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The 99¢ Solution

Steve Jobs' new Music Store showed foot-ragging record labels and freeloading music pirates that there is a third way
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Which iPod are you?




By CHRIS TAYLOR

When Steve Jobs holds forth in public, it's usually to a mob of fawning Apple-ites—the true believers who still develop software and accessories for Apple products. Not so last month at the Moscone Center in San Francisco. This crowd was more mack daddy than Macworld. Bono, Mick Jagger and Dr. Dre made video appearances. Grateful Dead drummer Mickey Hart was in the audience. Sarah McLachlan sang her latest hits live. What was pulling these musical supernovas into Jobs' magnetic field? A software product that just might save their free-falling industry: the iTunes Music Store.

It's a disarmingly simple concept: sell songs in digital format for less than a buck and let buyers play them whenever and wherever they like—as long as it's on an Apple iPod. Jobs had proved the idea back in April when he launched the Music Store for Mac users, who represent only 3% of the computer world but promptly gobbled up a million tracks in the first week of business. By October he was ready to set the Music Store aloft in the 97% of the world that uses Windows PCs, and the prospect of converting millions of music pirates into credit-card wielding music buyers was enough to make even the most jaded rock stars take notice. How did Jobs do this trick? In a word: simplicity—the transparent ease of use that is the hallmark of Apple's entire product line, including the Music Store. "I'm a complete computer dummy," McLachlan told Time after the event. "If I can use this, anyone can."

And, it seems, just about anyone is... In a year when record labels hit a sour note by suing students, grandparents and 12-year-old file sharers, Jobs had effectively brokered a peace agreement: he had shown the music industry how to win friends and make money on the very Internet that was being used to steal their songs.

… Long before the Music Store came on the scene, frantic record-industry executives had been searching for some way to combat their nemesis: Napster, the original file-sharing service, but to no avail. Their first online ventures, MusicNet and PressPlay, were disasters, largely because the labels didn't trust their users—or one another. High subscription fees and poor selections turned off would-be customers; most skulked off to the underground services, such as Kazaa and Limewire, which had sprung up after Napster's demise.

Enter Jobs. Back in April, Apple's CEO revealed that he had spent the previous year negotiating an unprecedented deal with all five major labels and thousands of independents. His iTunes software, which had previously been nothing more than a place to store and play digital music on a Mac, would become a gateway to the Music Store, where you could easily find and save music to your hard drive, CD or iPod music player—no subscription necessary, just 99¢ per song, or $9.99 for an album. Competitors tried to match that price but couldn't come up with a service as free of restrictions. They said Jobs had been given a sweet deal by the labels because Apple, with its miniscule share of the computer market, was never going to be a real distribution threat. "The Mac world is a walled garden," said BuyMusic.com vice president Liz Brooks. "The PC environment is like the Wild West."

Then came iTunes for Windows, and suddenly there was a new sheriff in town. Not content with creating a music store for PC users that was a perfect clone of its Mac counterpart, including all of the 400,000 songs Apple now has the rights to resell, Jobs added a couple of cool new features, the best of which was a monthly allowance you can set up for your kids to govern their online purchases—a godsend for any parent trying to curb an offspring's downloading habit.

Jobs has one more reason not to be concerned about the competition. "The dirty little secret of all this is there's no way to make money on these stores," he says. For every 99¢ Apple gets from your credit card, 65¢ goes straight to the music label. Another quarter or so gets eaten up by distribution costs. At most, Jobs is left with a dime per track, so even $500 million in annual sales would add up to a paltry $50 million profit. Why even bother? "Because we're selling iPods," Jobs says, grinning.

That may make iTunes the most benign-looking Trojan Horse in software history. The Windows crowd can get iTunes free, and it offers almost all the same functionality as the paid versions of MusicMatch and Real One, two PC-based rivals. But iTunes is the only music application that will work with the enormously popular iPod, and it has features—like its powerful search function—that are unrivaled. "Once people are locked into using iTunes, the game's over," says Charles Wolf, an analyst at the New York City-based Needham & Co. investment bank. "They could sell an extra 2 million iPods because of this." And the margins on these devices make the Music Store's arithmetic look like child's play. Each $499 iPod returns as much as $175 in profit, Wolf says.

Such calculation may also explain why iTunes doesn't support Windows Media Audio files—a Microsoft format that Bill Gates had hoped would become the music-industry standard. If iTunes becomes the player of choice for PC users, it would be a blow for Microsoft's grander audio ambitions—and may well unearth the hatchet that Jobs and Gates buried back in 1997.

For now, Jobs faces some smaller hurdles, like filling in a few significant gaps in the iTunes Music Store selection (the Beatles are the most glaring omission). Even so, Jobs continues to score points with consumers for making available songs so easy to find and so easy to download. The music industry, of course, is anything but simple. That's probably why Jobs, an inveterate challenge seeker, likes it. But can it grow his business? Stay tuned.
Copyright © 2005 Time Inc. All rights reserved.
Reproduction in whole or in part without permission is prohibited.
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SEPTEMBER 6, 2005 

SPECIAL REPORT: APPLE: BUILDING ON THE MOMENTUM 


What's the Next Verse in Apple's Song?

Under its digital music dominance, labels grow restless, and rival services and players are springing up. How can Jobs & Co. keep its lead?

If there has ever been a textbook example of how to turn a techie backwater into a mainstream market, it's Apple Computer's (AAPL ) runaway success in the digital music business. When Apple unveiled its first iPod in Oct. 2001, the market was a smattering of little-known devices used mostly for playing songs illegally downloaded off file-sharing Web sites. That's one reason why the music labels agreed to CEO Steve Jobs' plan to sell their music for just 99 cents a song. 

Besides, with Apple's anemic 3% PC market share, few record execs figured Jobs would be able to win over anyone other than his loyal base of Mac buyers. It would be a safe little experiment, letting music execs learn about the market while Apple picked up most of the tab. 

Some experiment. So far, Apple has sold more than 22 million iPods and more than 500 million songs via its iTunes Music Store. Last quarter, Apple reported that 38% of its overall $3.5 billion in sales came from its music business. 

RISK OF HISTORY REPEATING 

And just as Jobs promised, Apple's success has been good for its music partners as well. Digital tunes now make up around 5% of total music sales -- and it may well be the labels' most profitable segment. After all, they don't need to press, ship, or take returns of physical CDs. The labels don't even have to pay for in-store marketing -- posters, end-cap displays, and the like. 

But the problem with any hit-driven business is just that: If a company is going to maintain its momentum, it must have even bigger follow-up hits. And a growing community of people -- rivals, customers, investors, and even some of those record executives -- are wondering if Apple needs to leverage the iPod to come up with another platinum-selling digital music product. 

This time, instead of a laid-back market with a few cash-starved startups, Apple is going to face off against a huge crowd of well-established competitors, each with new ideas about how to sell music. If Jobs lets any of them get too much of a head of steam, he risks a repeat of what happened in the PC industry: Apple set the tune with its original Mac but soon lost its market-share lead by refusing to change its initial approach. 

LOW-END iPOD?  

Jobs seems to be betting that Apple's current course -- pushing more iPods and music sales on iTunes -- is the best one. That may sound less than imaginative for computerdom's top innovator, but the logic is powerful: For all the talk of other new-fangled approaches, Apple is the only company with millions of customers and a proven business model. And with just a 5% market share, Apple has plenty of headroom for growth. 

Now wonder Jobs is moving aggressively to support that approach. In July, Apple added a podcasting directory to iTunes, immediately making it the place where many iPod users go to subscribe and listen to their favorite podcasts (see BW, 8/15/05, "Podcasts: David vs. Goliath"). 

What's more, on Sept. 7 a new plank of Jobs' plan will become apparent when he gives a much-anticipated keynote at the Moscone West conference center in San Francisco. It's widely expected that Apple will finally unveil a phone, made by partner Motorola (MOT ), that can play songs stored in an iTunes music library. 

According to one industry insider, the new phone will become the low-end model in the iPod product family, capable of storing up to 100 songs (more with added memory). That could appeal to current customers who want to have some tunes with them when they don't have their iPod or to millions of cell-phone users who want to give digital music a try without having to buy a separate gadget. Apple declined to comment for this article. 

…. But could Jobs move more aggressively to take Apple beyond the iPod and iTunes? Many industry insiders think so and, furthermore, see the opportunity to take their slice of the pie as the market moves towards a far grander goal: A combination of services, including downloads, subscriptions, and various other methods, to let consumers get music whenever, wherever, and to whatever device they choose. "Consumers want choice," says Mike Brochu, CEO of Loudeye, which provides the e-commerce guts used by carriers including O2 Germany and Cingular … 

Copyright 2000-2004, by The McGraw-Hill Companies Inc. All rights reserved.
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September 14, 2006

David Pogue

New at Apple: Smaller iPods, Bigger Ideas 
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APPLE, these days, is an innovation factory. The company releases so many products, so often, you get the idea that everyone there just runs around yelling ideas. If this is Thursday, there must be a new iPod.

But this summer, the company was unusually quiet. Apple watchers online concluded that something really, really big must be in the works. A wide-screen iPod! An iPhone! A hovercar!

At a media event in San Francisco on Tuesday, Apple finally spilled the beans. It hadn’t been working on one big thing, but on four medium-size developments that lay the groundwork for some ambitious bigger ones down the road.

New iPods

The iPod family already makes up 75 percent of all music player sales. So where does Apple take them from there? Pretty much the only way they can go: smaller, cheaper and tougher, with better batteries and greater capacity. The least expensive iPod, the Shuffle (the one without a screen), is now a one-inch aluminum square, barely large enough to contain its quarter-size control dial. 
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	The iPod family: an improved big one, the new Nano and the tiny Shuffle



There’s no room for a U.S.B. jack, so the Shuffle comes with an even tinier recharging-synching dock that connects to your computer.

The entire back is a spring-loaded clip, suitable for attaching to your clothing or backpack strap. Even the spring is smooth and satisfying, with precisely the right amount of grip — a typical touch from the company that patented the electronics-as-jewelry culture. The Shuffle arrives next month for $80 (one gigabyte, which holds about 240 songs). 

The iPod Nano has been refined, too. The original model was shiny and gorgeous. But its high-gloss surface was so delicate, pocket lint could scratch it. 

That won’t be a problem with the new Nano. Its body is now wrapped in high-luster, textured aluminum, like the old iPod Mini. It’s even a hair smaller and lighter than the old Nano (3.5 by 1.6 by 0.3 inches), and comes in a choice of five colors: silver, blue, pink, green or black. Prices range from $150 (2 gigabytes, silver only) to $250 (8 gigabytes, black only). The battery now plays music for at least 24 hours, which ought to cover your morning jog.

The Nano looks, feels and sounds fantastic, and it’s a huge relief not to have to worry about nicking its precious skin anymore. Note, however, that the Nano’s new streamlined packaging is too small for a CD with the iTunes software; you’re supposed to download your own copy from Apple’s Web site. 
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	The new iPod Nanos have 24 hours of battery life and more than twice the music capacity as the previous generation of players.


The “big” iPod, the one containing a hard drive and capable of playing videos, got a smaller upgrade. It comes in two models, for $250 or $350 (30 or 80 gigabytes), which is $50 off the previous models (30 and 60 gigabytes). You can crank the screen 60 percent brighter than before. And Apple now sells nine slick iPod video games for $5 each (Pac-Man lives!).

The big iPod’s battery can play music for 20 hours, or, more significantly, play video for 6.5 hours. That’s enough juice to play three movies, all the way across the country on a plane. You’d be hard-pressed to find another video or DVD player or laptop that can manage that, at least without add-on batteries.

On all of the iPods, Apple has done away with those easy-to-lose foam-rubber earbud mittens. Now the earbuds are ringed with rubber, which is supposed to form a better seal with your ear. Most people will find that the new earbuds sound better as a result. (Audiophiles will continue to sniff disdainfully.) 

ITunes 7

In giving an extreme makeover to iTunes, its free music and video jukebox software for Mac or Windows, Apple began by plucking off a few long-standing thorns. The screen layout is far less busy now. New headings divide the list of music sources into three chunks: Library, Store and Playlists.

Another annoyance gone: now iTunes (and the iPod) can play back live recordings seamlessly, without software-induced gaps between the “tracks.” Fans of classical music, opera and Pink Floyd, this one’s for you.

The new iTunes can also, for the first time, import music from the iPod, at least under one circumstance. Suppose you’ve bought a couple of songs while on the road. How do you get them from your laptop onto your main machine at home?

The iPod can now act as an intelligent go-between. When you connect it to Computer B, iTunes offers to import the store-bought songs that originally came from Computer A (though not the rest of its collection). Very nice. 

Other goodies include a download start/stop window, automatic downloading of album cover art for songs that you haven’t bought online, and a browsing view that lets you flip through 3-D CD covers as though they’re in a music store bin. Once Apple addresses the bugs that are being reported online, this program will truly rock. 

Movie Store

The third unveiling was no surprise to Apple rumor fans: the iTunes Store (no longer the iTunes Music Store) has begun selling full-length Hollywood movies.
Of course, CinemaNow, Movielink and, as of last week, Amazon.com are already in that business. But, presumably because of the movie studios’ insane, self-defeating restrictions, shopping at those stores is generally a nightmare. The selection is terrible: only 1,100 movies at Movielink, for example (compared with 60,000 rental DVD’s from Netflix) ). The pricing is random and nonsensical; many Amazon movies on DVD actually cost less than the downloadable versions. And the rules are complicated and inconsistent; some movies you can own, while others must be “rented” and played within 24 hours.

The movie-download business, in short, is a frustrating mess — precisely where the music-download business was in 2003 when Apple came along and showed the world how it should be done.
Once again, Apple’s service is far simpler, better-looking and more consistent than its rivals’. Movies are incredibly easy to find, browse, preview, download and play back on your computer or iPod. Each movie consumes about one or two gigabytes and takes 60 to 90 minutes to download, although you can begin watching after only about three minutes. The movies even come with embedded chapter markers, just as on a DVD; you can skip to the next scene by pressing the iPod’s >> button.

The resolution is 640 by 480, precisely the same as that on a standard-definition TV. Most movies come in wide-screen format, however, so you lose some of those 480 vertical pixels to black letterbox bars. Even so, the movies look spectacular on the iPod’s squarish screen, where you can opt for letterbox or full-screen presentation. (The fabled wide-screen iPod has not yet appeared.)

Playback on a TV (for example, when connected to the computer or the iPod’s optional video dock) is exactly what Apple says it is: near, but not quite, DVD quality.

But even Apple’s store offers only 75 movies, all from Disney and its divisions. And the pricing isn’t as simple as it is for songs or TV shows: old movies cost $10, new movies cost $13 for the first week after their release but then go up to $15. Furthermore, Apple’s definition of “new release” can be quirky; “The Incredibles,” released on DVD nearly 18 months ago, still goes for $13.

Much, therefore, depends on Apple’s ability to persuade other movie companies to join. Of course, its successful TV-show store also began with only a small Disney selection; Apple predicts that the movie experiment will likewise blossom in coming months.

Still, you’re entitled to ask: Who, exactly, is interested in movie downloads at all? Compared with DVD’s, movie downloads offer limited selection, very little savings, no DVD extras and no surround sound. The files are huge, the quality isn’t even up to DVD standards, and you can’t play your movies on a friend’s TV or a DVD player in the car. 

Above all, how many families gather ’round the computer on movie night?

Coming Attractions

Apple’s fourth announcement this week addresses that last problem. It’s a $300 box, called the iTV for now and scheduled for release early next year. It’s designed to connect to your TV (with HDMI or component jacks) and play — without wires — all of the movies, videos, photos and music that sit on your Mac or PC elsewhere in the house. 

There are advantages to downloading your movies, like immediacy and convenience. It’s nice, too, that your movies play in several places at once (on up to five computers and unlimited iPods), which isn’t possible with a DVD. Over all, though, it may take quite awhile for movie downloads — even Apple’s — to go mainstream.

Apple’s digital music system is another story. You can resent Apple all you want, you can call its admirers fanboys, and you can gripe that songs from iTunes don’t work on any pocket player except the iPod.

What you can’t do, however, is find a better online music store, or a free jukebox program as powerful and clean as iTunes. And you certainly won’t find a music player that beats the new iPods in polish, capacity or even price. They come dazzlingly close to perfection.
E-mail: Pogue@nytimes.com

Rumored Video iPod:
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Wireless 

Everybody In The Pool 

David M. Ewalt, 07.08.05, 6:00 AM ET 

[image: image18.png]


Apple Computer Chief Executive Steve Jobs has a reputation for thinking different. But now he might be planning a move for Apple that will leave even his biggest fans surprised--becoming a phone company. 

It might sound far-fetched, but the pieces are in place for it to happen later this summer. Apple (nyse: AAPL - news - people ) is already developing a hybrid iPod/cell phone with handset maker Motorola (nasdaq: MOT - news - people ). 

And companies ranging from the Virgin Group to The Walt Disney Co. (nyse: DIS - news - people ) are proving that a new network model can allow all kinds of businesses to easily enter the mobile market. 

On Wednesday, Disney said it plans to launch a family-centric wireless phone network sometime next year. The venture, called Disney Mobile, will sell mobile service, custom handsets and premium phone content, like ringtones and games featuring Disney characters. The launch won't require an extensive deployment of infrastructure and new cell towers, since all the calls will go over Sprint's (nyse: FON - news - people ) national cellular network. That means Disney will gain access to a dedicated, direct marketing channel to kids, benefiting both from network revenue and from selling its content in a new medium. 

This way of doing business in the mobile market, known as the "mobile virtual network operator," or MVNO, is an increasingly popular and successful model for all different kinds of companies. In December, Disney subsidiary ESPN launched its own mobile network, offering consumers custom sports news and multimedia. Internet service provider Earthlink (nasdaq: ELNK - news - people ) did the same in October, targeting high-end users who like to use their phones for e-mail and data access. And since its launch in 2002, the Virgin Group's youth-centric Virgin Mobile USA has surged to over three million subscribers, and a public offering is reportedly in the works for later this year. 

Apple is not the only big company that might roll out cellular service this year. Analysts suggest that other companies with strong brands could be planning their own networks, including Nike (nyse: NKE - news - people ) and Wal-Mart Stores (nyse: WMT - news - people ). 

"Wal-Mart...could very well launch an MNVO," says Current Analysis analyst Weston Henderek. "A Wal-Mart offering would most likely be targeted at value-oriented and credit-challenged prepaid customers looking for the best price." The company might do well to follow in the footsteps of convenience store chain 7-Eleven (nyse: SE - news - people ), which launched its own prepaid, discount wireless service in April of 2004, using its stores as distributors. 
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The leap to wireless could be even easier for Apple, since it already specializes in making cool, user-friendly handheld gadgets, and has sold over 15 million iPod music players to date. With each new generation of the devices, Apple has added features like more memory and color screens. It makes sense that the company would want to merge two devices already in consumers' pockets, combining a cell phone and a music player. 

In July 2004, Apple announced it would partner with handset maker Motorola in making a version of its iTunes software to run on Motorola phones. The software has been delayed but is expected to be made available soon. Observers say the companies also might have collaborated on a new hybrid iPod phone. Apple has no comment on the rumors, but Jobs has been enthusiastic about the cellular marketplace. "The mobile phone market...is a phenomenal opportunity to get iTunes in the hands of even more music lovers around the world," he said in a statement announcing the partnership. 

But Apple might have a problem getting the devices into consumers' hands. Carriers will probably be loath to sell and support it, since they want to sell their own music downloads--not have customers upload tunes from home. "The carriers don't like it," says analyst Rob Enderle, head of The Enderle Group. "They want Apple to change the design so the phone has to sync through their networks, not with a PC." 

The solution could be for Apple to launch its own cellular network, doing an end run around carriers and providing the company with revenue from both selling phone handsets and from the resale of cellular service. 

"You could certainly see Apple emerge as an MVNO, and then they could control how the phone works," says Enderle. "It would undoubtedly be the better path for Apple. I think they would be smart to do it." 

If Apple launched their own virtual network, they could even tie it in to their iTunes Music Store. This would allow them to obtain more revenue from the direct sale and download of digital music to phone handsets. 

Even if heavy hitters like Wal-Mart and Nike don't take the mobile plunge, it's likely that more MVNOs will materialize this year. "We're going to see much more of these," says Enderle. "It's very profitable for the carriers. Virgin has been very successful with it, and it reduces customer acquisition costs very substantially." 
----------------------

Note (September, 2006):

Iphone ‘Commercial’ video:
http://video.google.com/videoplay?docid=-3168733759916419298 
Possible forms an Apple iPhone may take:
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