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Abstract

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

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

Keywords: crowdfunding, fanfunding, music business, entrepre-
neurship, Kickstarter

Introduction

More than fifteen years ago, when the World Wide Web was still in
its early years and its full potential as a social network was yet to be re-
vealed, the British band Marillion was able to raise US$60,000 to finance
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their U.S. tour through an internet campaign. In the following years, we
witnessed the rising of collective financing online.! The music website
ArtistShare was created in 2000, becoming the first online platform for
fanfunding, successfully raising funds for a Grammy Award-winning al-
bum by Maria Schneider, among other projects.? Since then, raising funds
using the internet has grown by leaps and bounds. Today, crowdfunding is
incorporated in the vocabulary, meaning online contributions by the gen-
eral public, above all, to a diverse pool of creative projects. Gradually,
other online platforms crowded ArtistShare out—notably among them,
Kickstarter. Kickstarter broke the music financing record with Amanda
Palmer’s $1.2 million campaign, which paid for her new album and tour.?
The power of crowdfunding seems to grow by the day and the phenom-
enon now goes well beyond music. Recently, Ouya brought to market,
also with Kickstarter, an Android-based video game console. The required
pledge of $950,000 led to collections of $8.5 million, with 63,000 con-
tributors advancing, on average, $135 each.* The total compares in size to
a first round of venture financing.

According to trade organization Crowdsourcing.org there are cur-
rently four categories of crowdfunding platforms available on the internet,
defined as Equity-based, Lending-based, Reward-based, and Donation-
based.’ In the first two, contributors expect financial returns in exchange
for their pledges; in the reward-based model, a person contributes to a
campaign in exchange for a reward and the degree of exclusivity in those
rewards generally grows with the size of the contribution; finally, in dona-
tion-based crowdfunding funders contribute without expecting anything in
return because the project appeals to their personal beliefs. However, the
most popular crowdfunding model is still the rewards-based model, repre-
senting 43% of the global crowdfunding industry, with an expected mar-
ket growth of 524% in the next year.® There are an increasing number of
crowdfunding platforms in this category such as Indiegogo, PledgeMusic,
RocketHub, and, of course, Kickstarter, which we will use as a reference
in this paper because it is the largest and most widely known.

The rewards-based crowdfunding model strongly appeals to music
projects because it permits artists to raise funds before they start working
on the project; the project can be executed only if the goal is met. Art-
ists can then cover their production costs, and possibly break even before
the project even starts. Kickstarter has launched more than 22,000 music
campaigns in its four-year lifespan; however, only around 54% have suc-
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ceeded in reaching the campaign goal.” This means one in two projects
fail to raise the necessary money. Most importantly, but less discussed, is
the fact that even when they succeed in meeting their goals, project own-
ers might have not budgeted correctly, having to access other funds to
conclude the project, delaying the expected delivery date of the campaign,
and sometimes never fulfilling the project. Since crowdfunding functions
also as a marketing platform, non-fulfillment, or less-than-par fulfillment,
jeopardizes the image of artists, and makes them lose credibility with fans.

Guesswork, Misconception, and Method

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

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

On misconception: successful campaigns fail at the fulfillment stage
if the campaign asks only for the amount needed to realize the project, i.e.,
it seeks only to cover the studio costs to record an album, or the price of a
van for a band to go on tour. The costs of raising money via crowdfunding
far exceed the initial budget goal of the project, and include the costs of
delivering the rewards, platform fees, taxes, and other unexpected costs.

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

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

As budgeting properly for crowdfunding rewards is a craft that is
learned only by doing the numbers, we recommend that the reader plow
through the various sheets of our Excel template, either while reading the
rest of this paper or even in advance of the following text.

General Crowdfunding

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

Attempting to find hard data about music crowdfunding projects is
difficult. For example, the Kickstarter “Stats” section of its website gives
only aggregate data, not music data, about funding success rates, dollars
pledged, and identifiable trends among successful and unsuccessful proj-
ects.’” The “Kickstarter School” page is more pointed, but music projects
are not separately identified. “To date,” it reads, “the most popular pledge
amount is $25 and the average pledge is around $70.”°

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

Another platform, RocketHub, maintains that the average contribu-
tion, where music is presumably included, is $75 per person. RocketHub
gives a general estimate of the numbers of contributors needed to reach dif-
ferent goals: to raise $1,000 to $10,000, forty to two hundred contributors
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are necessary; to raise between $10,000 and $100,000, one hundred and
fifty or more contributors are necessary; and to raise more than $100,000,
a project owner will need to reach more than one thousand people.'

Finally, award-winning filmmaker and seasoned crowdfunder Lucas
McNelly has collected much disaggregated data for film and video proj-
ects. His empirical approach is an inspiration for what follows, but the
analysis of music projects is, understandably, lacking.'

Music Crowdfunding

As mentioned, we analyzed one hundred successfully funded music
projects from Kickstarter. Our sample size is representative of the entire
range of music projects on the Kickstarter platform, especially considering
the pledge categories as defined on the “Kickstarter Stats” page.'> Most
successfully funded music projects raised between $1,000 and $9,999.
We did not include pledge categories above $100,000 as they account for

Pledge Category Distribution

D - $20,000 to $99,999
Raised
5%
C-$10,000 to $19,999
Raised
12%

7%
5055
S50
S50
spateiiete)

A

I

5
35558

I A - Less than $1,000
Raised
13%

STRRR
£

%
35
"A

<
LD
elelele

o

S

B - $1,000 to $9,999
Raised
70%

Figure 1. Overview of music pledges, in dollars.
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much less than one percent of the total. Figure 1 demonstrates how the
campaigns in the data set are distributed among the different pledge cat-
egories.

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

Another factor is the historical distribution of rewards chosen by
contributors. There are multiple tiers of rewards offered in a crowdfunding
campaign. In Figure 3 we aggregate the different pledge amounts into re-
ward tiers and calculate the percentage of backers that contributed to each
tier (“undisclosed backers” are contributors who either decided to simply
donate pledges without receiving rewards in exchange, or preferred not
to disclose to each tier they have contributed). The data set of Figure 3
provides in-depth insight into the history of successful music campaigns.

Budgeting Methodology

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

Initial Budget Goal

Final Goal = -
1-(% Rewards Cost + % Fees + % Taxes + % Contingency)

Each part of the formula is elaborated below.

The Initial Budget Goal

The first step towards creating a budget is to understand the project,
research it, and negotiate prices with service providers and manufacturers.
To demonstrate the application of the formula we will simulate a fictitious
campaign where a band has to develop a budget for the recording of an
album. After factoring all the expenses, including rehearsals, recording
studio, equipment rental, producer fees, copyright filings, artwork design,
mixing, mastering, transportation expenses, and other expenses for the

32 Vol. 13, No. 1 (2013)



Pledge Category and Qty Avg Avg Avg Avg Pledge/
Genre Goal Pledge Backers Backer
A Lessthan$1000 43 g454  s676 17 $34
Classical Music 1 $250 $305 14 $22
Country & Folk 2 $550 $715 28 $26
Indie Rock 3 $450 $563 14 $41
Music 2 $675 $700 21 $34
Rock 5 $370 $532 14 $38
Eéifgéooo B 70  $3,261 $3,814 69 $56
Classical Music 8 $2,938 $3,248 43 $75
Country & Folk 7 | $3,386 | $4,207 75 $56
Electronic Music 1 $3,250 | $4,434 108 $41
Hip-Hop 3 | $2,167 | $2,467 53 $47
Indie Rock 12 | $3,542 | $4,145 86 $48
Jazz 2 | $2,800 | $3,327 58 $57
Music 18 | $3,981 $4,554 74 $61
Pop 3 | $2,183 | $3,541 96 $37
Rock " $2,479 $2,731 40 $67
World Music 5 $3,540 $4,134 87 $47
ga_ifgg’ooo R 12 $9,523 $13,547 196 $69
Country & Folk 3 $9,333 | $12,432 124 $100
Indie Rock 1 $6,500 | $17,935 106 $169
Jazz 1 | $10,000 | $10,647 155 $69
Music 3 | $11,257 | $13,227 144 $92
Pop 1 $6,000 | $14,804 668 $22
Rock 3 | $10,000 | $14,066 205 $69
D-92000010899.999 5 g17000 $22074 321 $71
Country & Folk 1 | $15,000 | $21,611 515 $42
Indie Rock 2 | $22,500 | $23,765 78 $307
Music 1 | $10,000 | $21,090 575 $37
Pop 1 | $19,500 | $24,638 362 $68
Grand Total 100 $4,379 $5,519 920 $62

Figure 2. Average pledge per music genre.
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recording of the album, the project owner comes up with the following
budget (Figure 4).

The band already has $12,000 in savings, so only $8,000 will be
required. A common mistake in crowdfunding is to set the goal of the
campaign at $8,000. According to the statistics mentioned above, the proj-
ect would fit into the most successful pledge category, considering that
more than 70% of the successful music projects raised between $1,000
and $9,999. However, as we are going to demonstrate, for this campaign to
be viable, the goal must account for several other costs beyond the initial
budget presented in Figure 4.

Category Total

Preproduction (arrangement, rehearsals, etc.) $500
Copyright Administration (licenses, registration. etc.) $1,200
Recording Studio $5,000
Mixing/Mastering $3,000
Transportation $1,000
Equipment Rental $500
Producer Fees $1,500
Union/Musician Fees $3,000
Artwork (photo shoot, graphic design, etc.) $1,000
Manufacturing $1,500
Unforeseen Expenses (10%) $1,800

Total $20,000
Band Savings $12,000

Remaining Balance (to be raised via crowdfunding) $8,000

Figure 4. Sample recording budget (initial budget goal).

Reward Costs

Apart from the amount necessary to realize the project there are costs
associated with the rewards offered for different contribution tiers. It is
common in crowdfunding campaigns that at every new reward tier a new
perk is offered alongside the rewards from the previous tiers. Hence, every
new tier should include the costs of previous tiers when estimating costs of
production. Below (Figure 5) is a list of rewards created for our campaign.
We can see that the cost of every reward factors in the costs of previous
rewards.
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Reward Total

Contribution Rewards Cost Tier Cost
$5 Album Download and Stickers $0.49 $0.49
$10 All of the Above + CD $1.79 $2.28
$25 All of the Above + Autographed CD $- $2.28
$50 All of the Above + T-shirt $12.99 $15.27
$100 All of the Above + Poster $4.89 $20.16
$250 All of the Above + 1h Skype Class $- $20.16
$500 All of the Above + Visit to the Studio $- $20.16
$1,000 All of the Above + Concert VIP Ticket | $129.00 | $149.16
$2,500 All of the Above + Producer Credit $-| $149.16
$5,000 All of the Above + Private Concert $500.00 | $649.16
Donation N/A $- $-

Figure 5. List and cost of rewards.

It is important to think creatively when defining rewards, adding val-
ue to each level without necessarily increasing the costs. In the example,
autographed CDs are more appealing to fans than regular CDs, and there
are no significant costs associated with an autograph. Hence, the margins
of return are higher, especially for the most popular reward tiers, between
$10 and $50. Additionally, it is imperative not to underestimate the costs
for the shipping and handling of rewards. If the project scales and there is
no provision for shipping costs, most of the proceeds from the campaign
might end up being spent on fulfillment rather than towards financing the
project.

Historical data plays an important role in estimating the costs of re-
wards. Dividing the initial budget goal by the average contribution per
backer found in Figure 2 ($62), we estimate the number of contributors
necessary to reach the goal. Then, applying the distribution of backers
from our research in Figure 3, we can estimate the number of contributors
in each tier—thus predicting the total costs of rewards. The total cost of
the rewards can then be expressed as a percentage of the total, and it main-
tains that proportion in any goal that is set (see Figure 6).

In this example we observe that with the given costs of rewards, the
percentage of the total money raised that is going to be spent on rewards, is
12.95%. Manipulating the costs of each reward might significantly change
the percentage devoted to rewards fulfillment. Note that results can be

36 Vol. 13, No. 1 (2013)



‘spJjemal Jo 1500 abejuaolad ay| ‘9 ainbi4

%G6°Cl mmmucmo._on_ 1S0) spiemay
00°000°8$ papaaN 1e6png
29% loxoeg/$ ‘BAy
. T 0
6.°GE0'LS 90°0¢) VLOL
-$ 09'LL %268 -$ -$ VIN uoneuoQ
v9°L€$ 900 %400 91'6¥9$ [ 00°00S$ H8ou0) 8jeAld + 8A0QY 8} 4O ||V 000°G$
16ZL$ 600 %200 aLevts |[-$ UpaID 180NPO.Id + BAOQY 8} JO ||V 005°2$
61°69% 9’0 %9€°0 aL'6vl$ |[0062L% 1911 dIA HO2UOD + BAOQY 8} JO ||V 000°L$
€L°2¢$ z9') %SGT L aLozs |[-$ OIPNIS U} 0} JISIA + BA0QY 8Y} JO IV 00S$
85°¢8$ Gly %61°¢ 9L0zs |-$ sse|D 9dANS Ul + 9A0QY 8U} JO ||V 0s2$
vi'eves | 90¢C) %126 al'ocs [e8v$ 18)80d + 8A0QY U} O ||V 00L$
96'S0v$ | 6592 %02 lzG5l$  |66CLS HIys-1 + dA0QY 8y} JO IV 05$
08'60L$ |9L'8Y %E0°LE 82'¢$ -$ ao paydesboiny + 8A0qy 8y} JO I Gz$
91°9¢$ 98'Gl %6121 82'¢$ 6L°1$ ado + 9A0qY 83 4O |1V 0L$
29'7$ e %YT L 61°0$ 61°0$ SJI8Y0IS puE pEOjUMOQ WNGlY G$
Uowwmhu_uumm_ wwmmv_ﬁwﬂm__momn uonnguisiq Lm_ﬂwﬂ%oh u._ﬁw\ﬂwm splemay uolinguuo)
00°000°8$
|eo9 jebpng jublens

37

MEIEA Journal



updated with the latest Kickstarter data, extended to other sites such as
Indiegogo, and even broken down by musical genres, pledge categories,
or other relevant factors. Even when historical data from older projects do
not seem relevant for a new crowdfunding campaign, the methodology has
its use: a subjective distribution of rewards can be guessed, together with
its average backing, to reveal the likely cash goal.

Service Fees

The Kickstarter business model is based on retaining a small fee of
five percent from successful campaigns. Additionally, there are payment-
processing fees (that in the case of Kickstarter are collected by Amazon
Payments). The fees for handling the money average between three and
five percent of the total money raised.'® Other websites such as Indiegogo
or PledgeMusic have different fee structures, and budgets should be prop-
erly adjusted to reflect the processing fees of the platform in use.

Taxes

Beyond the costs of the rewards and the fees charged by the plat-
form, project owners should expect to pay taxes on money raised via
crowdfunding. Kickstarter and its payment processor, Amazon Payments,
are required to send a 1099-K Form reporting “Merchant Card and Third
Party Network Payments” to the Internal Revenue Service for any project
that exceeds $20,000 with more than 200 transactions.!” The taxes owed
for a crowdfunding campaign vary in every case, and might include fed-
eral income tax, sales tax, gift tax, and self-employment taxes, among oth-
ers. On the other hand there are a series of deductions and tactics that can
be applied in order to reduce the amount owed. Furthermore, the type of
business entity chosen by the project manager, as well as the accounting
method used—accrual, or cash basis—significantly impact how taxes are
going to be handled in any specific campaign.

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

A Contingency Correction

The last item in the budget is a contingency factor for unforeseen
expenses. This is an arbitrary percentage set to cover unexpected costs,
including extra costs of fulfillment or taxes. To illustrate the necessity of
a contingency factor, consider the possibility that one of the rewards of-
fered in a specific tier is a t-shirt, and twenty-six people are expected to re-
ceive that reward. However, you then learn that the manufacturer requires
a minimum order of fifty; costs would be higher than expected. Once a
contingency factor is established, it adds a degree of flexibility to the col-
lection process. A five percent contingency is set in this sample budget.

The Final Goal

In our example, the band collects $8,000 for its recording project.
The initial goal is exceeded by the costs of running a crowdfunding cam-
paign, which we have identified as the rewards costs, at 12.95%; the fees,
at 10%; the taxes, at another 10%; and the contingency factor, at 5%. The
result is:

Initial Budget Goal

Final Goal = -
1-(% Rewards Cost + % Fees + % Taxes + % Contingency)

We have said that a common mistake is making the goal of the crowd-
funding campaign identical, or almost identical, to the initial budget goal.
As can be seen from the projections in Figure 7, the band would be setting
itself up for some economic hardship with $8,000 as its goal. Applying
the budget formula, however, it is easy to estimate a breakeven goal. We
recommend adjusting results to a round number to play it safe. Note that
in this example the band members were using $12,000 from savings, and
needed $8,000 from crowdfunding, so in order to really break even they
would need to recoup their $12,000 either by exceeding their goal with
pledges from the campaign, or in future sales of the album.

The formula also provides useful insights about the number of con-
tributors necessary to reach a given campaign goal. A project owner can
better evaluate his or her chances of success by (i) comparing the number
in the model to his or her actual fan base, (i) make judgments about Face-
book friends and Twitter followers that may turn into backers, and (iii)
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generally set standards for a more targeted marketing and public relations
effort.

Conclusion

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

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