%). The survey also looked at in-car listening to
online radio and found that women who have internet connection in their car are
more than twice as likely to listen to a custom music stream on a daily basis. But
Alan Burns says women who have a digital dashboard are big consumers of media
overall — they listen to more radio each day and are more than twice as likely to
listen to a broadcast radio station’s webcast. He says that helps make up for the
Time Spent Listening decrease. As for setting FM/AM radio aside for an iPod, 57%
of women said they own or use the Apple mp3 player showing little change from
2011 or 2010 surveys. “I think we’ve seen iPod ownership and use peak,” Johnson
says. “And it wasn’t long ago that people were saying that iPods were going to
destroy radio.”

7/12 Pandora Media, Inc. (NYSE:P): Samsung Electronics (SSNLF) confirmed, within the next
few weeks, they will be launching, Music Hug, their digital music service in the U.S. However,
they declined to disclose the pricing or launch date for the stateside debut. They are expected
to compete with Pandora (NYSE:P), Spotify and others, according to The Los Angeles Times

IMPORTANT- Radio Ink: Here is what they told us about how they came to that conclusion. "We arrive at the
calculation using data from Triton Digital, Arbitron and the U.S. Census. The estimated total hours includes satellite
radio."

COMMENT: First, you do not need U.S. census data to compute a share

Second, there is no rating data for satellite

Pandora’s share is in the lower 4 share range. Not 6.



STREAMINGIMUSIC GOES ' GLOBAL
AN OVERVIEW OF GLOBAL STREAMING ADOPTION
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Pandora struts like Mick Jagger in its latest financial report. The company's audio
streams accounted for 6% of the total U.S. radio market (COMMENT: see above
explanation re the inaccurate Pandora claim of a 6% share) the and 72% of the
top 20 Internet radio services in the most recent quarter. The number of active
users on the site grew 53% year on year to 52 million, and total listening hours
grew 92% to 3.1 billion hours.

That mix of rapid growth and high market share has given Pandora an early lead
in streaming audio. Pandora's service is largely ad-supported, giving it an edge
over rivals that charge a monthly fee. (The company offers an ad-free subscription
service, but it accounts for only an eighth (12.5%) of total revenue.) Spotify, MOG
and Rdio offer better on-demand streaming options, but they charge $9.99 a
month for streaming to mobile devices.



Free is a big draw for Pandora on mobile. Listeners don't seem to mind the ads or
the limits to skipping songs that come with free listening. Most of them seem so
weary of commercial radio that they have turned to Pandora instead. And so
mobile is big for Pandora: It delivers 70% of its streams to mobile devices.

An Arbitron survey found that 6% of drivers listened to Pandora on the road in
2011, compared with 8% for Sirius XM. Among drivers between 18 and 24, 19%
listen to Pandora. And yet the old AM/FM radio remains the most popular source
of music on the road.

Highway to Hell

So why is Pandora's stock price slipping down the charts? The stock went public
one year ago, and it has lost a third of its initial value since then. The Nasdaq
Composite Index is up 9% during the same period.

Two things have kept investors out of the ticket line. One is the money the
company has spent to entice its 52 million active users. The company brought in
$304 million in revenue during the past year, but it still came up with a $26
million loss. The deficit, mostly due to royalties and marketing costs, has mounted
in recent quarters.

That kind of spending would make sense if Pandora were cementing its early lead
in @ market that has high barriers to entry. Alas, the barriers to entry are low. And
that brings us to the second of Pandora's problems: Competitors are coming fast
and hard, and Pandora may simply be paving the way for them.

New Kids on the Block

Thanks to its duet with Facebook, Spotify — which finally launched in the U.S. in
July 2011 - has acquired between 10 million and 20 million active users.
(Facebook claims the latter figure, Spotify the former.) Audiophiles who took to
Pandora early on are deciding that it's worth paying a monthly fee for on-demand
mobile music through Spotify or established music services such as Rdio and
MOG.

Meanwhile, other rivals are laying down fresh riffs. Songza, a free mobile app,
plays hand-picked playlists rather than algorithm-selected tunes. It has displaced



Pandora as the top-selling music app for iPhones and iPads. And this week,
Amazon launched its Cloud Player app that lets users stream to mobile devices
music they've bought or stored.

Anthony DiClemente, an analyst at Barclays Capital, issued a report this week
noting Pandora's new competitors. He pointed out that Songza's ad-free, curated
playlists offer an attractive alternative and that Amazon's established customer
base and ability to give users more freedom in listening to songs could lure
Pandora users.

Too Old to Rock and Roll, Too Young to Die

Pandora has done a great job of blasting a sclerotic music industry into the wings
with free, streaming music. And the $81 million it holds in cash and short-term
securities gives it the wattage to invest in innovation that could preserve its
sizable market share.

But Pandora is losing money to grow in an increasingly crowded and aggressive
market. The online music industry is still in its infancy, and Pandora's early lead is
no guarantee it will continue to call the tune.

Extremely Important:

Consumers report higher awareness of audio commercials on broadcast radio
than on Pandora. New data released by Bridge Ratings from a survey conducted
in the first quarter 2012 finds a low perception of audio commercials among
Pandora listeners compared to listeners of broadcast radio. The study also finds
that perception of commercial messages on Pandora deteriorates over time —
the longer a consumer has used Pandora, the less aware they are of its
commercial messaging. The findings are based on a sample of 4,339 heavy
Pandora listeners and 4,440 heavy broadcast radio listeners between January 3-
March 15. Heavy listeners are defined as those who listen at least an hour a day.
Bridge reports nine of ten broadcast radio listeners recalled hearing commercials
during a typical listening session and that percentage remained consistent over
time, regardless of how long the consumer has been a heavy radio listener. But




percentages of Pandora listeners who reported hearing audio commercials during
a typical listening session fell from 50% among consumers who had been listening
to Pandora for three months or less to 28% for those who had been listening for
seven-12 months to 20% among those listening for 19 months-two years. “These
low perception scores may be linked to the presentation as well as both the
length and hourly quantity of commercial messages that were evident during the
time this study was fielded in the first quarter of 2012,” Bridge Ratings president
Dave Van Dyke says. “Nonetheless, as an environment that positively supports
commercial messaging, broadcast radio has high scores for awareness of
advertising.” The study didn’t look at recall of display or video advertising on
Pandora or any advertising on broadcast radio steams.




@ Bridge Ratings s £
Sample: 4339 Pandora Commercial Advertisement Awareness Trends
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A 100% Certain Way to Lose Millions
By Eric Bleeker and Jeremy Phillips, The Motley Fool

Posted 2:52PM 05/26/12

The following video is part of our "Motley Fool Conversations" series,
in which Chief Technology Officer Jeremy Phillips and senior
technology analyst Eric Bleeker discuss topics across the investing
world.

After Pandora's less-than-stellar earnings, the stock popped more
than 10% on stronger-than-expected top-line growth. There was only
one problem, though, its losses tripled. In this video, Jeremy and Eric



discuss the inherent flaw in Pandora's business model, and other
players that don't own the intellectual property on which their
business is based.

http://www.dailyfinance.com/2012/05/26/a-100-certain-way-to-lose-millions/

5/12 Customizable radio, like the offerings from Slacker, iHeartRadio, Pandora
and others, is a "combination of art and science," members of the
"Personalizable Radio" panel at RAIN Summit West explained. The discussion was
one of the most popular and thought-provoking of the conference.

The "art and science" metaphor was first put forward by Owen Grover, SVP of
iHeartRadio. On the one hand, there's the "science": data from companies like
The Echo Nest and Rovi about what artists are similar to other artists, what
vocalists sound the same, what guitar solos are related and so on.

But then there's the "art" of also taking into account the much more complicated
"cultural" factors, explained Rovi Director of Architecture & Innovation Michael
Papish. That is, linking artists and songs that don't necessarily relate to one
another scientifically, but that are tied together in popular culture. "There's a lot
more going on than just saying 'these two songs sound alike, therefore we should
play them together.' There's a lot more behind why humans like different types of
music," said Papish.

Both Grover and Slacker CEO Jim Cady spoke to the power of having an
emotional connection within the stream as well. "There has to be humans behind
it," said Cady. Slacker employs 75 programmers to give their streams that human
touch. Otherwise, "there's a missing emotional connection.” He says most users
want that "lean-back," curated experience (as long as they can "lean-forward"
when need be to customize the stream). Grover said Clear Channel has seen their
Custom Radio service actually push new listeners to the traditional AM/FM
streams (which are all curation and virtually no personalization).




Indeed, data about artist similarity can only take you so far, said Grover. "You
don't want to start making too big leaps of faith around data," he explained. "A
thumbs down on a Lady Gaga song doesn't necessarily tell you much of anything
about that song, that listener, or Lady Gaga." Perhaps the sequence of songs
wasn't quite right, or the time of day had an impact, or the listener may have just
heard the song 50 times already. More information is needed.

"We may have hit the wall in terms of what we can do with either thumbs
up/down, or ratings," mused Papish. "We need to figure out new, better ways of
actually asking our listeners what they like." That process is still on-going. "We
are just getting started identifying the individual listener," said Lucchese. Papish
shared that Rovi, for example, is looking for better ways to have the listener
explicitly share preferences with music services. One idea is to use gamification
elements to make sharing that information more fun and engaging.

Total listening time by platform
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As shown above, all digital listening comprises less than 6.5% of radio-plus-
streaming hours spent listening per month; the total is a combination of all
streaming radio and streaming music collections. This analysis shows that the
largest digital-only music service, Pandora, accounts for 3.7% of total listening
time (which includes their non-commercial premium listening).

Digital is still a small fraction of overall combined listening.

Per Jacobs Tech Survey #8:

7% of Pandora’s subscribers signed up but don’t listen- based upon 150,000,000
subscribers this equates to 10,500,000

11% responded rarely listen. Equates to 16,500,00 subscribers
10% responded that they listen 1x/month. Equates to 15,000,000 subscriber
18% responded 1x/week. Equates to 27,000,000 subscribers

Above combined equals 69,000,000 who listen 1x/week or less....or 46%
listening 1x/week or less.

72% of those that stream audio listen to specifically to Pandora less than
1x/week

90% of those that stream audio, listen Pandora less than daily



What's
Pandora?

Nearly 3in 10
“Streamies”
——— Sp— listen to
| Pandora weekly
Onca.a iask or more

35%

More people are liking Pandora less. Interesting in slide below that those who
mentioned that they listen to Pandora, twice as many mentioned that they listen
“same- infrequently” (36%) versus those that mentioned they listen “same-
frequently” (18%).

4/12 New research released by Mark Kassof & Co. says Pandora listeners perceive
FM radio as more different than similar to Pandora, and that the choice and
control Pandora gives them is the biggest difference. Kassof based his findings on
1,177 online surveys with 18-64-year-old Pandora listeners in the U.S., conducted
from April 10-12, 2012.

In the survey, Pandora listeners compared seven music sources to Pandora. Of
them, iHeartRadio is most like Pandora; FM radio ranks fifth. Forty-nine percent
(of those who have an opinion) rate FM a “one” or “two” on a scale where one
means “Totally different from Pandora” and five means “Exactly the same as
Pandora.” Twenty-nine percent rate FM one, while only 10% rate it five.

Among those who see FM as clearly different from Pandora (the “ones” and
“twos”), Pandora’s ability to let them choose what they want to hear is the #1
difference, at 31%. More specific choices -- for example, the ability to select
genres, select artists and skip songs -- also relate to the control they think
Pandora gives them that FM doesn’t.



Control Freaks — that what you might call Pandora listeners. Because the choices
and control it offers is the difference they perceive between Pandora and FM
radio.

And yes, Pandora and radio are quite different. Last month’s ListenerThink
research among Pandora listeners revealed that they’d be as likely to use other
music sources (like iPods) as radio, if Pandora wasn’t available. This month, we
sought to quantify the difference between FM and Pandora...

We conducted an online survey April 10-12 2012, netting 1,177 Pandora listeners
age 18-64. (To qualify, they answered “yes” to the question: Do you listen to
Pandora?) We asked them to rate seven music sources on a 1 to 5 scale... “one
meaning “Totally different from Pandora”; “five” meaning “Exactly the same as
Pandora.”

”

Of the sources we tested, Pandora listeners see iHeartRadio as most like Pandora,
YouTube least like it. (In itself, this revealed that last month’s “substitution”
research was not a proxy for similarity...it showed YouTube as the #1 alternative
if Pandora wasn’t available. )

Most important to us, we learned that FM is more different than similar to
Pandora:

Here’s the percentage breakout for iHeartRadio...

IHeartRadio vs. Pandora
1: Totally different 13%

2: 10%
3: 25%
4: 32%
5: Exactly the same 21%

And the breakout for FM:

FM RADIO vs. Pandora



1: Totally different 29%

2: 20%
3: 23%
4. 17%
5: Exactly the same 10%

3x as many people responded that AM/FM radio was totally different as thought
it was exactly the same

Note that the averages shown in the graph and percentages in the table are
among those who have an opinion. For FM, 5% of 18-64 Pandora listeners
respond “not sure” to how different or alike it and Pandora are. For iHeartRadio,
36% are not sure...due primarily (we think) to their lack of familiarity with
iHeartRadio.

So, nearly half of those who have an opinion see FM as quite different from
Pandora. But what is the difference???

We asked them. Responses were unaided — volunteered by respondents — and
coded into categories for tabulation. Multiple responses were permitted...that’s

why they add up to more than 100%:

In what way (or ways) do you think FM radio is DIFFERENT from Pandora?
Not as much choice (in what | listen to) 31%

More/Too many commercials 26%
Can’t select genre 8%

Can’t choose artist(s) 6%

Not personalized 5%

Less variety 4%

More/Too much repetition 4%



Can’t skip songs 4%

More/Too much talk 4%

Has DlJs 3%

Has More Variety 2%

Doesn’t require internet/PC 2%
Not as good sound quality 2%
Other 30%

Don’t know 1%

Among those who rate FM “1” or “2” — CHOICE is the key difference. Pandora
listeners think it gives them more choices, more control over what they hear than
FM does. Not only is choice the #1 response...many of the other comments reflect
the same idea...with FM you can’t select genre, can’t choose artists, can’t skip
songs, etc.

FM’s commercials are the #2 response. And the older listeners are, the more
likely they are to see commercials as a difference between FM and Pandora. Only
14% of 18-24's say FM’s commercials are the difference, rising steadily to 39%
among 55-64's. And, surprisingly, it is 55-64's who perceive the biggest difference
between FM and Pandora...39% of them say FM is “totally different,” and only 5%
say it’s “exactly the same.”

Regardless of the age group, most of FM’s differences are clearly negative for
these Pandora listeners. So it’s no surprise that the differences they perceive
skew heavily in Pandora’s favor:



Kassof & Co. also asked Pandora listeners: If you couldn’t listen to Pandora —
for example, if its site was down for some reason — what would you be
listening to instead? In other words, what sources of music does Pandora take
the place of when you listen to it?

What we learned is: Pandora certainly competes with terrestrial radio, along
with many other sources of music:

Laptop/Computer 55%
YouTube 52%
iPod/mp3 player 49%
FM/AM Radio 49%
Phone 39%
TV 36%
CDs 34%
Other Internet Radio/Podcast  [20%
Satellite Radio/Sirius/XM 19%
Tablet 16%
Other 2%
None/Nothing 2%

Survey finds a fatigue factor for Pandora. Unlike a subscription service where
users may feel they have an incentive to use a product, the vast majority of
Pandora listeners don’t pay. That may be impacting how long people stay
engaged with the service. Bridge Ratings surveyed Pandora listeners and
concluded the longer they’ve been a using it, the less conclude they’re “highly
satisfied” with the service. Nearly eight-in-ten people who’ve been using Pandora
for six months or less gave Pandora top marks. But that number fell to just one-
third among people who’ve been using Pandora for three years or more

People said they find themselves logging on to Pandora less over time, and when
they do use the service they don’t listen as long. “The highest satisfaction comes




from an immediate involvement with Pandora,” Bridge Ratings president Dave
Van Dyke says. “It’s like a lot of things, over time you start lessening your love and
passion and Pandora is no different.” The survey also shows the fatigue factor has
grown over the past seven years. Bridge quizzed people who’ve been using
Pandora for a year or more about how dissatisfied they. The level of
dissatisfaction grew the most among 18-34 year olds, with the number who said
they find themselves not tuning into Pandora as much tripling from 10% in 2006
to 31% in 2012. Even among 35-54 year olds the rate doubled. “A person who has
been using Pandora up to six times a day, after a year and a half to two years may
only be tuning in only two or three times a day,” Van Dyke explains. The fall off
may have been be expected. Pandora has a much larger base that includes more
casual users. There are also a lot more streaming music options today than in
2006. While Bridge asked about Pandora specifically, Van Dyke says it’s likely
other streaming apps face similar usage patterns. He thinks the music selection
algorithm may become too adventurous for some users, who find their stations
just don’t sound like they once did.

Bridge: Advertising not a big a turn-off for Pandora users. Compared to
broadcast radio, Pandora dedicates a tiny amount of airtime to advertising each
hour. It’s one of the most-cited reasons for people to use the online music
website. Yet Bridge Ratings president Dave Van Dyke says their research shows it
also brings a cautionary tale to marketers. “Over time listeners say they aren’t as
aware of commercials as they were initially,” he says. That’s because people
report using Pandora differently over time. “It becomes a much more background
experience — so much so that they don’t even notice the commercials.” Van
Dyke says. While that subliminal environment may work for brand marketing,
whether it will appeal long-term to call-to-action advertisers remains to be seen.
Bridge based its March 2012 findings on a sample of 4,339 internet users




Per Bridge Ratings commercial awareness to broadcast radio stations is almost 5x
that of Pandora for those Pandora listeners who have been listening over 19
months:

Mary Beth Garber article

When it comes to how spend advertising dollars, it always seems to come down
to research. When it comes to research, it all comes down to definition and
methodology, doesn’tit. And when it comes to publicity, it’s all about headlines -
- how can you get the biggest gasp. Radio Ink's article Wednesday is a pretty
good example of that.

As you note, there are little liars, there are big liars and then there are
statisticians. Anyone can make numbers say anything. So let’s look at
methodology and conclusions -- and let's look at reality.

The Media Audit’s first mistake was to classify Pandora as a radio station. No one
else does — not the analysts in their blogs, and not the users themselves if today’s
article by Mark Kassoff http://kassof.com/?cat=6 is accurate.

Pandora is a collection of individual playlists, it’s not Radio. When asked, users
consider it to be most like other internet music playlist sites, then comparable to
private collections on iPods, MP3 players, etc. Users have a different expectation
of an entertainment experience when they turn on radio vs when they use a
music playlist site. When people want control over what they hear, they go to
their music collection (think stacks of 45s, then cassettes, then CDs, ipods, MP3
players programmed or on random, and now playlist services, etc) to escape from
the world.

The problem is that people don't want advertising running in their music
collection. Think about it: if they did, the record companies would have put ads
between tracks on albums long ago. In fact, the newest Bridge Ratings LLC survey
of Pandora users shows that commercials are one of the primary causes for



growing user dissatisfaction with Pandora over time. Listeners go to radio not to
escape, but to be part of the world, part of a social experience, and that
experience includes the information that comes from commercials and the
messages they hear from their favorite DJs and personalities.

The Media Audit's second mistake was comparing the aggregation of Pandora’s
individualized streams to individual local radio stations. That's just silly — not to
mention a really misleading comparison of apples and oranges. The idea that a
combination of individual hip hop, classical, rock, contemporary hits, classic hits,
or comedy playlists with no local or personal connections could ever deliver the
same audience environment as one single, focused local radio station is absurd.
To come even remotely closer to an apples to apples comparison, Pandora should
compare its numbers to an entire station group, say CBS or Clear Channel. But of
course they don't, because they would be crushed. And if Pandora uses
geographic or any other targeting refinements for an advertiser, those purported
ratings would be even more invalid.

The Media Audit’s survey in October 2011 was a phone poll — self reported
estimates of what people did without benefit of notations or passive
measurement concurrent with their actions. Advertisers have long regarded
phone polls as informative but not accurate enough to use as a basis for buying.
That’s why a coalition of advertisers and agencies pressed Nielsen and Arbitron
into adopting passive electronic measurement systems years ago.

The differences become quite clear when we compare The Media Audit’s data
from last October with Arbitron’s data for Los Angeles last October. When one
measures what people actually did vs what they say they did, the results, as those
advertisers and agencies were well aware, are markedly different. In a story in
today’s Los Angeles Times, The Media Audit reported that Pandora reached 1.9
million people 18+ and that KIIS-FM by itself reached only 1.45 million.

When compared with Arbitron’s reported measured reach of Adults 18+ for KIIS-
FM of 2.9 million, The Media Audit has understated the PPM measurement for
KIIS by an astounding 100%.

If we were to compare the Pandora data to aggregations of radio stations by
group or an advertiser’s ability to buy stations with a single order through Katz
Radio Group Sales, we’d find that just the top 3 groups alone would deliver 9.2



million individual listeners, 500% more listeners than The Media Audit attributed
to Pandora’s combined streams.

People like Radio for reasons that are quite different from why they like music
playlists or collections. And the facts are that the average person listens to Radio
20x a week, at least 5 days a week Radio reaches about 95% of people in Los
Angeles — really reaches them. Not because people say it does. Because
Arbitron’s passive measurement knows that it does.

Listeners measure Radio by how much they like a radio station. Considering that
70% of people in Los Angeles who have a favorite radio personality follow them or
their radio station on some social media service and how much time they spend
listening to Radio, I'd say Radio’s listeners are engaged and connected. And that
that delivers the best environment for commercials to work. It may not make for
the most dramatic headline — but it has the benefit of actually being true.

4/12 Similar to what we’ve seen with Satellite, satisfaction levels decline the
longer one uses the Pandora.

-New Bridge Pandora study: Key take away is that listener satisfaction with
Pandora is dropping quite steeply the longer they subscribe.

Main reasons behind reduced listening satisfaction:
“(1) Commercial Interruptions spoil mood

(2) Becoming predictable

(3) Song choice is limited

(4) Song choice for my taste not as good

(5) Diminishing number of likeable songs

(6) Repetition of Artists | don’t care for.”



As Pandora increases their commercial load which is what they must do to
generate more revenue, (they are already up to 4 per hour) the commercial
interruptions will become more annoying and lead to less satisfaction, less
usage and lower TSL. TSL has dropped 33% from 60 minutes per session in
November 2009 to 39 minutes/session in March 2012.

Pandora will need to increase their commercial load due to their deal with
SoundExchange. While their AAS is growing their ability to monetize that AAS is
not keeping pace. Right now close to 55% of Pandora’s revenue is going music
licensing fees.

Pandora listening is rapidly shifting to having most of their listening done on
mobile devices due to smart phone penetration. Over 70% of their AAS is on the
smart phone where the impact of display is greatly diminished and CPMs are far
lower. Currently much of Pandora’s revenue is coming from digital shops that
value display advertising. As more of Pandora’s listening is consumed on smart
phones and interaction with the mobile phone becomes more difficult, Pandora
becomes less attractive to digital shops

As Pandora increases their commercial load they are becoming more like
broadcast radio the medium which they are claiming to “redefine” satisfaction
levels decline.
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There is a large decrease (about twofold) in satisfaction levels over the past 6

years with Pandora as illustrated in the slide above.
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Note only 34% of Pandora users who have been using the service 3+ years are

highly satisfied




Digital Is Still Growing, But Broadcast Radio

Listening Is By Far Dominant

Broadcast vs. Digital: Total Listening Hours
(Jan-Dec 2011)

200 1 185 Billion
NPT Digital

150 4 94.8% Broadcast

100

(Billion hours per year)
[%2)
o

Estimated Radio Listening

Digital Is “In Addition To” Not “Instead Of’ Broadcast Radio...

*Source: Broadcast uses RADAR 112 March 2012 (January 6, 2011 to December 7, 2011) KATZ | RADID GROUP
**Source: Digital based on Triton Digital Releases Monthly Internet Audio Top 20 Rankers Jan 2011 — Dec 2011 halealbvaloslvnbonbay

Pandora:
About 1/3 of “uniques” tune-in monthly. That is “interest”, not “commitment” to
a product

About 67% do not tune in monthly vs average AM/FM broadcast listener tuning in
3.5x/day 5 days per week to radio

Approximately 12-13 million tune-in daily or approximately 8% of their
subscribers. Compare this with radio’s 70%+ daily tune-in 3.5x/day

Increasing commercial load: Pandora is adding commercial load to 4 per hour. At
the beginning of 2011, Pandora ran 2 commercials per hr. July 2011 Pandora’s
commercial load was increased to 3, it’'s now 4 per hour. Initially Pandora only
accepted :15’s, but as they began competing for Wired Radio SS they began
accepting :30’s as well.

Volume? At what volume are people listening- it’s a good question. Loud enough
to even hear a commercial- for PPM to pick up? Bridge’s Dave Van Dyke has
conducted research indicating that many of the commercials are not even noted
by listeners (referenced above).



Is anyone present? If a person walks away with a PPM device, the device no
longer records listening to AM/FM. With Pandora a person leaves the room and
can no longer hear the Pandora stream, it continues to be counted and is included
in their AAS.

Pandora has a “Pac Man” approach to generating impressions, gobbling up
impressions...if a Pandora listener is the targeted gender and age that’s often all
that’s needed to continue to serving the same message over and over, regardless
of day or daypart or the number of times exposed to the message. “Frequency
Caps” are often not being utilized by Pandora advertisers resulting in massive
frequency exposure to the same listener often resulting in out of whack frequency
distributions.

Music Satisfaction:

P1 Station vs. Streaming Service

Rated on g 1-10 scale

Total Heavy Weekly Pandora

Radio Streamers Users
P1 Station 8.28 8.52 8.32 8.13
Streaming Service * 8.34 8.55 8.83 8.54

* Respondent’s most-used non-radio music streaming service

Pandora Ando nationwide TLH figures are inflated due to their paid Premier
subscribers listening being included in Ando National AAS figures. Premier
listeners are not served advertising.

Questionable Business model: 55% of Pandora’s revenue goes to music licensing.



What’s the difference between thumbing down a song and changing a station?
Not much. Their Genome project playlists are not any better than a well curated
radio station- Confirmed by several studies.

Ease of use in car 5 years away, per Pandora
No personalities
Few feet on the street to conduct sampling or overseeing experiential events.

No additional platforms that AM/FM stations provide: podcasts, streams,
contesting, personal recommendations (DJ endorsements), experiential events,
sampling, etc.

75% of Pandora’s streaming is on mobile devices- leaving display ads largely
ineffective.

Streaming not cannibalizing broadcast: per Targetspot, ARB/Edison, Burns, USA
Touchpoints and other studies. Streaming is a “supplement not a substitute”.

Pandora’s entire nationwide listening equal to radio listening in LA—Puts
Pandora’s impact into perspective

The following is far from ideal commercial scheduling: Pandora air check the
morning of March 2, 2012 recorded by a 26 year old female:

o 7:02A Discover Morocco
o 7:17A Discover Morocco
o 7:32A Discover Morocco
o 7:48A Discover Morocco
e  8:02A Ring Central

o 8:19A Soap.com

o 8:37A Discover Morocco
o 8:52A Soap.com



o 9:08A Discover Morocco

. 9:25A Blue Cross Blue Shield
. 9:45A Blue Cross Blue Shield
. 10:03A Blue Cross Blue Shield
. 10:22A Blue Cross Blue Shield
o 10:40A Discover Morocco

o 10:56A Soap.com

The future is not an extension of the present: The convergence of technology and
music is moving so fast that even successful innovations are getting left in the
dust in a matter of a few years. The current streaming landscape will likely change
dramatically.

The importance of ease, simplicity and curation:
Many who utilize addressable music services stop evolving their playlists.

Becomes too much of a hassle. Many, quite simply, realize they don’t have time
nor inclination to program their own daily soundtrack.

Not everyone wants be their own program director. Many people, including
young people, simply choose to listen to what is filtered by others and made
available to them.

Many people are busy and aren’t THAT much into music

We must also keep in mind having access to a technology doesn’t mean that
everyone will use it. There are a lot of bells and whistles on devices that we
currently own that we rarely or never use.



Why Would You Choose Pandora for audio Campaigns?

Pandora is a passive listening service, you are rarely staring at the screen to be
exposed to display/interactive advertising which delivers the majority of their ad
revenue. While you may interact with the screen when you first start using the
service to set up your playlists, once you have your 5-10 initial playlists and have
thumbed up/down a bunch of songs, the greatest benefit of Pandora is that you
do not have to do anything - it is pure passive listening, often at low decibel
levels.

On a PC, consumers can open Pandora in one tab of a browser and then never
look back - beyond a click every once in a while when the computer asks if you are
still listening. On mobile, you are even less likely to be interacting with the
Pandora screen, especially since the advent of multi-tasking on mobile devices
such as the iPhone last year. If you are jogging or have plugged your iPhone into
your car, there is no way you are going to be able/interested in clicking on ad, let
alone even know that the display ad is on the screen.

RBR-TVBR observation: *It’s a “Catch 22” for Pandora. More and more of its
audience is going mobile — and it has to pay SoundExchange the same rate for
mobile listening as for listening via a computer with a larger screen. But as that
audience moves it has to move its advertisers as well, away from display ads to
more audio ads, which makes it more like the traditional radio industry which it
claims to be “redefining.” Converting advertisers to audio isn’t happening fast
enough for Pandora to keep up with the music royalties it has to pay for mobile
listening, so the mobile growth is actually a financial negative in the short-run.

Pandora has recently increased their hourly commercial load to 4 per hour. It’s is
generally acknowledged within the online community that streamers are less
tolerant of commercials- the reasons for streaming pureplays differ from the
reasons of listening to broadcast radio for a couple of reasons:

A) The listener has come to expect very few commercials on Pandora and
expects commercials on broadcast stations

B) Pureplay listening is “me” time, with listeners not wanting to be
interrupted. Broadcast radio is about wanting to be connected to the
outside world. Commercials alert and connect the listener to offers that
could benefit the listener




Pittman: listeners less tolerant of commercials on custom web radio: Pittman
provided a defense for why broadcast radio remains relevant. Web radio listening
is a “solitary experience” he said, contrasting it to the social experiences of
broadcast radio programming chock full of gossip, time and temperature and air
personality chatter. “They’re two radically different experiences,” Pittman said.
It’s why he believes consumers won’t be as tolerant of attempts by web audio
services to increase their commercial loads. “When I’'m in my own world | have
got that cone of silence over me, the last thing | expect to hear is a commercial,”
he explains. “On radio, a commercial is part of checking in with the outside world
— which is why consumers tolerate commercials, and in many cases value them
as important information

David Field: Pandora has a fundamental business issue to deal with. They need to
either figure out a way to dramatically increase their commercial load — and guess
what? People don’t listen to Pandora to hear commercials, because it’s not radio
and they’re not used to it. It’s a music playlist service and they don’t want
commercial on their iPods, they don’t want commercials on their CD players and
they’re not going to want commercials on Pandora and Slacker and so forth.” “So
our view is that if they increase the commercial load to make themselves more
commercially viable they then will have the problem with their listener appeal.

Fact: Per Pandora Hispanics represent nearly a quarter (22%) of all smartphone
listeners on Pandora. Media Audit show the same thing.



A 2011 study from Orpheus Media Research found that 54% use music
recommendation tools, with 40% utilizing them on a daily or at least weekly basis.
However, the accuracy of such tools was criticized. 40% said such services were
accurate 50% of the time or less, and many complained about the amount of time
one had to invest to make use of them. (Note how many times you end up
thumbing up or down on Pandora in spite of their Genome methodology.)

However, the search for information about music discovery showed Radio to be
king. Here are two findings from the Orpheus study:

- 57% of the respondents indicated that they most often relied on radio or word
of mouth to learn about new music; 14% indicated that they relied on

mainstream media

- and 82% identified radio as the greatest single influence of their music listening!

Not everyone who has an Android smartphone is using Pandora

The study made use of Nielsen’s proprietary on-device monitoring software,
which has been voluntarily installed by thousands of panelists across the country



Facebook and Google properties dominate Android application usage
across age groups

Mobile Application Reach by Age

@
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Source: Nielsen

More than half of Country radio P1s have heard of Pandora, according to new
data from Edison Research. About the same percentage point to DJs as one of
AM/FM's primary advantages over Internet radio

Nielsen found 21% of iPad owners report regularly accessing radio through the
device. That’s nearly as high a percentage as iPhone users — 22% of which tune
to streaming radio. Nielsen’s survey finds iPad users are young: 63% are under the
age of 35. Two-thirds of users are male.




Questioning a Pure Play ad supported business model

Adam Klein/Columbia University Journalism School

“Ad-supported is unsustainable. That | say very assertively. I'm an adjunct
professor up at Columbia Journalism School and | teach about the business
models of media. No one can show me an ad-only supported business model in
the digital space that's sustainable by itself.

If you think about the digital environment, there is an infinite amount of
advertising inventory available. Economics 101. In a world of infinite inventory,
prices will come down. And that's what has happened. Unless you have other
sources of revenue, that's not sustainable.” He might not be wrong. Pandora’s
and other pureplay music rights will continue to rise thru 2015.

Pandora/Pureplay music rights

Content costs totaled 50.4% of total revenue in fiscal Q3 and SoundExchange rates are
set to increase annually through 2015. Content costs will rise from 50% in the
fiscal year ended 1/31/11 to 53% in the current fiscal year (1/31/12) and to 55%
in the next one (1/31/13).

January 2012 Pandora says it now has 125 million subscribers (May 2012 they say
they have 150 million) who listen, on average, 18 hours per month.....this equates
to an average of 38 minutes per day- versus AM/FM TSL being 2 hours.

38 minutes/day is enough to be exposed to two commercials/per day or about
6-7 week with the average Pandora listener tuning in every other day making it
difficult to generate an effective ad campaign.

1-5-2012

Joe Kennedy sounded like a traditional radio guy yesterday as he started off a
presentation with some strong pro-radio statements at the Citi 2012
Entertainment, Media and Telecommunications Conference; he quoted Arbitron



numbers, saying radio remains hugely popular with consumers and that radio still
dominates vehicle listening. Radio is still big for two reasons, Kennedy

believes: serendipity and ease of use. "Because with radio, we don't know what's
coming next," (serendipity/surprise) he said. "And it's an easy experience. We can
listen while multi-tasking, while driving, working, partying." While Pandora does
offer consumers a free service, it also has a paid premium option, and no effort
might be a stretch -- while creating a station is simply a matter of choosing an
artist or song, refining a station to your own taste with likes and dislikes does
take some time-- and it's certainly not as effortless as turning on a home or car
radio to listen to your favorite AM or FM station. In fact, Kennedy stated that one
of Pandora's goals was to make the service "as easy to use as FM."

Pandora's immediate growth, according to Kennedy, will be coming from mobile,
and, despite showing a video from Cadillac touting Pandora -- along with FM radio
--* Kennedy says ease of use in the automobile is at least five years away.

Pandora’s Genome Project

Predictable. Little surprise

Was so predictable, it had to re-programmed to add a wider variety of music.
Pandora responded by adding variety, essentially de-tuning their algorithm

Substitute “FM” for “SiriusXM” below for the other 280 million people who
don’t subscribe to satellite radio. Mark Ramsey wrote:

Okay, so | have weird tastes. I’'m the guy whose favorite dishes in restaurants are
discontinued for lack of interest. And my music tastes are just as irregular.



But thanks to the Internet you can find anything nowadays, and thanks to
personalized radio services you can create what you want out of nothing if you so
desire.

It so happens that there’s a channel on SiriusXM that gets close enough to one
thread of my weird tastes. Also, | created my own version on one of the
personalized radio services. And here’s what | discovered:

The SiriusXM version is better. The one that is programmed, “curated,” if you
will. The one that offers you no choices and no skips.

On my personalized service I'm plugging away, adding all the artists which form
the core of the SiriusXM channel into my own custom-created channel, and the
mix doesn’t even come close. And it’s a lot of work, tweaking your own channel. |
like this, | don’t like that. What makes you think I'd like that just because | like
this? On and on the tweaking goes, and what I’'m left with is still a psychotic
version of my SiriusXM channel that seems to be continuously off its meds.

Granted, at least | can skip songs | don’t want on the personalized radio services.
How | wish | could do that on SiriusXM (especially the streaming version, for
which such magic is only a license fee and a user surcharge away; C'mon,
SiriusXM).

But here’s the thing: Personalization is very valuable but it comes at a cost.
Because personalization is fundamentally an exercise in hacking.

Hacking is familiar to anyone who grew up with video games or anyone who
writes code (or works with a code-writer). The widget is released into the wild
“vaguely right” with tons of “bugs” that need to be swatted away. In personalized
radio those “bugs” are every song that’s off-center or otherwise not to your liking.
And a “skip” or a “thumb down” is our way of swatting away the bugs. This takes
time and effort, something you may not be looking for when, say, you just want
to hear some good music.

So it seems impossible for me to create a better version of the SiriusXM channel |
like unless | embrace the challenge with all the fervor of a second job.

Of course, as | have said before, personalization on these services is an option, not
a requirement. You can do as much or as little as you want.



And the less you do, the more the channel resembles the thing that booms out
from every home, work, and car...

...the radio.

Radio vs. Online Pureplays

* Radiois onin every car * Pureplays are not in cars
— Broadcast Radio connects with — It will take the Purep;lays years, if
listeners as they drive from point ever, to reach penetration levels in
A to point B — key to retail cars similar to broadcast Radio
advertisers . *  Pureplays are
» Radio’s multi-platforms provide — An internet service only
variety

— Automated based on preferences

— Has no DJs to engage with
listeners and

— Currently has no local staff

— Blogs, podcasts, streams, texting,
video, social networking, voting,
etc

* Radio has personality and
engagement

— Personalities and teams matter to
listeners

* Radio offers dynamic targeting

— Ads aren't just based on zip codes
but audience communities, music
taste and cults

Consultant Mark Ramsey brought up an interesting way to think about
“personalization” in a recent blog when he wrote, “The fact is that radio — today’s
radio — the kind in every home, workplace, and car — can already be personalized.

Every time you hit the button and change the station you have just personalized
your radio experience. And, like Pandora, the next song you hear can’t be
predicted based on the one you just “skipped.” Indeed, I’'m here to tell you that
punching the button is the exact same behavior as “skipping” the song.

Besides, | would bet that folks like “thumbing up” and “thumbing down” and
“skipping” songs no more than they like changing stations. Yes, everybody wants
more variety — and ideally on one station, if at all possible.”



60% have an issue with Pandora’s unfamiliar music:

More music choices leads to exposure of more
unfamiliar music which is not always a good thing

Over a quarter of Pandora users find the unfamiliar music is more than they would like

©Bridge Ratings LLC - "
Pandora Primes Perceptions
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What is a subscriber: Pandora has 150,000,000 of them. A “subscriber” could be
anyone who has played a song over the past 10 years on Pandora. How many
Pandora subscribers no longer listen to Pandora, have switched to Slacker or
some other pureplay streamer? To be counted in a broadcast audience one has to
spend some measured time listening, not the case with subscribers. About one-
third or about 50 million are characterized as “active” users—why does listening
monthly quality as “active”? why not weekly, like AM/FM? One user stated that
they have signed up 3-4 times with Pandora as they kept forgetting the password
and it was just easier to sign up again under a different name. It seems as if the
Pandora listener falls under the Heath Club scenario- many sign up, a much

smaller number actually use them.



Music without features and personalities wears thin over time. Many miss the
personalities and the “localness” of broadcast radio.Targetspot’s 2011 study
uncovered fatigue with personalized radio services such as Pandora and Slacker,
three in ten (29%) use different internet radio web sites because they get tired of
the stations they’ve created.

Elements of traditional radio are missed when
listening to Pandora

Pandora Listening Barriers

I bave 20 problems with Poncoro Y | 37
Doesn’} let me skip encuh songs Y | 25%
Niss real people on o music stolion S | 22%
In"Hlocol/no info dhost my ity N | 2V'¢
Just gets boring after owhile IR ) 19°%
Limils how loag you con use itJENNNN | 167
Not convenient fo lisken en o compufer/cell R | 16%
Too meny bad songs |1 11%
Of e 1156
Ho contests /giveawoys IR %
Too many overplayed songs IR 7%
Too many songs | don’t keow|IS%
0% 0% 0% 0% 6% 100%

Source: 2010 Jacobs Tech Survey

Several analysts have noted Pandora’s vulnerability and broadcaster’s effort to
compete in the control-variety-choice arena. Alan Gayle, senior investment
strategist at RidgeWorth Capital Management in Richmond told Bloomberg "The
barriers to entry are not very high, and the innovation is really taking place at the
speed of light, they are very susceptible to changing technology and changing
consumer preferences.



Mary Beth Garber: Are they present?

With radio, ARBITRON's PPM does not pick up the audio codes if the audio is on
mute or the meter is too far away from the audio source to hear the content.
Since PANDORA has no such rules, someone can turn their computer on and walk
away, yet still be credited as "listening."

It's obvious that many of the people who registered on PANDORA either have
duplicate (or triplicate, or quadruplicate) registrations, or that close to 2/3 of the
people who register for PANDORA must not like what they hear, because they
don't use the service even once a month. Before anyone gets excited about the
latest "total number of registrations" for the service, ask how many of them are
actually unique individuals and then ask why so many of them don't bother to
come back- weekly or even monthly.

Registrations don't make an internet music service successful. The internet is littered
with the bodies of internet companies like PLAYLIST.COM, a failed music service that
claimed to have about 70 million registrations right before it crashed. Regular
usage is what makes an internet site successful, and regular usage is what radio
has. Virtually all of Radio’s 242 million listeners use Radio at least once a week.
About 75% to 80% of them use it daily. As PANDORA has admitted, and ARB Edison
2011 confirmed approximately 10% of their registrants actually use the site in a
week.

Let’s say a media buyer was considering a buy targeting 18-49 year olds. They can
take one of two approaches: If they were buying multiple markets and the target
was simply all the 18-49s available, without regard to the environment or the
culture in which the message were delivered, one logical step would be to take
proposals from Katz Radio Group Sales, which represents 95% of the radio
stations in those markets and would be able to tailor a submission that provided
double digit or more delivery of the 18-49s in each of the markets. If the buyer
were looking at only one market, the natural comparison would be to take a
submission from different radio groups in the market and Pandora. In this case,
the aggregation of just one group’s appropriate radio stations would deliver an
average quarter hour that is 460% greater than that of Pandora. And there are



many others available which would, like Pandora, aggregate various formats
together to deliver 18-49 year olds. Those are the only fair comparisons that can
be made. But thatisn’t what Pandora is suggesting, and that’s why Pandora’s
claim makes no sense.

If the media buyer, on the other hand, were buying for a product that required
targeting with careful regard to the environment where the commercial would
run, the buyer would consider individual radio stations for their ability to reach
the kinds of 18-49 years olds targeted, in a controlled environment that would be
relevant to the message of the commercial. Real radio stations would have the
skill set and the capability to do this easily. In order to be comparable, Pandora
would have to offer far more targeted access to its playlists. If Pandora really
wants to position itself against, say, a pop music station in NYC, then it would
have to generate a rating that includes only the users who are accessing that kind
of music on their site in order to compare them.



