[image: image1.jpg]



2

UK Music – Access to Finance Survey March/April 2013

Introduction

The music industry is made up of Small and Medium Enterprises. According to CC Skills report “the Music Blueprint” 92% of businesses in the music sector employ fewer than ten people.  Access to Finance, as continually supported by industry research, remains a key issue of concern across the music sector.

Following the publication of the report from BIS in February 2013 on “SME access to finance schemes: measures to support small and medium-sized enterprise growth” UK Music has conducted a survey of its members and their members to assess levels of awareness of schemes that are available and whether any music companies are accessing finance.

The survey results are a small random spread across the sector within a two week period and the results should be treated as such.  However, the survey was particularly targeted at those parts of the industry which contain the most SME’s – ie independent record labels, music producers, publishers, managers and artist development.  The results of the survey are indicative of existing perceptions of access to finance amongst music companies.

Awareness of schemes

UK Music asked whether music companies are aware of the individual schemes to access finance as set out in the February 2013 document.  Companies were specifically polled on those schemes listed in the document for obtaining loans or investment.  Although not all the schemes in the document would necessarily be suitable for all the companies polled, it was felt necessary to cast the net as widely as possible at this stage to gage general awareness about the sorts of schemes that are available from Government.

The survey results demonstrate the level of awareness of the schemes in the February 2013 document is extremely low amongst music companies.  

The most well-known scheme for obtaining loans is Start-Up Loans (36% of those who responded are aware of this scheme) followed by the National Loan Guarantee Scheme (NLGS) and Enterprise Finance Guarantee (EFG) (both 14%).

The most well-known scheme for obtaining investment is the Enterprise Investment Scheme (EIS) (39%), followed by the Venture Capital Trust Scheme (VCT) (27%), Business Angel Co-investment Fund (22%) and Seed Enterprise Investment Scheme (SEIS) (17%).

These seven schemes were the only schemes where the level of awareness from music companies went into double figures.

Accessing finance

An even starker image is presented when asking the same music companies whether they have been able to access funding under the schemes in the document.

Not a single respondent indicated that they had accessed loans under any of the schemes.  A limited number of music companies indicated that they obtained investment under the Enterprise Investment Scheme and the Venture Capital Trust Scheme (both 4%).  More detail was provided from those who had accessed finance under those schemes which informed us that it was accessed via Shamrock Solutions/Icebreaker schemes.

No music companies responded to the survey and indicated that they had tried to access finance under the schemes in the document but had failed to achieve it.  This said, it has been made aware to us that one company which applied for the Arts Council pilot loan scheme, but found the application process and due diligence processes too burdensome to pursue their application, pulled out. This company is working with Arts Council to provide useful feedback on this important shortcoming of their loan scheme.

Other trends and themes

The type of companies able to access finance under these schemes are those which are more dynamic in their make-up and were not only a record label, but also offer services such as production, artist management and touring support.

Those companies that defined their activities to one particular aspect (whether it is as a record label, music management, publishing, producer or live events) tended to have less awareness of the schemes available.

Amongst the different aspects of the music sector, there was no discernible difference in the level of awareness of the schemes.  Those who do not appear to confine themselves to one particular activity do have a greater awareness however.

Those who have accessed finance typically had 4/5 employees which was above average for those who responded to the survey.

Other observations

Although it was explained that not all schemes would necessarily be relevant to their individual needs, there was a great enthusiasm from music companies to have more information about the schemes and learn how it may be possible to access them.  There was also surprise at the number of schemes contained within the document which they were unaware of. 

Schemes/funds etc need to be in existence for several years in order (a) for awareness to be raised such that everyone knows about them, and (b) such that applicant/target companies can properly structure their businesses around the schemes in the medium to longer term.

Some respondents stressed the importance of business consultant’s advice and being made aware of the funding opportunities available based on their own experiences of accessing EU or Arts Council funds.

Perceiving that music companies may find it difficult to fulfil all the funding criteria, a couple of respondents made wider points about the Government placing a greater emphasis on music in relation to these schemes given music’s importance as an export growth market.

One respondent felt UKTI, who are referred to in the BIS document, had no particular knowledge of their music business needs.

Why is the level of awareness of access to finance schemes amongst music companies low?

To understand why there is a lack awareness of access to finance schemes, UK Music has consulted further with some member organisations.

The lack of awareness can in part be explained by the goals and objectives of a music company being quite different to other businesses.  Many of the SMEs are not motivated by profit or financial gain, but instead by the process of releasing records and participating within the industry. 
Many music companies are also time poor.  All small businesses multi-task, yet this is compounded within music with the complexities of running a digital and physical business in parallel.  Accessing finance requires a level of information/resource which small music companies do not have – experienced finance directors, catalogue valuations, assets and liabilities, and other financial information.

Equity is also a misunderstood instrument of company ownership and can be believed to pollute (or companies can have a mistaken impression of the dilution of the company) due to scepticism or a lack of trust.
There is also arguably confusion in terms of how access to finance schemes are marketed or presented.  There may be an awareness of schemes such as Icebreaker/Shamrock Solutions, but it is difficult for some companies to understand how these schemes then link with the ones contained within the BIS document.  

Problems with SEIS/EIS

EIS/SEIS is potentially helpful to some music companies.  The survey demonstrated this is where there is the most awareness and take up.  However, if the company receives royalties as part of its business, there is a rule that the intellectual property generating the royalties must have been majority created by the EIS/SEIS company.  In practical terms this is no problem for a music company creating new recordings, but would be a problem for a licensing only business – which may therefore affect a music publisher more than a record label for example as the assignment of rights aspect of their business cuts them out.

The history lies with the original EIS scheme.  The view of BIS at the time was that ‘IP is essentially a licensing business, and as such, a passive and low risk business, therefore shouldn't qualify’.  There was a campaign at the time and the percentages of licensing activity were lowered to allow a business to qualify.

Now, any activities apart from the qualifying trading activities must not be significant.  Most trades are qualifying trades provided that they are conducted on a commercial basis with a view to making profits, however certain activities are excluded and the trade of the company must not include these activities to any substantial extent during the qualifying period. What constitutes “substantial” is not defined but HMRC generally interprets this as 20%.  Excluded activities include leasing or receiving royalties.
Potentially more of a problem is the pragmatics of getting set up to be SEIS investable. The requirement that any SEIS target company must be less than 2 years old means that any longer established company would have to set up an entirely separate company (which cannot be a subsidiary) to be eligible for SEIS investment. This might not be problematic for newcomers to the industry (or indeed well established, very successful and well resourced companies), but for the average longer established companies it means setting up new companies on a project by project basis, which is expensive, time consuming and not the core skill/expertise of most SMEs. 

There is also confusion as to what is required: it sounds complicated and needs a lot of input to even assess if it's worth trying to use. 

It is important also to note that there is a difference between an SME knowing about EIS and SEIS, and that SME actually finding an investor with the cash to put into their SEIS/EIS ready company to take advantage of the scheme’s benefits.  This is a major problem – quite literally accessing the finance required.

In addition, under EIS when a company files their taxes, HMRC assign them a TCN code according to the trade description they put on their tax form.  

The TCN codes are even worse than the SIC codes for music.  

The only “music” categories are:  

· music shops

· musical instruments

· music composer

· musician

· performers, entertainers and artists not elsewhere specified

There is also a code for:

· recording studios

· ticket agencies

But neither of those codes is considered to be music companies.

There are no categories for a record label, music publisher, music management company, music promoter, music agent, music festival organiser, music DSP, etc.  

They would probably be classified to the generic code:
· Recreational services not elsewhere specified.
This therefore creates a problem for the recording and evidence gathering of music companies take up of these schemes by Government.
Conclusion and recommendations

It is clear from the survey results that awareness in the music sector of access to finance opportunities made available by the Government is low.  The number of companies actually going about accessing finance under these schemes is extremely limited.  Optimistically, the survey did not bring up examples of companies trying to access schemes yet failing.

In order to raise awareness there is a need for clear, concise and simple information in one place that could be easily accessed by music companies which spells out exactly what is on offer across the board.  

The feedback from the survey demonstrates that if music companies knew more about what was available then more companies may attempt and be successful in accessing finance.

In order to overcome this lack of awareness and increase the possibility of take up, the Government should work more with organisations such as UK Music and its members such as the Association for Independent Music, the Music Publishers Association, the Music Managers Forum and the Music Producers Guild in order to overcome these problems and to work on better signposting and access to information for music companies.

The Government should also look at the EIS and SEIS schemes to see how licensing based music companies can benefit and how music companies older than two years can benefit. More information and/or assistance in setting up S/EIS investable corporate structures would also assist in lowering practical barriers to investment using these structures. 

Annex

UK Music’s membership comprises of:-

· AIM – Association of Independent Music - representing over 850 small and medium sized independent music companies

· BASCA - British Academy of Songwriters, Composers and Authors – with over 2,000 members, BASCA is the professional association for music writers and exists to support and protect the artistic, professional, commercial and copyright interests of songwriters, lyricists and composers of all genres of music and to celebrate and encourage excellence in British music writing

· The BPI representing over 440 record company members

· MMF - Music Managers Forum - representing 425 managers throughout the music Industry

· MPG - Music Producers Guild - representing and promoting the interests of all those involved in the production of recorded music – including producers, engineers, mixers, re-mixers, programmers and mastering engineers

· MPA - Music Publishers Association - with 260 major and independent music publishers in membership, representing close to 4,000 catalogues across all genres of music

· Musicians’ Union representing 30,000 musicians

· PPL is the music licensing company which, on behalf of 50,000 performers and 6,500 record companies, licences the use of recorded music in the UK

· PRS for Music is responsible for the collective licensing of rights in the musical works of 92,000 composers, songwriters and publishers and an international repertoire of 10 million songs

· UK Live Music Group, representing the main trade associations and representative

bodies of the live music sector
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