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Section 1

A note on data reconciliation

1.1 Introduction

In a number of instances our survey has collected data which allow us to make comparisons
with relevant sources of industry market data, for example sales volumes and revenues.
While we should not expect industry numbers to be directly comparable to survey data, let
alone match exactly, they can nevertheless offer a useful sense check.

This note sets out a rough high level data reconciliation between the two data sources for
three of the content types included in our research (music, film and books). The complexity
of consumption habits regarding the other content types (video games, TV programmes and
computer software) and the lack of readily available comparable data render any attempt to
reconcile our survey results with industry sources difficult.

Where they arise, we have highlighted any apparent discrepancies between Ofcom survey
data and industry sources, and offered possible explanations. We have also noted the
isolated cases where a discrepancy is too significant to explain away, and suggested
approaches to improve the data in future.

We hope that by publishing this data reconciliation note, we can engage with industry and
other interested parties to look for ways to improve future waves of this research and other
studies in this area.

Some important caveats
The reconciliations that follow are subject to four important caveats:

e any reconciliation involving consumer research and market data can only ever be
approximate due to fundamental differences in approach and methodology (e.g.
reported behaviour vs. point-of-sale data);

e in very few cases do we have data from comparable time periods (fieldwork for our
survey took place during Q2 2012). Instead we have had to use full year 2011 or Q1
2012 as comparators. This is significant when considering industries that see large
degrees of seasonality in consumption, as content industries typically do;

e where trade-level data is used as a comparator, it has been necessary to take
account of retailer margins and taxes. This has involved a number of assumptions,
particularly around margins. While we have tried to make these as robust as
possible, we obviously do not have the precise figures; and

e the markets for all the content types that we have considered are changing quickly,
and so we have sometimes also had to make assumptions about growth rates.

With these caveats in mind, the main reconciliations are set out below.
1.2 Sales volumes

Our survey captured the reported volumes of content consumed by respondents during the
preceding three months (broadly analogous to Q2 2012). This enabled us to estimate overall
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figures for the absolute volumes of content consumed by people in the UK. We have then
compared these numbers with industry market data recorded by trade associations and
research companies. For each content type we set out the question we asked, before
comparing the results with industry data.

Music

Q.B1_3A/B: How many music tracks do you think you have [downloaded online] in the past 3
months? Please count tracks on an album individually - if you don’t know how many were on
it count it as ten tracks. If you are unsure just give your best estimate. If the answer is None
type in 0.

Q.B1_3D How many music tracks do you think you have [bought on CD or vinyl] in the past
3 months? Please count tracks on an album individually - if you don’t know how many were
on it count an album as ten tracks.

Q.B1_5 You indicated you have downloaded or streamed/accessed [INSERT DUMMY A
CODE 1] music tracks in the past 3 months. How many did you pay for, either as a one off or
as part of a subscription?

Table 1: Recorded music volumes

Sales volumes BPI data Ofcom survey data Difference
Total singles 46.9m n/a n/a
Physical Om n/a n/a
Digital 46.9m n/a n/a
Total albums 20.6m n/a n/a
Physical 13.5m n/a n/a
Digital 7.2m n/a n/a
Total legal tracks® 253m 475m 222m / 88%
Physical 135m 261m 126m / 93%
Digital 118m 215m 97m / 82%

Source: Ofcom Q2 2012 / BPI Q1 2012 (http://bpi.co.uk/press-area/news-amp3b-press-
release/article/solid-digital-albums-growth-in-q2-2012.aspx)

Note: for the purposes of comparison this exercise assumes that one album is equivalent to 10 tracks.
Excludes streamed music.

Table 1 shows that our reported volumes of legal music consumed are consistently 80-90%
higher than published industry market data. However, we think this is a plausible difference
since our data will include legal free and promotional tracks, and also second hand sales of
physical content. Table 2 below shows that the estimated volume of paid-for digital tracks
reported in our survey is consistent with industry data on legal digital track purchases.

Table 2: Digital track purchases vs. estimated reported paid-for tracks

Industry legal downloads Ofcom paid-for downloads

Legal/paid for downloads 118m 110m

Source: Ofcom / BPI

! For a discussion of how we derived the legal proportion of content from these questions please see
page 8 of the main report.
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Further comfort in the consistency of our figures with industry data can be drawn by
comparing various market splits for the two data sources. The Ofcom survey split between
digital and physical content (45:55) is broadly in keeping with the BPI equivalent split
(53:47).

Levels of illegal downloading

We are not aware of robust published industry data on levels of infringing music content,
although we believe that the legal:illegal split found in the Ofcom data is broadly consistent
with industry public pronouncements on the subject. We have also compared our results to a
recent third party study into infringement on the BitTorrent network.? This claimed that during
the first half of 2012 a total of 345m individual music tracks were illegally downloaded on the
BitTorrent network. By comparison, extrapolations from our survey suggest that just less
than 250m tracks were downloaded illegally during the first half of 2012. While this is a
significant discrepancy, these two numbers are unlikely to be wholly inconsistent given their
different methodologies (consumer research vs. scanning of BitTorrent network).

Reasons for divergences between data sources

Aside from the fundamental methodological differences between the different sources of
data, there are a number of reasons for the differences between the numbers set out above.
These include:

o market coverage (industry data accounts for slightly less than 100% of the overall
market;

¢ the inclusion of second hand and grey market or international sales in our survey
data;

¢ the inclusion of legitimate free music downloads in our survey figures;

¢ slight differences in the timing of the two sources of data (Q1 vs. Q2); and

o the possibility that our survey double counts some music given as gifts.
Film
Q.B4_3A/B: How many films do you think you have [downloaded/streamed/accessed online]
in the past 3 months? If you are unsure just give your best estimate. If the answer is None
type in 0.
Q.B4_3D How many films do you think you have [bought on DVD, Blu-ray or VHS tape] in
the past 3 months? If you are unsure just give your best estimate. If the answer is None type
in O.

Table 3: Film volumes

BFI 2011 Ofcom Q2 2012
Physical purchase 152m 65m
Physical rental 86m n/a
Paid DTO n/a 9.3m

%2 see http://www.musicmetric.com/dmi/ and http://www.bbc.co.uk/news/technology-19599526.
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Paid DTR n/a n/a
Legal streams n/a 37m
Total Digital Paid n/a 32m

Source: Ofcom (Q1 2012) / BFI (full year 2011)

Physical purchase

Film comparisons are difficult due to the lack of up-to-date quarterly data, and the
importance of seasonality in DVD and Blu-ray sales. Nielsen data from 2008 in the US
suggests that 40% of DVD sales take place in Q4.% If we assume that the rest of DVD sales
take place equally across the year, then our Q2 figure equates to an annual figure of
€.300m. This is around twice as high as BFI figures.

We suspect that our figures may be inflated by the inclusion of second hand sales, grey
market sales, possible double counting of gifts, and the inclusion of non-film audio-visual
content.

In future waves we will also ask about the rental of physical discs, which will provide another
point of comparison.

Purchase, rental and streaming of digital content

We are not aware of any publicly-available data against which we can benchmark our results
for digital content. In the light of this absence of data, we have compared our findings to
proprietary sources of market intelligence and estimates. These suggest that our figures
relating to downloaded films may be on the high side, although it is difficult to state this with
certainty since our numbers will include both download-to-own and download-to-rent films,
which may tend to confuse the comparison.

Our overall figures for volumes of legal film streams and total paid-for film content are
consistent with estimates that we have seen. Volumes of free film streaming are significantly
higher however, and it is possible that these are being contaminated by short YouTube or
similar clips. We have clarified our question for this to exclude such clips for future waves.

Leqgal streams

Our figures for legal streams and total paid-for content look much more plausible, although
still possibly a little high.

Reasons for the discrepancies for all film formats are likely to be similar to those for music,
although there is a question mark over the apparent over-claim for physical purchases. It is
possible that rentals are being included here and we are clarifying this in the second wave.

Books

Q.B6_3A/B: How many books do you think you have [downloaded/accessed online] in the
past 3 months? If you are unsure just give your best estimate. If the answer is None type in 0

3 http://blog.nielsen.com/nielsenwire/wp-content/uploads/2008/10/dvdslide.pdf. Bear in mind that this
relates to 2008 and is from the USA.
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Q.B6_3D How many books do you think you have [bought in a physical format such as
hardback or paperback] in the past 3 months? If you are unsure just give your best estimate.
If the answer is None type in O

Table 4: Physical book volumes

PA 2011 Ofcom Q2 2012

Physical books 367m 107m

Source: Ofcom Q1 2012 / PA Yearbook 2011.
Note: PA data relates to consumer books. Sales volumes of digital books are not collected by the
Publishers’ Association.

Our quarterly number of 107m physical books compares to the PA number for 2011 of
367m. Assuming a uniform distribution across the year would lead to an annual figure of
428m from our survey. In practice this may well be higher since books are almost certainly
not evenly distributed throughout the year (a likely peak in Q4). Also, total physical books
sales may have declined slightly since 2011, leading to a lower industry number. Overall, our
figure is broadly consistent with industry data, albeit slightly on the high side.

Possible reasons for the discrepancy between Ofcom and industry data are:
o methodological differences (i.e. market data vs. consumer research);

e incomplete market coverage (e.g. unlike industry figures, Ofcom survey data may
include second hand sales and grey market or international sales); and

¢ the possibility that our survey double counts some books given as gifts.
Conclusion on volume reconciliations

Overall we are satisfied with the volume reconciliations between our survey findings and
relevant industry data. In the majority of cases where the two data sources diverge, it is our
numbers which are on the high side, which is consistent with a pattern of overclaim among
respondents. Moreover, we are confident that such discrepancies as there are can be
explained by the factors set out above.

1.3 Revenues and Spend

Our survey also captured respondents’ reported spend on content during the preceding
three months (broadly analogous to Q2 2012). This enabled us to estimate overall figures for
the total spend on content in the UK. We have then compared these numbers with industry
market data recorded by trade associations and research companies. For each content type
we set out the question we asked, before comparing the results with industry data.

Industry data typically reflects revenues, not consumer spend. Where this is the case we
have had to make certain assumptions (primarily relating to taxes and retailer margins) to
produce roughly comparable figures.

Music

Q.B1_1A Approximately how much have you spent on the following in the past 3 months?
Enter your best estimate in pounds and pence. If you haven't spent anything make sure you
type in O (Zero) in the pence box before you continue.

i) Music concerts or gigs
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ii) Music merchandise e.g. T-Shirts, Mugs, Posters

iii) Music tracks or albums on CD or vinyl

iv) Individually purchased music tracks or albums downloaded or streamed or accessed
online

Q.B1_1B And approximately how much do you spend each month on music tracks or
albums downloaded or streamed or accessed online via a monthly subscription service. If
you haven't spent anything or do not have a monthly subscription service just type in O
(Zero) in the pence box before you continue.

Table 5: Music revenues and reported spend

Industry data Ofcom survey Q2 2012
Concerts / gigs £1480m* £545m
Merchandise n/a £81m
Physical copies £69.3m’ £216m
Individual digital £73.2m? £73.7m
Paid subscriptions £9m’ £117m

Source: Ofcom Q2 2012 / PRS for Music full year 2010 / BPI Q1 2012.

! PRS for Music, FY 2010

http://www.prsformusic.com/creators/news/research/Documents/AddingUpTheUKMusiclndustry2010.
df

I‘)?PI Q1 2012 http://bpi.co.uk/press-area/news-amp3b-press-release/article/digital-revenues-

overtake-physical-in-uk-recorded-music-market.aspx

Concerts and qgigs

If we assume that spend on concert and gigs has a flat profile across the year then our
equivalent annual figure for spend on concerts and gigs would be £2.2bn, compared to PRS
reported number for 2010 of £1.5bn. However, it is not clear that ticket spend necessarily
does follow a flat profile — in fact since our fieldwork took place during the summer festival
season, there are grounds for thinking that this is not the case. We understand it is also
likely that consumer spend on live music has increased since 2010. Therefore, we believe
that our survey figure for spend on concerts and gigs is certainly plausible.

Physical copies

BPI revenue data for Q1 2012 for physical copies is £69.3m. This compares to our survey
data for Q2 spend of £216m. At first glance this may seem like a significant divergence, but
accounting for retailer margin, VAT and the fact that BPI market coverage is a shade under
100% results in a figure much more in keeping with out survey results.

Individual digital

On first glance our figures (E73.7m) are almost directly comparable to BPI data. However,
adding in a typical retailer margin and VAT would produce a significantly higher implied
industry figure, suggesting our number is on the low side.

Paid subscriptions

Our figures (£117m) are much higher than the equivalent implied by industry data — perhaps
almost five times too high even accounting for VAT and other factors, and the fact that this is
a rapidly changing market.
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The estimate for the total spend figure is arrived at by combining the average quarterly
spend figure and the number of people who claim to subscribe to such services. The claimed
guarterly spend figure is £33.57, which while just plausible seems on the high side given that
typical monthly spend on a premium music streaming service is £10 (or £30 quarterly).

However it is likely that bulk of the divergence between our estimated total spend on
subscription services and industry data arises because the number of people claiming to
have paid for a music subscription service in our survey (3.5m) is vastly higher than any of
the industry estimates that we have seen. This suggests to us that there has been some
confusion among respondents.
We are investigating this further with a view to refining the relevant question for future waves
of this research. In the meantime we posit the following as factors which may have some
part to play in explaining the divergence:

¢ the possible inclusion of household rather than individual spend on these services;

¢ the possible inclusion of pay TV subscriptions where these include an element of
music streaming (e.g. Virgin Media);

¢ the inclusion of music purchased through cloud-based streaming services;

¢ the inclusion of broadband or mobile phone subscriptions where these are bundled
with music subscriptions or even merely used to stream music;

e misunderstanding among subscribers about whether they are paid-for or free users
of subscription services; and

e respondents applying a monetary value to music that they have streamed for free.
Film
Q.B4_1A: Approximately, how much have you spent on the following in the past - 3 months?
Please enter your best estimate in pounds and pence. If you haven’t spent anything just type
in 0.
i) Films watched at the cinema

i) Rented films on DVD, Bluray, or VHS

iii) Films purchased on DVD, Blu-ray or VHS

iv) Online films purchased individually
V) Online film subscriptions
Vi) Films purchased individually through your Pay TV service

Table 6: Film revenues and reported spend

Industry data Ofcom survey Q2 2012
Cinema £1040m £372m
Rentals £246m £142m
Physical copies £1165m £253m
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Pay TV purchases £113.9m £86m
Individual digital n/a £15m
Subscriptions n/a £28m

Note: all industry data is full year 2011 via the BFI (http://www.bfi.org.uk/statisticalyearbook2012/).
Industry figures are gross and include VAT and retailer margins.

Cinema

Our figure of £372m for Q2 2012 is broadly in keeping with the annual industry figure for
2011 of £1,040m. If we assume cinema spend has a flat profile, then our equivalent annual
figure is £1,488. However, box office data from the US for 2000-2009 suggest that Q2
typically accounts for 1/3 of annual box office receipts.* If this assumption holds true for the
UK in 2012, then an annualised total for cinema spend would be £1,116m — a very similar
figure to reported industry data.

Rentals

Our quarterly figure of £142m (flat annual equivalent of £568m) compares to a BFI figure for
2011 of £246m. This is too high — it seems likely that there is a reasonable degree of
overclaim here. It may also be that there is a degree of seasonality about physical rentals. —
with the physical rental window typically beginning 3-5 months after box office release, Q2
may capture some of the rental peak following films released to box office in Q4. It may also
be the respondents are including some rental spend associated with renting TV
programmes, or including other forms of rental content — Pay TV box office, online rental etc.

Physical copies

Our quarterly figure of £253m compares to a (gently declining) industry annual figure of
£1,165m. Assuming that 40% of DVD sales occur in the fourth quarter of the year® and that
DVD spend is flat throughout the rest of the year, our implied annual spend on purchased
physical copies of films is £1,265m, which is very much in keeping with industry data.

Pay TV purchases (i.e. PPV)

Our quarterly figure of £86m appears high next to the BFI figure of £114m for full year 2011.
On an annualised basis our number equates to £344m — approximately three times too high.
We expect this to be due to confusion about how to account for Pay TV subscriptions (which
should have been excluded). We have adjusted the question wording for the second wave
as a consequence.

Individual digital and subscription content

We are not aware of any publicly-available data against which we can benchmark our results
for digital content. In the light of this absence of data, we have compared our findings to
proprietary sources of market intelligence and estimates. These are broadly in line with our
findings on digital content spend, although our subscription spend figures are on the high
side. Possible reasons for this include:

* hitp://www.anomalousmaterial.com/movies/2010/04/us-box-office-seasonal-patterns/

° http://blog.nielsen.com/nielsenwire/wp-content/uploads/2008/10/dvdslide.pdf. Bear in mind that this
relates to 2008 and is from the USA.
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e rapid increases in take-up of film streaming services such as LoveFilm, Netflix and
Now TV;

e miscategorisation of LoveFilm subscriptions which include both streaming and rental
of physical discs; and

¢ inclusion of spend on second hand, grey market and other films outside of BFI
categorisation.

Books

Q.B6_1A Approximately how much have you spent on the following in the past 3 months?
Enter your best estimate in pounds and pence. If you haven't spent anything make sure you
type in O (Zero) in the pence box before you continue.

i) Books — paper copies including hardbacks and paperbacks)

ii) e-books — digital copies downloaded

Table 7: Book revenues and reported spend

PA 2011 Ofcom Q2 2012
Digital Sales £97m (ex. VAT & margin) £65m
Physical sales £2199m £472m

Source: PA yearbook 2011.

Note: Digital sales are net and exclude retailer margin and VAT. Physical sales are gross end
purchase price sales. All comparisons are based on consumer books only [fiction, non-fiction and
children’s] and exclude non-consumer books [school/academic/professional]. It is possible that our
survey data include a very small number of these non-consumer books, but not sufficient to make this
an invalid comparison)

Digital sales

Once VAT and retailer margin are added, the industry figure of £97m for 2011 becomes
more comparable to the implied annual figure from our survey (E65m x 4 = £260m), although
this figure is still likely to be a reasonable amount higher.

However, digital sales of books are rising fast — sales of consumer books grew by 320%
between 2010 and 2011 alone, according to the Publishers Association. Even assuming a
much more conservative growth rate between 2011 and 2012, industry end purchase price
sales are likely to have been significantly this year. As a result, it seems reasonable to
suggest that our survey findings are in keeping with available industry data, even allowing for
the fact that digital book sales may not be at a uniform level across the year.

Physical sales

At first glance our figures seem a reasonable fit, since on a flat annualised basis our survey
suggests spend of £1888m, compared to £2199m for end purchase price sales figures from
PA. Given that in practice there is likely to be a degree of seasonality to book purchasing,
and also that physical book sales are declining year-on-year, there seems little reason to
doubt the consistency of these figures.

Conclusion on revenue/spend reconciliations
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We are broadly satisfied with the revenue/spend reconciliations between our survey findings
and relevant industry data. In the majority of cases where the two data sources diverge we
are confident that such discrepancies as there are can be explained by the factors set out
above. However, there are two numbers in particular where we think that the difference is
too great to be explained. These are spend on music subscriptions and spend on PPV
purchases of films. We have set out above why we think there are concerns with these
numbers, and we will seek to make changes to the questionnaire to address these in
following waves.
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