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Executive Summary
 
This paper was commissioned by the JISC as the first step in a three-stage process aimed at gaining a more systematic understanding of the mechanisms for pursuing sustainability in not-for-project projects.  This work is being done as part of the planning work for the Strategic Content Alliance (SCA), so the emphasis in this work is on the development and maintenance of digital content useful in the networked world.  In this first stage, we have conducted an initial assessment of the relevant literature focused on not-for-profit sustainability, have compared the processes pursued in the not-for-profit and education sectors with those pursued by commercial organizations, and have reviewed in more depth some of the changes happening in the newspaper industry.  The primary goal of this initial report is to determine whether in fact it would make sense to conduct more in depth study of issues surrounding sustainability.  

Processes: 

This study was conducted over three months.  We reviewed relevant literature and case studies from the fields of business, management, and philanthropy, we conducted interviews with individuals who have been involved in relevant organizations and initiatives, and we relied heavily on our experience from more than a decade starting up several not-for-profit digital content initiatives.  This analysis is not based exclusively on information we have gathered specifically for this review, and we want to emphasize that it is not to be understood as “representative” of the views of the community generally or of the people we interviewed.  

Our intention is not to present our findings as fact or as a prescription to solve the sustainability challenge; rather, our goal is to establish context for a conversation about whether further work in this area and along the lines we have sketched out is worthwhile, and if so, to help prioritize areas of inquiry that would be helpful both to funders and to new projects.  Readers of this initial report are encouraged to challenge its analysis and commentary and to engage with us to identify the most valuable areas for further study.     

Summary:

There is no formulaic answer or approach to achieving sustainability.  No study can lay out a plan that any organization can follow to reach a point of financial stability.  There are, however, a variety of processes and procedures that can be put in place to help provide the discipline and oversight to improve the likelihood of entrepreneurial success.  These would include establishing organizational mechanisms to develop accountability in leaders, setting measurable goals and objectives, reviewing progress on those objectives on a regular basis and managing performance against financial projections.  Although the development of those procedures is outside the scope of this report, in Appendix A we have provided the framework Ithaka relies on to help guide the development of new initiatives.  In our experience, we have been surprised by how few not-for-profit initiatives rooted in the academic environment have such procedures in place.  Clearly the leaders of these initiatives are competent professionals, why do they not rely on processes that have proven effective in both commercial and not-for-profit contexts?  We have concluded that a key reason for this is that academic researchers tend to approach these problems from a different perspective, and with a different mindset, than do commercial entrepreneurs. 

The reason for this different mindset, we believe, is that these kinds of opportunities are new to the academic environment and culture.  Over the past decade, developments in technological infrastructure on college campuses combined with the revolutionary changes in the economics of disseminating content have encouraged the creation of services to provide online content hosted from college and university campuses.   It now takes relatively little money to “publish” content on a website, and once there it is theoretically true that anyone with a computer and internet can access it.  The very low costs associated with this kind of passive distribution of information have encouraged the first wave of these projects to focus almost exclusively on securing resources to fund the upfront costs of developing the digital resources.  Operating as they did within a grant-making culture, it has been natural for project leaders to see the challenges in ways consistent with their roles as principal investigators on research project grants.  

Acting as the principal investigator of a research grant is a very different responsibility from operating as the organizational leader of a sustainable enterprise.  Take the issue of “impact” as just one example. In our opinion, delivering impact is the key factor in the potential for achieving long-term sustainability; only high impact and highly useful materials will draw the financial support from users needed for long-term success.  Yet the importance of impact is often underestimated by leaders of not-for-profit digital resource projects.  Much attention is given to making material available and very little attention is given to doing the work to make sure that people will become aware of it, that they can find it, and if they do find it that they will actually use it.  We find that few digital resource projects have devoted substantial financial or intellectual resources to understanding user needs, preferences and behaviors.  Nor, often, have they invested in understanding the environment of other resources that compete for those users’ attention and support.  The absence of focused effort on use, impact, and competition among these types of projects has deep implications for their potential long-term success.  

For these reasons, we suggest that a shift in mindset among project leaders is necessary if the projects are to secure the needed ongoing resources and manage their cost structures effectively.    This shift in mindset has several components.  Among them:   

1) The inclination to become dependent on recurring grant funding is not likely to lead to a successful sustainability plan.  Of course there are exceptions to this assertion -- for example, if a grantee is offering a service that is vital to a foundation’s mission or is exclusively serving an important programmatic focus of the funder -- but these cases are unusual.  Most project leaders will have to generate other sources of ongoing support.  

2) Project leaders need to be more comprehensive in how they think about sustainability. It is not enough to cover operating costs; projects need to generate capital for ongoing reinvestment in their content and/or technology if they are to grow and thrive.  The web environment is evolving rapidly and relentlessly.  It is incorrect to assume that, once the initial digitization effort is finished and content is up on the web, the costs of maintaining a resource will drop to zero or nearly zero.  
3) The value of a project is quantified by the benefits it creates for users – what it allows them to do that they could not do before.  Audiences must value the resource if they are to use it, and it is the aggregated value that can be monetized in one way or another to support the enterprise on an ongoing basis.  This focus on understanding, monitoring and measuring the demand side value of projects is new to many leaders of these projects, especially those who have traditionally operated in the grant-based culture.  
4) Project leaders need to consider a range of options for long term governance.  Success might come in a variety of forms, and sustainability does not necessarily mean independence.  An IPO is not the only exit strategy for a commercial venture.  Start-ups in the private sector aim for independent profitability but they also consider it a success to sell their companies to a larger enterprise with the means to take those assets forward. They may also seek to merge with complementary businesses. Not-for-profit projects should think similarly about their options and pursue different forms of sustainability based on their particular strengths, their competition, and their spheres of activity.  It is enormously difficult to survive in a competitive environment with a single product aimed at a single market. 
5) The Web is a highly competitive environment.  Projects must embrace the best operating practices of their competitors for mindshare and resources, a group which includes commercial organizations.  That means they will have to act strategically, develop marketing plans, understand their competitive environment, and identify and measure themselves against clear goals and objectives for how they will accomplish their missions successfully and affordably.
6) Leaders must also embrace the fact that their environment is rapidly changing.  We are aware of many projects that, as part of an initial grant proposal, have committed to a multi-year course and then remain stubbornly committed to that course to fulfill those grant terms even as the environment has shifted in ways that require a new direction. OAR projects (and their funders) must continually ask whether they are headed in the right direction and be prepared to adapt when necessary. 
7) Leaders must recognize that running a start-up is a full time job.  The mode of principal investigators, in which they divide their time between overseeing a variety of research grants, teaching courses, and other responsibilities, is not conducive to entrepreneurial success.  New initiatives aiming for sustainability require fully dedicated, fully invested, and intensely focused leadership. If a principal investigator cannot provide it, he or she will have to retain a very capable person who can.  

8) Innovation depends on experimentation, and project leaders should embrace the fact that there are generally no straightforward solutions.  In most cases, the initial plan for achieving sustainability will be wrong, and will require modification.  Engaging in a recurring process of trying new things and adapting plans to fit lessons learned is critical to longer-term success.  
The first part of the report is focused on highlighting the need to engender these principles in leaders of these not-for-profit projects and putting in place infrastructure to ensure success.  Through its efforts to develop entrepreneurial not-for-profit organizations, Ithaka has developed a framework of operational and governance processes designed to increase the probabilities of success for new initiatives.  That framework is attached as Appendix A.  We think it beyond the scope of this study to review each of the components of that framework, even though we believe strongly that putting in place the right kind of organizational infrastructure to promote accountability, flexibility and discipline in any project is essential.  

The middle section of the report focuses on the component of the above framework dedicated to defining the service model of the enterprise – how one goes about determining the value of the service to be developed.  This value must be tied to how the project serves the needs of specific audiences, and how it does this more effectively than other available options.  Most online academic resources invest too little in market research to inform their product development and the segments of users their projects will support. They risk developing services that are not what people really want or that go beyond what people are willing to support. Moreover, on the Web, secondary audiences (i.e. those not defined as the “core” target audience) can be a valuable means of extending the impact of a project and tapping into new sources of revenue. 

When the work to develop a clear understanding of the value of a project is completed, and a project can demonstrate that it indeed delivers a service that will have measurable impact on an intended community, the next question to be addressed is how to convert that value into sustainable support.  We want to emphasize that we recognize that sustainability has both a revenue component and an expense component.  We have chosen in this first stage to focus on the revenue side of the ledger.  The final section of the report outlines the various mechanisms being used by projects and commercial organizations to monetize that value into ongoing revenue streams.  Here we offer some high level principles, a framework for thinking about the options, and specific examples of some of the mechanisms of revenue generation being employed.   Our objective is to test is whether it would be useful to develop a descriptive matrix that groups organizations based on certain characteristics (for example, does the resource provide access to unique content?) and then provides them with information about the kinds of economic models being deployed by products and services with similar characteristics.  Such an effort would require a substantial amount of research to categorize and research the different models.  It would also only be a snapshot and would require regular updating to continue to be valuable.  We hope this paper will promote dialogue that will help us to answer whether the development of such a resource is worth pursuing. Or, are there other research efforts that could be pursued that would advance the community’s ability to sustain important not-for-profit academic resources?  

We hope that the framework, analysis and examples presented in this paper provide helpful background and useful context for a discussion of the important challenge of sustainability, and for what next steps to take.  
Introduction
1. There is a sustainability challenge facing online academic resources

Academic research in the print environment evolved over many years to a point where a relatively stable paper-based publishing marketplace successfully supported most of the needs of the academic and higher education communities.  Over the last decade, the well-documented economic challenges associated with the growing costs of subscribing to journals and buying books, combined with the development of digital and networked technologies, has led to growing excitement about the promise of new digital distribution mechanisms to support scholarship in more efficient and productive ways.  During this period of experimentation, many millions of dollars have been invested by foundations, government agencies, and universities to create online academic resources (OARs) -- not only e-journals and e-books, but also a panoply of new resource formats that support teaching and research. Many of these were research projects specifically intended to pilot or test new approaches to knowledge dissemination and, having fulfilled that original objective, are no longer operating.  Others have emerged or are emerging from such a research phase and have become valuable to specific academic audiences, but lack mechanisms to generate recurring financial resources to cover ongoing costs associated with continuing to provide an ongoing service.  And more and more projects are being founded on the premise that they should develop into sustainable services.  In all these cases, if sustainability cannot be achieved, then projects will continue to limp along, or will fail altogether. 
In the print world, if a publisher failed or its books went out of print, some number of those books would still be available on library shelves.  And sometimes events would revitalize the academic value of those materials and they would become much used.  Having the historical record available for research is vital, and the damage to teaching, learning, and research when an otherwise important OAR becomes unavailable is considerable.  It is important therefore for the developers of these resources to think carefully and strategically about sustainability and the long-term access to the materials they generate as they are building these resources. 

Although some projects may be able to attract recurring philanthropic or government funding, most projects cannot rely on that source.  As we transition from a period of experimentation to one that demands ongoing services, funders find they are being asked to devote an increasing share of their resources to maintaining existing projects, limiting the funds they have available to support new innovation. In recent planning documents JISC outlines the problem: “Unless services and the output from development projects can transition away from full JISC funding, the flexibility of the JISC to fund further innovation will diminish or disappear as more and more of its longer term funding is used to support them.”
 A more rigorous and comprehensive approach to sustainability, therefore, is needed throughout the OAR community.
We define “sustainability” as having a mechanism in place for generating, or gaining access to, the economic resources necessary to keep the intellectual property or the service available on an ongoing basis.
  This does not mean that every “project” will need to launch an independent organization to do this – indeed, most probably should not. It also does not presuppose any particular method for revenue generation: an open access resource, for example, can have, and should be expected to develop, a sustainable economic model. But our definition does imply that every project must put in place a structure, along with focused leadership and an entrepreneurial culture, that will enable it to continuously evaluate and select from a full range of strategic options available for revenue generation, management of expenses and opportunities for strategic collaboration.  In short, it needs to put in place an organizational infrastructure that motivates and supports innovation and entrepreneurship.  Pursuing sustainability is as much about a mindset and a process as it is about producing a written plan. Describing the organizational structure necessary to promote innovation is outside the scope of this paper, though in Appendix A we have provided the key components of a framework that Ithaka has developed to guide not-for-profit entrepreneurship.  

To reiterate, not all philanthropically funded digital initiatives necessarily should aim to be sustainable.  There is a critical distinction between online academic resource projects that are in essence meant to be R&D and those that have missions to offer resources and services to a community of users over a sustained period of time. This paper is strictly about the latter projects. We want to contribute to deeper community-wide understanding of what it takes for these projects to continue to succeed and to be supported over the long run. 
2. What is behind this challenge?
Providing a web-based academic resource is far more complicated than is often understood, and competition in the online environment is perhaps the most important factor in this. Even though many OARs aim only to provide specialized tools and content to academic users, they must pursue sustainability in the dynamic and increasingly commercial online environment. There, OARs necessarily compete for the attention and mindshare of even academic users against Google, Flickr, YouTube, and a variety of other services, whose offerings regularly (even if unintentionally) cross the line between academic and non-academic content. By deciding to launch web-based resources or services, scholarly projects are moving from a relatively sheltered environment operating at the pace of the academic enterprise into one that operates at the speed of Web commerce. It is a challenging new world.

Moreover, many OARs are led by individuals, often principal investigators from academia, whose experience base is in securing research and grant funding, and delivering research results.  This expertise is quite different from what is required of a leader of an ongoing service enterprise.  Because leadership is so important to the success of any enterprise, we address this issue in considerable detail in Section 2, where we consider ways that the academic mindset may need to be changed to support these kinds of services.  

Another aspect of the challenge for OARs competing in the commercial network economy is that there is a strong set of mission-based reasons for why not-for-profit OARs should be available to all potential users without charge.  Although projects must develop sustainable economic models whether they are open access or not, having a starting requirement that the OAR be open access restricts the range of revenue generating options available to the project, and makes the pursuit of sustainability more challenging.  This ethos has been reinforced by the rise of free-to-use sites operating in the commercial environment, many of which are generating revenue primarily, if not exclusively, through advertising.  For that reason we spend a considerably more space in Section 4 describing different implications associated with pursuing advertising on the Web. Pursuing sustainability on the Web is an enormous challenge for any organization, even the largest commercial organization.  For small not-for-profit projects emerging from the higher education sector, it is harder still, and may feel like flying to a different planet or learning a whole new language.  The good news is that the Internet is still in early stages of its evolution; newcomers crop up and succeed all the time (YouTube was started in 2005; Facebook in 2004!).

3. Objectives, Methodology and Structure of this Report
This study arose out of the increasing concerns expressed to us by philanthropic agencies that grantees were not making the transition from dependence on grants to alternative sources of financial support.  In addition, projects themselves have increasingly been approaching Ithaka, as well as other organizations or individuals with experience developing new financial models, looking for help in getting on a reliable path toward economic sustainability.  Moreover, Ithaka itself wrestles with and has experience addressing these same issues in the work we do to incubate and develop new enterprises.  In combining these increasing concerns and our experience, the one thing that we are sure of is that there is no formulaic answer to developing sustainable enterprises. No study is going to be able to lay out a plan that any entity can follow to achieve business success.  This problem is made even harder due to the fact that we are in the infant stages of a dynamic web, and it is simply too early to say whether any resource is sustainable for the very long term.  Sustainability is a moving target in this domain.    

This study is, therefore, only an initial exploratory step in what we hope will be a larger study of sustainability for OARs.  The paper is intended to serve as a background document to help inform a series of conversations about whether a deeper research effort into sustainability is justifiable, and if so, what approaches a further study should take.  One hypothesis we intend to test is whether it would be useful to develop a descriptive matrix that groups organizations based on certain characteristics (for example, does the resource provide access to unique content?) and then provides them with information about the kinds of economic models being deployed by products and services with similar characteristics.  Such an effort would require a substantial amount of research to categorize and research the different models.  It would also only be a snapshot and would require regular updating to continue to be valuable.  Is the development of such a resource worth pursuing? Or are there other research efforts that could be pursued that would advance the community’s ability to sustain important OARs?  

This initial inquiry and analysis was conducted in just over three months.  Given the scope and the short period allotted for this first phase of the project, we decided to focus the initial assessment on the revenue side of sustainability.  We recognize that sustainability depends upon generating revenue to cover costs.  Sustainability can be attained by increasing revenue or reducing costs, so understanding both sides of the ledger is essential.  In this first phase we focused on revenue.  We drew from several types of sources:

· Literature addressing the strategies, options, and risks for not-for-profits seeking to develop sustainable business models. These include papers and books published by business school faculty and by practitioners such as the Bridgespan Group, a non-profit consultancy. 

· Press coverage and blogs on the efforts by commercial and non-profit Websites to build successful revenue models.

· Reports on the newspaper industry, which we thought might offer some valuable comparative data and possibly some thought provoking questions on the impact of commercial forces on existing publishing models.

· Interviews with staff from a number of newspapers, other web-based commercial enterprises, and cultural institutions in the UK.

A detailed bibliography of these sources is provided in Appendix B.
We also drew heavily from our own experience over more than a decade working with not-for-profit OAR projects. We have direct experience with JSTOR: Ithaka’s president, Kevin Guthrie, was JSTOR’s founder and president for ten years, and we continue to provide consulting services to it. We have worked closely with Ithaka’s incubated initiatives - Portico, Aluka and NITLE - which all strive to provide services related to information technology. We have consulted for several open source software projects and produced a report on the potential for open source software in higher education. We have consulted for a number of projects seeking to provide content online for research and / or teaching. We published a report last year on university publishing in a digital age, in which we spoke with a large number of university presses, scholarly societies, and librarians about the challenges of moving scholarly communications online. And we meet regularly with projects coming out of our community that are grappling with sustainability. 

The analysis in this paper is therefore informed by a blend of general experience and targeted research. It is not meant to be an objective statement of facts collected, or even “representative” of the views of the community or of people interviewed. It is deeply influenced by our own experiences and observations. Throughout the paper we will try to be clear about the basis for our assertions.  

The structure of this report is as follows.  In Section 2, our focus is on describing the mindset we believe is required to lead and operate a successful ongoing service.  This section draws most heavily from our experience, and attempts to call attention to some of the structural and cultural issues that hinder OAR projects from adopting practices that are most conducive to achieving sustainability.  Section 3 highlights what we regard as the most important step in developing a sustainable enterprise, namely, developing an understanding of the sustainable value that the project will generate.  One must develop both a sense of the value of a project and of the community it is going to serve.  Understanding the scale and characteristics of that community is also essential.  Without such a thorough understanding of the inherent value of the resource, one cannot develop successful revenue and expense models to pursue it.  Section 4 represents an initial effort to sketch out a possible framework for the descriptive matrix described above.  Although it does not identify different kinds of projects and associate them with different revenue models, it does attempt to provide an overview of the different kinds or revenue models being pursued by academic and commercial online resources.  

This study was funded in part by JISC through the Strategic Content Alliance, which aims to provide tools to help OAR projects in the UK develop sustainable models. We hope that this report will provide useful structure for a conversation about next steps to assist not only the JISC, but also other funders around the world that share concerns about the long-term sustainability of Online Academic Resources.  

Section 2: Creating the Structure and Culture for Sustainability

One important step toward creating an environment of sustainable innovation will be to influence the mindsets of those leading the projects.  There are profoundly important differences between a research project and a sustainable scholarly service.  Most of the people currently in a position to oversee digital projects in the academic environment operate in a research culture.  They did not choose a career leading organizations providing services in a competitive marketplace. They chose a life in the academic environment and culture.  As academic projects find themselves co-mingled with commercial efforts, the approaches required to sustain these not-for-profit services are very similar to those that make business enterprises successful, even though the ultimate motives of commercial and not-for-profit entrepreneurs, and the measures of success, may be quite different.  What follows are descriptions of eight approaches and perspectives that in our experience are conducive toward pursuing sustainability in the not-for-profit context.  

1. Most OAR projects should not assume ongoing support from initial funders. It is the role of foundations and government agencies to provide start-up capital for academic projects that are unlikely to generate commercial returns and are therefore unlikely to attract commercial interest.  Some foundations may be prepared to make repeated investments in projects that are critical to their own missions, and perhaps prepared to make recurring commitments to fund operating expenses.
  But in most cases, projects must regard initial funding as precisely that – start-up funding to bridge the organization to other reliable, recurring, and diverse sources of support.  Taking this approach is healthy because it forces projects to engage a variety of beneficiaries directly, rather than working only to ensure that the primary funder continues to be satisfied with progress.  
2.  Sustainability plans must include and provide for resources to support future growth. There is a tendency in grant funded projects to focus on fixed budgets to cover defined operating expenses.  They do not allow for the generation of funds to support capital investment. To thrive on the Internet, projects need to evolve and grow. The half-life for content on the Web is quite short – a static resource will quickly become stale and lose the interest of users. A thriving resource or service should strive to generate surplus revenue for reinvestment over time. 
3.  OAR projects create value through the impact they have on users. Many projects are conceived with a supply-side mentality (we want to share this great collection of content; we have an innovative approach; we have innovative technology, etc.) rather than from a demand-driven desire to address a need that is not being met. Projects need to understand their users and their users’ needs in great depth.  It is surprising how many not-for-profit and academic projects operate with little user input in design and even less user feedback after implementation.  Without a strategic understanding of users’ needs, it is only through serendipity that a resource can attract users and have an impact on a significant population or field of academic endeavor.  Attracting users is essential for garnering support from a variety of sources, including philanthropies.  

4.  Projects should think in terms of building scale through partnerships, collaborations, mergers, and even acquisitions. Many OARs are conceived as single resources aimed at a single market. The advantage to this approach is that they are positioned to do that one thing better than anyone else (reflecting the academic value on highly specialized expertise). On the other hand, this narrow focus can quickly become a liability, as projects struggle to achieve critical mass.
  It is a kind of paradox that publishing a single item on the Web costs next to nothing, but publishing aggregated content in an effective and sustainable way favors massive scale.  Scale is required to support the technology platform and the staff to manage that infrastructure, as well as staff for tasks such as user support, marketing, and fundraising.  An important question is whether highly specialized projects can piggyback as low marginal costs on existing organizations and infrastructure, or if they need to be supported completely by a new entity.  There is significant overhead needed to support independent operations (legal costs of incorporation, basic infrastructure needs such as finance, HR, and desktop support, and the mechanism through which funding is generated). Many projects would, we suspect, be better off joining forces with an existing enterprise that already has much of this infrastructure in place. Leaders should explore a range of possible outcomes, including licensing, incorporation into an existing enterprise, merging with other similar projects, and other alternatives to indefinite growth.
  Here again, one can learn from the experience of the for-profit world.  Exit strategies for start-up enterprises include a full range of such options.  An IPO is not the only successful outcome.  Being purchased by an existing organization or merging with other organizations can also represent success.  The same should be true for not-for-profit and academic innovation.  

5. In a competitive world, strategic planning is imperative. Leaders of OAR projects pursuing sustainability must come to terms with the fact that they are operating in a distinctive environment. A study published last year by Diane Harley and her colleagues at the Center for Studies in Higher Education (CSHE) observed, “There is much hesitation in academic circles to endorse the concepts of market research, strategic planning, and commercial sustainability. Academic institutions do not operate in the same way as commercial enterprises and, some say, we should not expect them to.”
 Another study conducted by the NSDL found that “the business-plan approach to sustainability, with accompanying words like “market analysis” or “due diligence” was not on the radar or most respondents. In fact, there was an undertone of antipathy towards “productizing” project research.”
  

Historically, academic projects have been shielded from commercial pressures, in part by funders, but mainly because their economic environment operated largely independently from other areas of commerce with revenue, activity, and pace being generated and controlled in a top-down fashion within the community.  Since the academy’s primary product, knowledge, can now be distributed digitally, and is now transmitted on the same infrastructure as all forms of commercial information and entertainment, the days of insulation are over.  The academy is pierced by opportunity and challenge at every level.  Accepting and even embracing the mechanisms of the marketplace, if properly placed in a mission-oriented context, can enhance the value that a project generates by sharpening its understanding of where need is greatest and how it can most usefully deploy its resources. The project leaders that are most likely to succeed in this environment are those who can operate successfully under the pressures of competition and accountability, and in the messiness of innovation and continual reinvention. 

6.  OAR leaders must see both the needs of users and the competitive environment as dynamic and constantly changing. OARs not only need to think through how they will compete in the current environment, they also need to try to imagine how this environment will be different three years down the line. But not even the most prescient and experienced Internet sage would claim to have good foresight over such a time horizon. Instead, most would counsel the project to fail early and often, to develop the capability for rapid cycles of experimentation, rather than spending multiple years attempting to build the optimal resource in isolation from the market. Unfortunately, many OARs are structurally set up to do the latter – their grants are committed for multiple years and tied to a specific deliverable; the project staff spend extended periods of time developing a set of requirements around very specific workflows, or painstakingly identifying and acquiring rights to a highly curated set of content, only to lift their heads and find that the workflows have changed, or that the resource created has been overwhelmed by the changing needs and demands of users.  
7. OAR leaders must become fully accountable both to their projects and to their funders. Academic leaders often are accustomed to practices of the grant system.  For example, some principal investigators are only allowed to spend a fraction of their time on a given project, and many retain multiple positions within their host institutions.  The problem is that a new initiative aiming for sustainability requires fully dedicated, fully invested, and intensely focused leadership.  There are a variety of ways to encourage this kind of focus and accountability, and some of those are outlined in the aforementioned Appendix A.  It is important that there be external oversight for the project that requires regular reporting and evaluation of progress toward defined objectives.  In addition, as it pertains to the leadership, there should be efforts to ensure that the operational leader is fully dedicated to the project and that their job security is tied to performance in achieving measurable outcomes, both in terms of operational goals and financial projections. 
8. Catalyzing a dynamic environment for agility, creativity, risk-taking, and innovation is imperative. Most projects will arrive at the right business model, the right pricing model, or the right “sales” pitch only after multiple attempts.  The competitive environment online is always changing. Most successful online ventures are marked by a willingness to constantly try new things. In the newspaper industry, the UK-based Guardian’s focus on a variety of revenue models quickly and efficiently made it possible for them to test the waters earlier than their competitors. The Guardian decided early on to pursue an advertising rather than subscription strategy, and were able to build a large audience while other newspapers were still trying to replicate their print models online. Commercial sites such as Facebook, YouTube and Google are constantly trying out new services or products to see which will resonate with users. Clearly, very few non-profits have the resources to take large risks and make numerous simultaneous investments, but the ability and willingness to take risks on a smaller scale and to accept that some attempts will fail is still critical.
Clayton Christenson, professor at the Harvard Business School, articulates a “good enough” principle in The Innovator’s Dilemma – an urgency in getting new ideas to market quickly, if not perfectly.
 As the Newspaper Next project terms it, the fast-paced arena of the Internet demands an approach of “Invest a little to learn a lot”
 A key question is whether funding bodies are prepared to support such experimentation and nimbleness within grant projects, and whether they can tolerate such experiments when they fail.  

Section 3: Creating and leveraging Value
Understanding user needs is paramount but often neglected

In Section 2, we highlighted the fact that taking a demand-driven approach to understanding value through the needs of users is an important shift in thinking that needs to happen for most not-for-profit OARs.  Without developing a clear sense of the sustainable value a project offers to a community, there can be no sustainability.  And yet, many not-for-profit initiatives fail to embrace this essential point.  As a recent study of digital resources put it, “the ‘build it and they will come’ approach [of many university digital initiatives] has in many ways precluded systematic investigations of user behavior and demand.”.
  
Indeed, the level of attention and resources dedicated to understanding who users are, what they need, and how they use a resource, has been insufficient in many cases we have studied. Project leaders tend to focus on the inherent values of the product or service itself – the quality or uniqueness of the content, the novelty of their approach, the elegance of their technology, or the degree to which it satisfies their own research needs.  They do not often enough go on to test which of these attributes, or what other attributes, might be of greatest importance to their intended users. Some projects start out with a broad statement of need (“There is a need for better online courses in field X”) but then fail to delve into the specifics (“Do instructors want course materials that take an innovative or generic pedagogical approach? Do these materials need to be integrated with course management systems? Are instructors willing to learn a new interface for each set of course materials?  How many people would benefit from having access to such a resource?”) Other principal investigators set out only to create a service that is helpful to them in their own research work, assuming that it will be helpful to others, but doing little to determine if there is another community that will benefit from its creation.  

For an online resource, then, a critical first step toward sustainability is gaining an understanding of the needs of its community of users.  Only by understanding these needs deeply and in their true complexity can an OAR begin to address these needs. And only by addressing these needs in an enduring way can users gain meaningful benefits. As a result of these benefits, users realize the value of having access to the resource – value generated, for example, in their increased productivity or ability to do new kinds of work. And as a result of this value, users and other potential stakeholders are motivated to invest resources to insure that the value being generated is not lost, but rather maximized.  

Not all users are the same, and a not-for-profit project must focus on its most important user community first, which should be identifiable by the mission of the project. This core audience could be defined in a variety of ways; for example, a highly-cited academic journal focuses on the needs of faculty in a specific academic discipline.  At the same time, project leaders may find opportunities to broaden their impact and revenue potential by imagining how their services could benefit secondary audiences.
  For OARs, this might mean thinking about the needs of audiences across disciplinary boundaries, in secondary education, or even in the general public. To pick up on the previous example, an academic journal in history may find that its historical backfiles are important to genealogists and could develop mechanisms to meet the needs of that audience.  JSTOR offers another example.  It was originally envisioned to offer an opportunity for research libraries with large collections of journal backfiles to realize savings in shelf space while also improving the accessibility of those backfiles.  It has proven to be valuable at all kinds of institutions – small colleges, community colleges, high schools, small research institutes – that have never before been able to collect long journal backruns.  The emergence of widely used search engines such as Google has introduced JSTOR to an even wider community of users not directly associated with academia.  It is possible to remain true to mission while engaging new constituencies to offer more value to a broadened scope of users.  

The emergence of ubiquitous networking capacity facilitates this ability to reach users with different needs and approaches.  In looking at the news industry, we found that some newspapers have taken advantage of the Web to expand their reach to new audiences. In the United Kingdom, the top five news-related websites all attract more readers from outside the UK than from within its borders. As of August 2007, only 37% of Guardian.com’s audience came from the UK, as did 33% of TimesOnline.com.
 These readers from outside these newspapers’ print circulation audience contribute to the traffic volumes and therefore the potential for advertising dollars.  Another example is bbc.com, created as a for-profit venture to generate advertising revenue by providing BBC’s content to non-UK audiences.  
OARs should focus on their core constituency first, but they cannot ignore the possibility that their work might be leveraged at relatively little cost to be valuable to other constituencies. By taking the time to understand core as well as secondary audiences/markets, project leaders increase the likelihood of translating their needs into products and services that are transformational and have impact.  Users will engage with the resource and come to see it as an important part of their workflow. Once established, this group of users can be the first step towards successfully undertaking the revenue strategies discussed below.  
Creating competitive advantage
As was discussed earlier in this report, offering electronic resources over the Internet is a competitive undertaking.  Projects not only have to compete for resources, they must also compete for the attention of users. In order to generate sustainable value, OARs must consider and develop persistent areas of activity that distinguish them from alternatives.  These become areas of competitive advantage that then must be monitored and managed.  This does not necessarily mean building the world’s best resource – the OAR service’s features have to be calibrated to what its market can support. Often this means offering something that is “good enough” to meet users’ basic needs, and then building from there based on how the market reacts. Even innovative and successful projects that enjoy first-mover advantage, by their very success, encourage competitors to enter the same space. Focusing on competitive advantage, both in the launch of a project, and as it matures, is an essential element of sustainability.

OARs must develop competitive advantages regardless of the revenue model they rely on for support.  It does not matter if a resource is subscription-based, open access, or supported by budgets of a host institution.  For any site, users have a choice in what they  pay for, where they spend their time online, or whether to volunteer their time to help support a project. Each project must build sources of advantage that make it valuable and attractive to users, and find ways to sustain these advantages over time. 
 

Assets or capabilities that make a project uniquely valuable to users, and are challenging for other services to replicate, include:
· Offering a superior product or service that is tailored to the needs of users

· Providing a lower cost solution, often by taking advantage of economies of scale

· Having exclusive access to unique content

· Building brand loyalty among users

· Creating “switching costs” that make it difficult for users to move to other providers

· Building two-sided network effects 

· Creating an environment that attracts the best talent. 
For purposes of illustration, we will highlight two types of competitive advantage that seem especially powerful for online resources.  One is in creating online communities that take advantage of and build services that leverage network effects.  Sites such as ebay and Wikipedia create an attractive “marketplace” for both suppliers and consumers (ebay for physical products, Wikipedia for information).  Once such a marketplace is operating at very large scale, it becomes very difficult for others to replicate. On a smaller scale, the Guardian leveraged the affinity among its readers to launch new services such as a dating site (which charges membership fees, currently boasts 75,000 members and reports 1,000 new members joining each week
) and their “Comment is free” blogging site, which has largely contributed to the average reader “length of visit” times of 37 minutes on the site as a whole (by way of comparison, this figure is nearly twice that of NYTimes.com).
  In the academic sector, these kinds of communities taking advantage of networks have so far been created through grassroots, volunteer-driven websites such as RePEc (in economics), arXiv (in physics), and H-Net (in the humanities). 
A second approach being taken by some efforts is creating integrated environments of content and software tools that become deeply ingrained in the workflows of users. Responding to user needs and becoming embedded in user workflows introduces switching costs that can serve as an important source of competitive advantage. Commercial publishers are increasingly attempting to broaden their services beyond publication of finished scholarly works to involvement earlier in the research enterprise, for example, by developing infrastructure to support the creation and maintenance of pre-prints and tools for scholarly collaboration. The variety of efforts being pursued by the Nature Publishing Group is one example of this approach. Other large publishers are pursuing their own versions of this strategy.
  We see a number of OAR projects, too, trying to provide integrated suites of content, tools, services, and community, together comprising the environment for research and collaboration. An open question is whether these projects can amass the scale and capabilities to provide this array of services and achieve this kind of competitive advantage. 

Selecting a revenue model

After determining how value is created for an important community of users, and considering how this value can be maintained in a competitive environment, the next critical question is how value can be translated into recurring revenue streams.  It is to be expected that all not-for-profit OAR projects will need to generate some amount of ongoing revenue or financial support, even those that are able to motivate volunteer contributions for content and platform development or find other ways to keep costs very low.  (The Wikipedia Foundation’s annual operating budget is $4.6 million, of which over half goes to pay for servers and other equipment.
)
The first place to start is developing a set of criteria against which to evaluate revenue options. These criteria may include:

· Alignment with the mission of the project - can we implement this model in a way that is consistent with our core values and mission?

· Fit with the project staffs’ capabilities and strengths - do we have the ability to implement this model?

· Demands on staff time and focus – will implementing this model distract us from the activities that are core to our mission?

· Investment requirements – do we have the resources to implement this model?

· Level of risk – can this model be implemented with an acceptable level of risk to our finances and reputation?

· Ancillary benefits – would this model enhance our reputation or create opportunities to deepen relationships with key constituents?  
It is most desirable to generate income from activities related to the core value proposition of the project, as opposed to ancillary activities unrelated to the core mission. Otherwise, there is a risk of mission-creep and distraction. 

In our consideration of revenue generating options, we have found it helpful to group those who value specific OARs into two broad categories:  direct beneficiaries and indirect beneficiaries.  Direct beneficiaries have been the focus of the discussion above.  These are the users who actually access the OAR and derive value from interacting with it.  But there are other stakeholders in the scholarly communications process – universities, foundations, government agencies – who may not directly benefit from the resource but who care deeply about their charitable impact and will therefore be interested in supporting its success in some way. 
In considering revenue generating options, not-for-profit OARs should be sure to understand and anticipate the needs of these indirect beneficiaries as well.  While OARs will find general alignment of mission with some of these constituents, as is the case with users, they must pay close attention to the specific goals these potential supporters embrace. For example, in the case of a foundation with a program designed to advance digital scholarship, any project would want to be able to articulate specifically how the project helps the foundation achieve its objectives.  
Other indirect beneficiaries have interest in OARs for other reasons; for example, if the mission of the OAR resonates with the products of a commercial company, or if the user community represents a demographic that is attractive to advertisers.  Again, understanding what drives corporate interests, and how a project aligns with those goals, is the first step toward exploring this potential source of revenue. 

Indirect beneficiaries can be an important source of financial support for a project, but they may provide other advantages as well, including credibility, high level guidance, in-kind contributions, new skill sets, and access to new markets. Section 4 focuses on the variety of revenue opportunities that may exist for OARs, both from direct as well as indirect beneficiaries.
SECTION 4. REVENUE GENERATING OPTIONS FOR OAR PROJECTS

Generating revenue to support a new initiative is challenging even in a stable environment.  It is especially difficult in the dynamic, transitional marketplace that is presently operating on the Web.  Web commerce is in the midst of a vigorous experimental phase, and even the most innovative and well-capitalized commercial information resource enterprises (everything from newspapers, to books, to music, to photo and video hosting services) are struggling to find viable new models.  This introduces even further complexity to the not-for-profit OARs, that must address some of the challenges described in the preceding sections of this report even as they aim at a rapidly moving target.   

We can therefore not possibly offer generalized solutions or recommendations for what revenue models OARs should pursue.  There are no such general solutions.  We are considering, however, whether a descriptive informational resource would be valuable as a tool to help leaders of not-for-profit OARs learn about the various types of economic models being used by projects and companies with characteristics similar to their own.  We can imagine a website where an OAR might identify key characteristics (for example, it might indicate that it holds unique content, that its user community is a particular size, and that it focuses on a certain academic discipline), and the site could then generate descriptions of the approaches taken by a variety of existing projects with similar characteristics.  One of the essential questions we aim to pose in this report is whether it seems that such a resource could in fact be valuable, and if it is, would it be sufficiently worthwhile to invest resources in the research and analysis that would be required for its creation.  
Building such a resource is far beyond the scope of this project and report.  What we have tried to accomplish in the sections below is to offer a structured description of the range of revenue models we see operating on the web, both in the not-for-profit and commercial sectors.  The goal is to make it simpler for leaders of OARs to consider what kinds of models may be most appropriate for them.  This also could be seen as an introduction to the type of toolset that might be developed with considerably more effort if the concept seems promising.  

The framework outlined below and described in the following sections groups models first in terms of whether revenues come from direct or indirect beneficiaries.  Under each of these broad categories, we identify specific revenue generating options.  Although each of these options could conceivably stand alone and be relied on exclusively, most projects will need to utilize a blend of options.  The mix of revenue models appropriate for any project will depend on the particular characteristics of that specific project.  
1. Direct beneficiaries pay. 

a. Subscription or one-time payment
b. Pay per use

c. Contributor pays
2. Indirect beneficiaries pay.
a. Host institution’s support

b. Corporate sponsorships

c. Advertising

d. Philanthropic funding

e. License content 

In this section we describe each of these revenue generating models, providing an overview of the key factors that operate in each model, along with benefits and risks.  The section concludes with a summary table for all of the models.   

1. Direct beneficiaries pay 
The following four options are all ways to leverage the value a project creates for direct beneficiaries.

1a. Subscription or one-time payment
Description

In a subscription-based resource, access to some or all of the content is restricted to those who pay for it. Fees can be structured as flat annual access fees, or large one-time payments followed by much lower annual maintenance fees. Sometimes all content is gated, and sometimes one layer of content is available free and another layer is considered “premium.” An important tool for maximizing access (and generally optimizing revenue generation) is value-based pricing, where fees are tiered according to the value each type of customer receives and ability to pay.  Traditionally, academic journals sold paper subscriptions both to individuals and to institutions.  For the most part, that model made the initial transition to the electronic domain, but it has come under pressure for a variety of reasons.  For one, individual subscriptions became less necessary with the availability of institutional site licenses.  Also, new means for distribution in the electronic environment have resulted in pressures for open access, as well as more use of pay-per-view models (document delivery in the print world).  
In the subscription model, the publisher typically assumes a certain financial risk up front, funding the time and effort it takes to select and prepare the content for publication, as well as the operating infrastructure (marketing, distribution, technology) needed to make that content available. The publisher then seeks to recoup as much as possible of the cost in subscription fees, paid by individuals or institutions.  The risk is that the fees will not cover the costs; the potential upside is that they may far surpass it.  

Examples

· Virtually all traditional academic journal publications have been supported with subscription revenue and initially have offered paid site licenses and individual licenses. 
· Aggregations such as JSTOR, Project Muse, ProQuest, ScienceDirect, Alexander Street Press collections.
· Portals such as CIAO (at Columbia).
Who it suits

· Owners of unique content.
· Content aggregators.
· using a unique process or source of expertise in selecting content that has scholarly significance

· bringing together content that is interrelated in meaningful ways

· amplifying the value in those relationships through internal linking and other features to increase discoverability; and

· providing a stamp of authenticity on that content. 

· Preservation services.
· Resources with significant market potential—the audience is sizable, willing, and able to pay.
· Resources that provide tools to enable users to tailor a site to their needs. 

Benefits

· Predictable source of revenue over the term of the subscription. The costs associated with retaining existing subscribers are generally lower than bringing on new ones.
· Ability to generate data about subscribers and thus develop a clearer profile of customers. This enhanced market awareness can lead to the development of new or enhanced products and services within the enterprise, while also constituting valuable knowledge that may be useful for potential advertisers.   
· Can be customized for different customers based on perceived value and ability to pay.  
· Calls upon those who benefit most from a service to support it financially.  This prevents a “free rider” problem, where many who could afford to support something that is provided as a public good choose not to. 
Disadvantages/Risks

· A powerful values-driven preference for open access in many parts of the academy has resulted in ideological challenges to the subscription model. 

· Traditional economic models do not suit an environment where transaction costs exceed optimal (i.e. marginal costs) pricing. In the print world there was little controversy about the need to charge for journals, monographs, or other research outputs. Each customer incurred measurable (if small) incremental costs for printing and distribution costs, and there was a clear logic for charging fees (plus a margin to cover up front publication costs) to users. Online, however, the marginal costs of each user are close to zero, so the linkage between variable costs and revenues is broken. Consequently, new forms of pricing are being developed: for example, tiered approaches, price discrimination, and consortial packages.  But the variability of these fee structures are complex for customers to understand and difficult to use for comparisons.  They are also constantly evolving.  
· The wealth of competing sources of information available on the web can also call into question the “value” of a particular resource.  Online readers are often happy to seek information through portals and aggregators, rather than directly on proprietary sites. This has forced content vendors to look very hard at just what unique value their product or service provides. If a free competitor provides information in a fashion deemed “good enough” by its users, then a subscription service may find it difficult to maintain its subscriber base, even if it can claim to have superior content or features.
· Subscriptions limit usage of a resource. This is a disadvantage from a mission perspective for not-for-profit projects with a commitment to provide as wide access to its resource as possible.  It can also make it harder to build a case for generating other kinds of revenue, such as advertising or grants. It can also be a disadvantage to users in developing countries, who sometimes lack both the financial resources and means (e.g. credit cards, bank accounts) to conduct transactions.

The academic community made a rapid transition to an electronic information economy heavily reliant on subscriptions.  It did so in part because there was already a strong legacy of subscriptions supporting academic journals, but also because the primary buyers were institutions aiming to provide resources for their constituents.  With institutional third parties paying instead of individuals, the initial pressures of the Web that all content should be free did not hit the academic publishers as hard as they did in other industries like music where buyers were individuals.  

Some commercial content websites aimed at individuals have rigorously tested the costs and benefits of maintaining subscription models. The Guardian counts its decision to abandon subscription early on as key to its success
, while the Washintonpost.com is routinely cited for its above the norm contributions from online advertising.
  A number of others have experimented with both subscriptions and free access and decided to forego subscription revenues. NYTimes.com, for example, abandoned its TimesSelect subscription model when it observed that most of its traffic growth was coming from search referrals like Google. It inferred that these users are not loyal NYTimes.com readers (who start from the home page), and thus are less likely to subscribe. Since future growth of the site was driven by these non-loyal users, they concluded that advertising revenue was likely to surpass subscription revenues at some point, and should thus be prioritized.

And yet, there are still notable examples of subscription sites on the commercial web – Wall Street Journal’s WSJ.com first among them—which seem to be successfully maintaining online subscribers.
 Other examples include The Economist (www.economist.com) and The Financial Times (www.ft.com). These examples demonstrate a mix of gated and free content, as the websites try to optimize revenues from multiple sources. Their goal is typically to capture value both from their most loyal readers in the form of subscriptions, and to generate advertising revenue by attracting broader audiences to the public areas of their sites. It is important to note that in each of these cases, the newspapers benefited in their initial forays online from their established brands and reputations for trust and quality.  

Costs attributable to the subscription model
· Access controls

· Order processing

· License agreements

· Sales force
Key questions 

· Is there a sizable enough targeted audience for my content or service to cover costs and even generate a surplus for reinvestment?

· It is possible to charge subscription fees that are compatible with my mission? What audiences would I lose, and how important are they?

· How will a decision to pursue a subscription model impact my ability to attract funds from indirect beneficiaries, such as host institutions and foundations?
Areas for further research

· How much is spent on subscription fees worldwide? 

· How does this break out between various types of resources? 

· Do non-profit providers account for a substantial portion, and how do their fees compare to commercial providers?  

· Of OAR projects, how many are generating significant revenues from subscriptions and how far do these go towards cost recovery?
1b. Pay-per-Use
Description

One variant of the “user pays” model is pay-per-use, where the user can purchase specific pieces of content (e.g. article or download, time-limited access) rather than buying access to a bundle of content for a sustained period of time.  Pay-per-use is most appropriate for users who do not require repeated or constant access to a digital resource, or who prefer not to have the ongoing relationship with the site publisher that a subscription requires. Many scholarly publishers have introduced pay-per-view models to broaden access to materials that are usually provided through scholarly society memberships or sold to libraries.  For resources with both subscription and pay-per-use options, prices are usually set so that frequent users of the resource are clearly better off subscribing.  

Examples

Many of the large sites serving academia offer a variety of pay-per-use options, especially the scientific journals and commercial firms.  These include the American Chemical Society, AnthroSource, Blackwell Synergy, HighWire Press journals, JSTOR, Sage, and ScienceDirect.
Who it suits

· Some of the same success drivers apply here as in a subscription model. Users may value quality of content, immediacy, and authenticity. 

· This transaction-based model can work best when users require discrete amounts of information in a time-sensitive (urgent) fashion. 
· A resource must be well tied into search engines so that users can identify the specific objects they want within a database. This may require search engine optimization.  We would hypothesize that it is a good way to leverage value created for secondary audiences for a resource. 
Benefits

Pay-per-use can broaden the audience for a subscriber-based service. It provides a low-cost way to test the demand for a resource for totally different types of users.
Disadvantages
· Some would argue that putting any price on content limits its usefulness.
· Prices are often set too high.  Prices must be set carefully, and projects should think carefully about the size of their market and the elasticity of demand.  Since marginal costs of delivery are so low, most publishers should be able to set prices very aggressively to stimulate volume.  But many do not.  
· This may require the negotiation of different kinds of rights with content providers.   
Costs attributable to pay-per-view
· Need to build access and payment module.
· Search engine optimization and other marketing requirements.

· Legal costs associated with understanding rights risks.

Key questions

· Is there really sufficient demand outside my targeted audience to justify the cost of building a new module?

· Is my metadata optimized to attract users beyond core subscribers?

· Is my content dependent on the value of its aggregation rather than its individual components?

Areas for further research

Our sense is that there has always been some use of pay-per-view models, but that this has increased with the popularity of Google and other search engines. It would be useful to quantify the size of the pay-per-view market and its growth trajectory in order to get a sense of the opportunity for non-profits. How many organizations are doing this? How much money are they generating? In mid-2006 we investigated the pay-per-view options available from various academic journal publishers, and found that most offered pay-per-view options and that their prices ranged from $7 to $39 per article.  We would be interested to see whether prices have risen or fallen since then, and what other kinds of educational content are available through pay-per-view.  Learning more about attempts to combine pay-per-view with subscription models could inform our thinking about how to address different segments of users.

1c. Contributor Pays Model
Description

In the contributor pays model, the publisher seeks to recover costs up front by charging fees to authors or other content contributors in the form of publication or hosting fees.  It is useful to remember that in the print world, a variant of this model involved authors paying special fees for the use of color illustrations and other special elements, so the practice of the author contributing is not totally new.  These were called page charges and provided supplementary revenue to cover the additional costs associated with specialized work.  

The implication of using a contributor pays model is that a primary beneficiary of the project is the author, who wishes to make his content available on the Web and pays the OAR to provide this service.  The OAR is responsible for providing the technological and organizational infrastructure to publish content online.  Selective publications also incur editorial costs.

Examples 
· BioMedCentral

· Public Library of Science (PLoS)

· Some journals on BioOne and HighWire Press
Who it suits
· The author-pays model for journals has been pushed by publishers with an open access mission.  
· It seems to be most compelling and is making the most headway in subject areas that are heavily underwritten by government or institutional funding (primarily the sciences). 

Benefits

· If the rights-owner has the resources to pay for hosting, content can be made available for free to an unlimited audience.  
· Costs are meant to be covered as they are incurred, reducing downside risk. 
· It recognizes that authors are also important beneficiaries of the service, as they need to publish in order to advance. 

Disadvantages

· The ability to use the demand-side marketplace to judge the impact of the resource, measure its success, and gain the feedback of users is absent. Other metrics and communications channels therefore need to be developed and prioritized. 
· A study conducted by the Center for Studies in Higher Education in 2006 found resistance among faculty to the author pays model because of associations with vanity publishing, concerns about academic integrity, and concerns that this system might discriminate against scholars without access to publishing budgets.
 Moreover, they are less likely to have grant or departmental budgets to cover these costs.

· The upside is essentially eliminated – no matter how many users the content attracts, the publishers’ revenues will stay the same.  (BioMedCentral has also begun selling advertising space on its site, however – if they are successful, this disadvantage could be neutralized.)
· In fact, as a publication grows more prestigious, more articles will be submitted, driving up the costs of processing articles that are declined and thus publication charges for those that do get published, and as usage grows the associated access costs will increase without a commensurate increase in revenue.
· The author pays model provides no recurring revenue to maintain an author’s work.  Long-term preservation must either be paid by charging an author a higher price at the moment of contribution that would be used either to build an endowment to fund future preservation costs, or by charging current authors a higher price to cover migration and other investments made in older content (social security model).  
For open access publishers aiming to make research freely available, much will depend upon the economic model and sources of support that fund a particular discipline. In the sciences, government agencies like the National Institutes of Health in the US and organizations like the Wellcome Trust in the UK provide substantial funding to support research.  They operate from a position of strength when it comes to influencing, even determining, how research results derived from work they support is disseminated.   The Wellcome Trust’s open access model, for example, pays publishers for Wellcome-commissioned research on condition that after an embargo the article goes into open access repositories. Similar  mandates are being proposed and adopted by other foundations and government agencies.   

Costs associated with the contributor pays model
· Requires successful marketing to individual scholars and researchers.
Questions

· What is the demand for this service in your target population? Do authors in that discipline have access to resources to pay contribution fees?

· What makes your site attractive as a place to put content? Does it offer prestige through some selection process or credentialing? Does it have a strong brand? Does it have a large audience? Is it indexed by the major search engines? Will the content be connected with related content? What marketing services does the site provide to ensure that the content gets exposure? Finally, does the site make it easy for authors to submit their work and get feedback?

· Cost is a key success driver for hosting services, which are likely to grow commoditized (unless combined with some other form of value creation). How will this service ensure that its costs are competitive? Does it have access to low cost labor? Does it have economies of scale? 

· Will anything be left over to pay for preservation, and what does this cost? What happens to backfiles if the publisher stops attracting articles?
Further research
· What share of research in the sciences is currently published under a contributor-pays model? 

· Is this model spreading to other disciplines? 

· What are the financial prospects for various author contributing OA publishers - are they able to cover their costs, and have their author charges stabilized? 

2. Indirect beneficiaries pay
The methods of revenue generation discussed above deal with the perceived value of the resource in the eyes of direct beneficiaries and the factors that drive their interest to support it financially. In this section, we will explore methods of generating revenue from those who do not use the resource itself, but instead derive value from having access to those who do, or from affiliation with the mission of the program.

These “indirect” beneficiaries of the resource include those that have a purely commercial interest, such as obtaining sales or leads in exchange for advertising dollars, partners who value association with the mission and the access to the users or some other assets created by the venture, and host institutions that see the project as a means to advance their own goals.  

2a. Host institutional funds / in-kind contributions

Description

Universities and colleges allocate resources based on their organizational goals and missions – building a new program area, attracting better faculty and students, enhancing alumni relations, raising awareness of their collections, etc. Projects must be consistent with the mission and then make a case to their host organization as to how they create value for it.

Examples
Examples of new types of projects that have remained affiliated with their university and depend on their university for ongoing support are projects like the University of Michigan’s Making of America.  This collection is supported by the university and remains an open access resource.  There are an uncountable number of special collections and other digital material hosted by universities at a cost that is not recovered through subscriptions or any other direct method.  There are also projects that do generate revenue from other sources that remain hosted by their university.  Examples include the Stanford Encyclopedia of Philosophy, HighWire Press and Project MUSE.  MIT’s Open Courseware (OCW) is another example of a project hosted at the original university where it was founded.  The content is freely available and MIT continues to endeavor to raise grant money and other forms of support.  A key factor in its quest for sustainability will be the success the project has in making the case to MIT that the project fulfills a core objective and therefore should be support on an ongoing basis in MIT’s operating budget.  
Who it suits

OARs that are integral to the reputation or mission of their institution and benefit it in terms of prestige, ties to other institutions, impact in key areas, use of core assets (library collections) etc. 
Benefits

· Institution-based projects can piggyback on institutional resources (space, staff—expertise, labor or grad students, infrastructure such as servers, financial resources).
· The brand of the institution can lend prestige to project.
Disadvantages

· Priorities of institutions can change—new academic focus areas--leaving the project without a home or support.   
· It can be hard to make the case for how programs other than teaching and research are at the center of university priorities. In this sense, projects may always feel vulnerable and need to fight for support and attention, leaving them in a position of being undercapitalized.  This is the situation that many university presses feel that they find themselves in.
Costs

· Regular maintenance of the relationship, translating value for users to value for host.

Questions 

· How does my project serve my institution’s mission?

· How does my project enhance my institution’s reputation?

· Does it help the university to attract new students and faculty?

· Does it provide a valuable service to alumni?

· Does my project create skills, expertise, opportunities that are valuable elsewhere in the organization?

· Does my project leverage institutional assets such as faculty interests or library and museum special collections?

· Does my project establish a new model of collaboration within the university or cross-institutionally in ways that benefit local and system-wide interests?

· Is my institution committed to this as a project worthy of launch funding, or can I deliver long-term benefits that build my program into core budgeting?
Areas for further research

We have little sense of how many OAR projects are launched with external funding and subsequently succeed in becoming folded into a university operating budget. It would be useful to examine some examples, to see how much money universities are willing to put into these projects and what value they perceive from them. Attracting institutional support seems particularly important for open access projects. At a system-wide level, it would be useful (though challenging) to build a picture of what universities are spending to license academic resources, and what it would cost them to fund these same resources on the supply side. 

2b. Corporate sponsorships
Description

Corporate sponsors pay non-profit organizations money or in-kind resources for the right to be promoted on the non-profit’s website. This can be seen as an implicit endorsement of the company and/or its products and services. A non-profit seeking corporate sponsors must understand the needs and goals of the companies it targets, and be able to make a case for how it can create value for them. 
  
Examples

· Knowledge@Wharton 

· MIT OCW (sponsored by Ab Initio)

· Computer hardware and software companies sometimes offer deep discounts on their products (and even some free assets) as promotional consideration for endorsement by a content provider. 

· Open source software projects (e.g. Moodle) seek sponsorship from potential service providers.

Benefits

· Corporate sponsorships can tap new sources of revenue.

· This can serve as a sort of controlled experiment for advertising.

· Corporate sponsors sometimes agree to in-kind exchanges of value, such as deeply discounted hardware or software. 

· This model offers non-profits an opportunity to monetize an intangible source of value – their reputations.

Disadvantages

· Could cause suspicion, negative perceptions – users don’t want their resources supported by a corporation; funders feel compromised. 

· Could lead to mission drift – agenda can be inappropriately influenced by for-profit concerns.

· Corporate priorities change – not necessarily a long-term solution.

· Can be complicated to create and implement – business development time and legal issues.

Costs

· Business development and legal costs of negotiating agreements.

Key Questions

· Do the non-profit and corporation complement each other’s goals? Is our cause (project) particularly attractive to certain companies or industries?

· Does the company engage in any activities at odds with the mission or ethos of the organization?

· Does the company place undue restrictions on non-profit’s activities or otherwise interfere with its operations?

· Is there a strong fit in the audiences served by the company and the non-profit initiative? Does the company have a positive brand image in the higher education community? Does it have a strong commitment to serving this community? (i.e. does higher education comprise an important market for this company (Blackboard), or does it only account for a small share of the company’s total sales (Oracle, Amazon)?

· Is there a logical fit between the products / services provided by the two organizations? Do they complement each other?

Areas for future research

It is not clear to us how much potential there is for OARs in attracting corporate sponsors. There are few examples, and those we know of involve relatively small payments ($10,000 payments do not go very far unless there are a large number of them!) We would be interested in learning more about how many of these arrangements exist and what benefits non-profits are able to glean from them.
2c. Advertisers

Advertising is almost completely absent from academic websites. This is probably due to concerns about the potential commercialization of scholarship and skepticism that advertising could be a successful strategy for OARs.  It is also not permitted by some funding bodies and institutions.  We have chosen to delve more deeply into this model than the others for three reasons. First, this has become by far the most prevalent business model for commercial content providers on the Web, and certainly for those that are open to the public. Second, there is little familiarity in our community with how advertising works, and thus there is an opportunity to at least shine some light on it. Third, this section can provide a glimpse of the kinds of research that could be done for other revenue models, if readers of this paper think that would be useful.

Description

In its basic mission – connecting sellers with potential buyers and communicating a persuasive message – online advertising is very much like its traditional media counterparts. Advertisers seek out ways to communicate a message as efficiently and effectively as possible to those people they most wish to reach. They choose formats and publications based on their understanding of the readership, listenership, or viewership that those vehicles offer, with the hope that the audience “delivered” to them 1) is likely to see the ad, and 2) is likely to be interested in the content of the ad. 
Although it still only accounts for a small share of overall advertising, the online advertising industry is in the midst of a swift expansion, growing by 25% in the US market over the past year, an estimated $21.1 billion for the full year 2007, a new record.
 In the UK, online advertising reached £2.6 billion ($5.3 billion) in 2007, up 30% over the previous year.
 

Advertising is quickly appearing – thanks in particular to the user-friendly Google AdSense program – on even the smallest websites and blogs, in both the commercial and non profit sectors. 
But most of the money spent on online ads, and most of the places hosting those ads, are not small at all.  In 2006, the fifty largest online sites attracted 93% of online advertising dollars. At the same time, Internet ad revenues account for just 5.9% of the total money spent (in the US) on advertising. While this could sound discouraging for smaller sites considering online advertising strategies, it also does point to room for growth as advertisers continue to shift more dollars online. 

Online advertising has radically changed what is possible in terms of ad design and how ad value is determined. Technological advances have prompted new forms of creativity, as well as new ways to target the ads that appear to the users most likely to want to see them, and new ways to measure the impact of the ads. These changes mean that ad revenue models are also prone to change, as different metrics for audience measurement create a keener picture of the ‘value’ of an ad, for example, to drive traffic to a site, obtain customer data, or trigger a sale.  The three dominant ad formats are Search, Display and Classified ads: 

	
	Formats
	Models
	Share of Market

	Search Ads
	Advertisers create text-only ads and bid on keywords of search providers (Google AdWords, Yahoo, etc.)
 
 
	AdWords helps advertisers place their ads. It initially charged based on number of impressions, but then moved to Cost Per Click. 

AdSense is Google’s program for site owners and crawls the website to determine which ads to place there. Website publishers can sign up to host ads and share revenue, with some ability to filter out ads they do not want.
	In 2006, search advertising revenues rose 31%, reaching  $6.8 billion, which accounted for 40% of all online advertising.
 Despite the obvious benefits to advertisers and smaller publishers, this method has been a target for “click fraud.”

	Display Ads 
	Banners, interstitials, pop-ups, in-text ads, roll-overs
	Advertiser pays for a fixed placement on a page or in a section, and the ad appears there throughout the length of its run. Banners can be static, or include hyperlinks, or rich-media. Payment for banners can be based on CPM, or as a flat rate per time period, based on factors including position, size, and traffic. 
	Display advertising totaled $5.4 billion in 2006, making up 32% of total ad revenues (down from 34% the year before). 
With the recent acquisitions of the ad agency DoubleClick by Google and Right Media by Yahoo, some think that better targeting for display ads will make this a more attractive option for advertisers.


	Classified Ads
	Sellers advertise specific items or services for sale to potential buyers. 
	Pricing tends to be determined by size of ad (number of lines or words) and duration (e.g. flat price for a 30-day listing). While craigslist.org was at first entirely free for all listings, it now charges for career and real estate listings. 
	This category accounted for 18% of all online ads in 2006.



According to the Best Practices Report of the Newspaper Association of America, the fastest growing segments of online advertising formats are paid-search, video and e-mail advertising.
 While for 2007, banner and listings together make up well over half of the market, some projections suggest that by 2012, paid search, online video, and email will play a greater role, particularly in local markets, as banner ads continue to decline in market share.
 
Advertising Networks

Of special interest to smaller sites is the growth of ad networks which aggregate ad inventory from related sites and bundle that inventory for advertisers. The advertisers can use networks in order to reach twenty local markets, for example, without having to place twenty separate campaigns.  Smaller niche sites can also group together to offer premium (not just surplus) ad inventory to advertisers who otherwise would not make the effort to seek them out individually. In addition, specialized networks have started to appear, such as Yahoo and Google (newspapers) and Zillow (real estate). Some ad networks include: Gorillanation.com (500,000 monthly impressions minimum); Advertising.com (2 million monthly impression minimum), and Adster.com. For blogging sites, BlogAds.com aggregates clusters of sites into “hives.”  RMX Direct / Right Media (recently acquired by Yahoo!) and Doubleclick.com (recently acquired by Google) also feature ad marketplaces or exchanges.
Who it suits

For OAR projects to exploit the current growth in online advertising, it is important to understand how ads are valued, and therefore, which type of ad might be the best fit for an academic project. Often advertisers aim to target a specific type of audience, and will pay more for placements that reach these segments (especially those that are hard to reach and have disposable income).
 The value to the advertiser depends on how well a publication delivers the advertiser’s desired audience. 

Certain types of advertising may be suitable for projects with the following strengths:

· High volume of site traffic. Today, the two most common measurements are Unique Visits and Page Views, both usually per month. While most sites will brag about their “uniques,” advertising rates and fees are still most often dependent upon impressions, so page views are extremely important as well.
 For sites with less traffic, programs such as Google AdSense and ad networks that can aggregate sites and their visitors for advertisers seem to have the most potential.
· Loyal visitors who return often and spend time on the site. Advertisers will sometimes pay a premium for “sticky” sites, where users can be exposed to an ad multiple times. Scholarly resources tend to be targeted to a core audience who will return often and spend significant time on them. If users to the site spend time reading rather than surfing around a website (generating fewer impressions), businesses interested in branding, rather than driving immediate sales, are the most likely target.

· Targeted demographic. Advertisers pay a premium for the ability to target a specific group and to know who it is they are reaching. The audience may be defined by geography (e.g. national vs. regional), by gender, by the topic of a website (a site with military maps might attract military history scholars), or by the characteristics associated with the users of a website (readers of the Wall Street Journal are defined by their high level of education, salary range, and other factors, and thus are also courted by retailers of luxury goods and services). This requires that the site capture at least a minimum of data on its visitors, which can be done through a simple, free, registration process.

· Strong brand. Projects with a well-known reputation and brand may be able to attract corporate advertisers seeking recognition for supporting a worthy cause. 
· Workflow fit. Some advertisers are more concerned with reaching people who are engaged in a particular activity than in a particular demographic. For example, hotels and travel agents wish to reach people in the process of planning a trip. Camera manufacturers wish to target people who are researching digital cameras. Scholarly resources with at least some connection to the product or service offered will have the most potential here. For example, a textbook company might be interested in advertising on MIT’s OCW site, which is used by instructors preparing lessons; an airline company might be interested in a site catering to students and scholars in travel abroad programs, etc.
How much revenue can a scholarly resource generate from advertising?

Generally speaking, most ad revenue can be based on one of the following methods: 
· Cost per impression multiplied by the number of impressions served (page views shown, as for display ads).
· Cost per click multiplied by the number of times ad is clicked on (for search ads).
· Cost per action multiplied by the number of actions (such as purchasing an item or filling out a form).
· Flat rate for a display ad for a fixed amount of time, based on size, position, estimated page views, and in some cases, on time of day.

Inventory can be sold directly (usually by the largest sites), through an agency, or through a network. There are costs involved with selling ad inventory, either employing a sales force or sharing a portion of the revenue generated with an agent. Some sites use multiple approaches; the New York Times sells ad space directly with its own sales team and auctions off unsold inventory through Google. Usually they are able to generate more revenue selling directly, though the director of strategy and operations at NYTimes.com noted that the Science section was very difficult to sell directly, but that it went for a higher CPM through Google’s auction.

The two critical factors determining how much ad revenue a site can generate are the volume and the quality of its traffic. Jeremy Liew of Lightspeed Venture Partners 
 has provided some examples of how these two factors work in tandem, and the scale needed to become a large ad-supported site. His three types of online businesses, paraphrased here, are defined by the nature of the audience each draws:

Market Reach: Sites whose content aims to attract a very broad audience and appeals to a very wide demographic swath. Some examples would include: general news, eBay, YouTube. Because the audience reached is so broad and large, advertising rates tend to be on the lower side in terms of Cost per Thousand (CPM), and are offset by the sheer volume of page views or impressions. As Liew points out, sites like this generally command around $1 CPM.  If you have this type of audience and your site gets 2,000,000 page views a month, you could yield $2,000 a month.  
Targeted demographic: On the other hand, sites which attract users of a well-defined and desirable demographic can command a higher CPM, in the higher single digit range. While fewer people may visit a men’s sports site or a women’s magazine site, advertisers seeking to reach that demographic will pay more to reach them, so rates are higher.   If your site has a readership that is appealing to an advertiser, and you have the user data to demonstrate this, a site with 2,000,000 page views a month could yield $10,000 a month.
Endemic Advertising site: Where the topic at hand is not just well-targeted, but strongly related to a consumer good that its visitors are likely to want to buy, this desirable readership allows sites to charge much more. Here, where the link between viewer interest and product being sold is so tight, value of advertising is higher, so RPM could be $20 or higher. If the site has a very targeted readership, and that readership is particularly appealing to a type of advertiser, at a rate of $20 CPM, 2,000,000 page views a month could yield $40,000 a month. An example would be a site catering to language professors and students who travel abroad, appealing to travel agencies. 
Benefits
· For sites with heavy traffic and good data on visitors, advertising can open up an as-yet-untapped revenue source. 

· Smaller sites can test their potential at very little risk through programs like Google AdSense.

· The field is very fluid, and the variety of ad formats, types and pricing models allow a site to experiment with the types of advertising that will fit it best.

· More and more advertiser money is flowing online each year, so if successful, this revenue stream should continue to grow. 
Disadvantages/Risks

· Securing and retaining advertisers requires skilled personnel and time.
· Some site users may dislike the feel of hosting ads on the site.
· Setting ad prices can be tricky when measurement criteria are so fluid.
· Ad revenue is not ‘guaranteed’ and takes time to build up; it is unlikely to replace other revenue streams right away.

· If a site becomes overly dependent on advertising it can undermine the editorial integrity of the project. Many people feel this is happening in the newspaper industry. 

Costs
· If working with an agency or network, they will require a percentage in commission (30% is common).

· If working directly with advertisers, costs will include salary for skilled online advertising sales staff and for someone to handle invoicing/collections.

Key Questions for OARs
· How much traffic does my site generate (unique visitors per month)?

· How many ad impressions could the site generate (page views per month)?

· How much do I know about the visitors to my site (demographic data)?

· How can I measure their “engagement” with the site (time spent, articles viewed, etc.)

· How might my site visitors be valuable to advertisers? Do they have special interests that correspond to a certain type of business?

· What costs will we need to assume to host ads on our site and collect payments?

· Will the community for this project accept that we are hosting ads?

Areas for further research
· It would be useful to have examples of projects of different levels of traffic volume, with actual costs and actual revenues earned through advertising.
· Further comparative data on comparable websites’ ad rates, to better determine what some academic sites might be able to charge for their ads.

· Further research on networks and other means to aggregate the audiences of the more specialized scholarly websites

Conclusion

Online advertising represents uncharted waters for many scholarly projects, and few OARs attract the levels of traffic needed to make an advertising strategy worthwhile. While OARs are unlikely to sustain themselves purely on advertising, it seems like a promising opportunity for some of the larger resources to enhance their revenue streams and potentially enable more free access to their content. Smaller sites can easily experiment with search ads at very little cost.
If an ad network emerged representing academic sites, and was able to offer services at minimal cost and with minimal staff attention, more projects of all sizes might be able to tap into advertising as one of their sources of revenue (if not the primary source).  It would be a useful exercise to gather usage data for a set of academic resources and try to estimate what the potential advertising revenue might be.
2d. Build diverse streams of philanthropic funding 
Grant funding is, of course, a critical source of investment funds for innovation in academic resources, and may be part of the mix of an ongoing sustainability strategy. OARs hoping to tap into philanthropic funds must make the case to donors that their funds will be used to create impact in accordance with their missions, and that this impact can be sustained. 
Most not-for-profit project leaders have considerable experience in pursuing and securing grant funding, so we will not address the issue at length here.  In approaching foundations, there is a tendency for there to be a kind of contest-oriented culture, an environment where the object is to “win” the grant.  It is valuable for an OAR to think of foundations more like any other customer in the sense of trying to solve a problem for that customer.  Giving away money effectively and in ways that have positive impact on a community is very challenging.  Projects should give more thought to how their services help grant-makers achieve their objectives, rather than in terms of how the foundation’s money can help the grantee achieve its objectives.  
We would like to highlight a model that can best be classified as philanthropy, but with a slightly different spin. The endowment model may tap into funds from direct users (or their libraries) as well as the various types of indirect beneficiaries. We have classed it here because it does not involve payment in exchange for a service.

Endowment Model

The endowment model is well established on college and university campuses in the United States as a way to sustain the institution as a whole, special projects, and faculty chairs. It is less common in other countries. Building an endowment entails accumulating enough capital that an activity or operation can be supported by the income from investments and interest on that capital, without tapping into the funds themselves.  Once an endowment is established, organizations typically spend approximately 4 to 5 percent of the endowment’s total value per year.  (In the United States, foundations with endowments are required to spend a minimum of 5 percent of their endowment value per year.)  This means that in order to fund operations on an ongoing basis, projects need to raise approximately 20 times the annual operating budget in endowment.  Examples of projects pursuing this approach are the Stanford Encyclopedia of Philosophy (SEP) and the Walt Whitman archive. SEP has reports that it is making progress towards its goal of $4 million: over $2.2 million has been raised by contributing library partners (which includes a $500,000 challenge grant from the NEH), and Stanford has raised $1.125 million through its own development efforts.
  JSTOR also pursues a variant of this approach by charging one-time Archive Capital Fees of its participants, which are used to establish board-designated reserves that will be used for preservation purposes to insure that the technology and data associated with the JSTOR archive remains accessible as technologies evolve.  So these funds are used to cover archiving, while annual access fees are used to cover operations.  
How widely replicable is the endowment model?  There is a logic to appealing to libraries for up-front contributions that “permanently” free both sides from the logistics of a subscription model and make the resource freely available to a much larger audience. On the other hand, there are obviously limited funds available from the existing direct beneficiaries to fund this approach; libraries are struggling to keep up with annual subscription increases.  Coming up with 20 times current subscription costs is obviously impossible.  The endowment model will depend heavily, therefore, on projects being able to make the case for the importance of their resources to indirect beneficiaries such as host institutions and other donors.  Some challenges for other projects include:

· Such models will always have to support free riders, and this number is likely to grow if reliance on endowment to cover costs proliferate. 

· Each project must raise 20 times the annual operating budget for a project. This goal must be approached as any other major fund raising drive by a university or cultural institution, and it is not clear that many OAR projects have access to the necessary fund raising apparatus and relationships to do this.  

· The endowment model has the risk of insulating a project from the need to be responsive to its market, since all the funding is contributed up front. 

· Since the endowment target is calibrated to support a skeletal level of funding, there is little room for a project to grow or evolve into something very different, should the market’s needs change. If a project makes the case that they need to raise $5 million to cover $250,000 in operations, will there be funds available to pursue capital projects?  
Success drivers

· Establishing value to the scholarly community before undertaking the fundraising effort.
· Offering attributes of importance to potential funders (high quality content, open access, cross-disciplinary appeal). 

· Fund raising targets that reflect the benefit that different types of institutions derive from the resources (similar to tiered access fees).

· A supportive host institution that is willing to provide key services, particularly access to development staff and donor relationships. 
2e. Leveraging content through licensing

Description

A licensing or syndication model involves granting one or more outside organizations permission and responsibility for distributing the outputs of a project. Revenues are generated for content owners in the form of royalties. Projects can choose syndication as their primary route to market, or as a supplementary outreach vehicle. 

Licensing options include:
· Exclusive Licensing – Providing a single party the exclusive right to distribute a project output can be necessary to encourage substantial investment in further developing and distributing the project, but it also means that the project is more dependent on its partner’s strategy and execution.  There will always be a balance between how much each side is willing to invest both in the form of effort and capital, and how much control over the project they can reasonably expect. 

· Exclusive Distribution – The OAR project can use this approach to maintain tighter control over the exact nature of the product, but appoint a third party to handle marketing and distribution. 
· Non-Exclusive Distribution or Syndication – In the case of syndication, the same content or product is licensed to multiple outlets or markets.  One example of a licensor would be  Bloomberg (licenses news stories – up to 20 per day – to its subscribers, to use at will, and even creates custom programs which help place content in papers around the world).  An example of a licensee would be ProQuest (licenses content from a huge range of primary and secondary source providers).  In most cases that we come across, those licensees that pay license fees or royalties are choosing subscription models to support aggregations of content. 

· Reciprocal or “Free” Licensing – A content creator (Time Inc., Guardian) may syndicate content to a portal or aggregator (Yahoo.com, MSN), where no money changes hands, but the content creator benefits from increased traffic (and hopefully ad revenue) from users clicking over from the portal. According to the director of strategy at Time Inc., this kind of arrangement is increasingly the norm on the Internet.
Who it suits 

· Owners of unique content

· Projects that cannot afford to build the infrastructure to reach core markets 

· Projects that have large secondary markets they cannot afford to reach

· Projects with niche tertiary markets they do not have the expertise to develop

· Projects with content that would benefit from being part of a larger aggregation.
Examples

· The National Archives (UK) partners with commercial genealogy websites to fund digitization of important series of archives. The Archives also runs the Licensed Internet Associateship program, which allows corporate partners to undertake the expense of digitizing popular archival series and to use the digitized content to create commercial projects which they then take to market.
 

· The British Library, which is working both with JISC and Gale Cengage on the newspapers digitization project. 

· The University of Oxford’s Bodleian Library, which is partnering with ProQuest on the Electronic Ephemera project. 

· Newspaper syndication services.
· Publishers of translation rights.
Benefits

· Can significantly expand a project’s audience

· Can move projects into environments that require sophisticated technology beyond the scope of a project (such as customizing digital content for handheld devices and delivering it to users that prefer to receive information in that form).

· Allows not-for-profits to maintain their day-to-day focus on mission and core competencies.

· Can create opportunities for resource creation and enhancement that benefit the project owner, including digitization, customization, etc.

Disadvantages/Risks
· Inevitably involves loss of control. The third party that is licensing the outputs of the project may well have goals that are very different from the project’s goals. For example, a dispute may arise regarding who controls the quality or character of the way the products are offered (“No ads around my content!”) or pricing decisions that favor maximizing revenues at the expense of mission-driven access. To some extent these risks can be managed though extensive discussion when the parties are first entering into the license, but no matter how good the agreement or how collaborative the initial relationship, there will always be a fundamental risk of disconnect between the incentives of the parties.

· Understanding benefits and advantages often requires sophisticated business modeling to compare the costs and revenues associated with reaching markets directly versus the lower income from royalties. Many not-for-profits do not have financial modeling resources.

· Licensing removes project creators from direct contact with their audience. 

Costs
· Need knowledge of contracts and ability to negotiate. Many of these agreements can be quite complicated.
· Need business development capacity to research and contact potential licensors. 

Questions
· Is the relationship exclusive?  If so, in what markets?

· Who controls the product?  Is the licensee permitted to make modifications to the project as part of bringing it to market?  What is the timeframe and process for approving the final product?

· What revenue models are permitted?  What types of advertising are appropriate or allowed in advertising-based models?  If a subscription-based model is contemplated, how much control, if any, should there be over pricing?

· What sort of guaranteed or minimum royalties should be paid?  What should be the royalty rate? Are there appropriate arrangements to permit audits to keep everyone honest?

· What are the relative contributions to the project?  Who is taking what risks?  How long will the license last?

Further Research
· Evaluate the extent of demand for content owners to license content to other entities, either for wider or targeted dissemination, or for preservation.  

· Identify the key success factors of various licensing models.

	
	Model
	Description
	Success factors
	Costs to implement
	Risks

	Users Pay
	Subscription
	Access to at least part of content is restricted to subscribers.


	· Meets needs of core audience that is significant in size
· Users willing to pay for content because of uniqueness, timeliness, authenticity, features, or other characteristic 

· Resource adds value through aggregation that is difficult to replicate

· Users can afford to pay
	· Access controls

· Billing / invoicing

· Sales function 

· Subscriber retention
· Marketing (though this is necessary for any resource, closed or open)
	· Limits potential usage and impact 

	
	Pay-per-use
	Users can “cherry pick” specific pieces of content or access resource for a short period of time. 
	· Users are willing to pay for discrete pieces of content
· Getting pricing right

· Search engine indexing

· Existence of large secondary audience
	· Access controls

· Online transactions

· Marketing
	· Creating barrier to usage 

· Cannibalizing subscribers



	
	Contributor pays
	Content contributors pay to have their works or collections published online 
	· Service offers benefits such as brand, audience, exposure, connection to related content

· Low cost
	· Sales function (to content contributors)

· May need to cover costs of reviewing content that is turned away

· Tools for ingesting content
	· As audience grows, costs increase rather than revenues (at least in short term)

· Difficult to build in funds for long term costs such as preservation and migration

	Indirect Beneficiaries Pay
	Host institution support
	University provides funds and in-kind contributions to support the project
	· Alignment with goals and mission of institution
	· Time to build relationships and make case for funding

· Political capital?
	· University priorities may change

· Budgets can get cut

	
	Corporate sponsorship
	Non-profit website offers placement for corporate sponsor logo or other marketing feature in exchange for cash or in-kind contribution. 
	· Understanding interests of potential partners

· OAR has assets (audience, brand) that are valuable to partner. 

· Selecting partners with strong mission, audience, and/or product fit

· Clear communication of goals and expectations

· Structure allows flexibility to change terms as environment evolves
	· Business development time

· Legal costs of negotiating contracts 
	· Can be complicated and time consuming to create and implement 

· Any negative perceptions of the corporation can have repercussions for the non profit 


	
	Model
	Description
	Success factors
	Costs to implement
	Risks

	Indirect Beneficiaries Pay
	Advertising
	· Display ads are placed on pages throughout a website, in order to convey branding message or promote a product

· Search ads placed on the site generate revenue for the site publisher when a viewer clicks on them
	· High traffic and intensity of usage by audience desirable to advertisers
· Ability to provide data about audience 

· Organizations interested in the site’s audience have money to spend on advertising

· Willingness of the community / authors to allow ads on the site
	· Sales function for ad space (or revenue share to ad network)

· Ad server (though some are available at no cost)

· Materials to communicate ad rates, demographics and ad sizes to potential advertisers
	· Direct ad sales can be time-consuming 

· Too little traffic to generate meaningful revenue stream

· Reducing user trust

	
	Philanthropic funding
	· Can be from individuals, foundations, or government agencies

· Can be start-up investment in new project, unrestricted operating grants, or restricted to specific programs 
	· Project mission is aligned with mission of granting agencies/individuals

· Ability to make a persuasive case that this project is the best use of resources towards advancing that mission
	· Development capacity

· Reporting on grants (can be very time consuming!)
	· Funding agency priorities change

	
	Content licensing
	· Granting one or more outside organizations permission and responsibility for distributing content

· Sharing in the revenue in the form of royalties 
	· Content of interest to one or more distributors

· Ability to negotiate favorable license terms
	· Legal costs
	· Limiting future options of what can be done with the content

· Channel conflict (if content is distributed through multiple channels)


CONCLUSIONS
As long as this report is, it only scratches the surface of the information pertaining to sustainability that could be valuable to not-for-profit OARs.  One of the biggest challenges we have faced in conducting this work has been to try to develop a structure to help simplify the complexity of the information.  We hope that the framework begun in this report sheds light on the nature of the sustainability challenge, while also pointing a path toward ways that we could provide even more helpful information.  We look forward to our meeting on April 10, and indeed in a continuing dialogue with the JISC, the Strategic Content Alliance, and other important constituents to craft an approach to this important topic that will prove valuable for those interested in the long-term availability of not-for-profit online academic resources.  
Appendix A: Ithaka Framework for Sustainable Not-For-Profit Innovation
One of Ithaka’s primary objectives is to help not-for-profit initiatives thrive.  We pursue that objective by incubating promising entities to help them develop sustainable organizational models, and by providing research and consulting services to projects pursuing similar objectives.  Leadership at Ithaka previously have been involved with JSTOR and ARTstor, and therefore have more than a decade working to developing working not-for-profit business models that can operate effectively in the networked environment.  Through this work, there are a set of principles and processes that we believe help promote successful not-for-profit innovation.  This Framework for Sustainable Not-For-Profit Innovation helps guide us in our work.  To maximize the likelihood of success of any entrepreneurial initiative, the entity must: 

· Clearly define the charitable mission of the effort

· Separate or protect the innovative enterprise from the existing organization

· Hire a great leader, often from outside the organization

· Establish an advisory or governance board with outsiders

· Establish an advisory/governance process

· Allow the leader the flexibility to adjust

· Provide/secure sufficient capital

· Develop a viable economic model, matching  value generated to sources of support

· Communicate effectively and aggressively the value of the enterprise to constituents and stakeholders

Point 1:  Clearly define the charitable mission of the effort 

Defining the mission for a new initiative is an absolutely critical first step toward success. The mission must be defined beyond just a one or two sentence broad statement of the larger mission of the organization.  It must also set out a well-defined and realistic set of objectives that can connect strategic and operational decisions to the mission.  In for-profit organizations, decisions can be made through a quantifiable financial modeling exercise where expected return on investment of a set of options can be calculated and compared.  The approach taken is usually the one that maximizes risk-adjusted return for shareholders.  In a not-for-profit organization, investments must be evaluated based on their potential “return on mission”.  This type of return is not easily measured and is therefore very difficult to use as a basis for prioritizing among options.  It fundamentally requires a qualitative assessment.  Without a very clearly defined mission and a connected set of objectives, it is extremely difficult, and sometimes impossible, to decide between a number of compelling possible initiatives.  In a not-for-profit organization, everything can feel like a “must do”.  

Every strategic process to define the mission and objectives of an organization should start with a blank slate and emphasize the demand side of the mission.  Everything should be questioned and nothing should be pre-determined.  Why do we exist and what impact do we intend to have?  Who has a need for the services we can offer?  With the advent of digital and networking technologies, the potential for projects and organizations to serve not only more people, but more kinds of constituents, is potentially enormous.  But pursuing too many different constituencies with the limited resources available to the organization could overwhelm the organization both in terms of scale and scope. There is a need for focus.    

Point 2:  Separate the innovative enterprise from the existing organization

All organizations are defined by the past.  Their mission, strategy, processes, staffing, and culture are all shaped by their experience.  When the environment surrounding an organization changes, and there is a need for the organization to change profoundly, it is almost always very difficult to do so.  Organizational inertia exists at high-performing organizations as well as low performing ones.  In fact, fundamental change can be even harder in successful organizations because their past success makes them confident about their existing modes of operation. For projects that are launched within established organizations, and that need to innovate, it is essential to take steps to allow the project staff to embrace a new perspective and consider challenges free of the encumbrances of existing practices.  Putting in place mechanisms to separate the change agents from the existing environment is highly advisable, especially at the early stages.  This does not mean that every new initiative requires a new separate organization.  There are other ways to provide room for the new project.  It could mean setting the new initiative up in a separate office space, creating a separate organizational structure, or giving it its own income statement.  Staff of the new initiative may operate under a different set of rules, such as performance-based pay and longer work hours.

Separating the new project from its host organization can also help to insure accountability and increase the stakes for the staff and leadership involved.  The increased stakes focused on a more singular objective are a good thing.  Fear of failure, in moderation, is a powerful motivating force.  

Point 3: Hire a great leader, often from outside the organization

Every venture capitalist says that they invest in people, not products.  Even the most thoroughly researched business plan and strategy needs adjustment.  An organization with a great leader and a bad strategy can survive, but an organization with a great strategy and a lousy leader cannot.  It is the leadership that adapts and adjusts, listens to changing influences and insures success.  The pressure on a leader is even greater in a start-up or transformative process than in stable institutions.  In a start-up, the leader’s vision and ability to motivate provides virtually all forward momentum.  A new organization has no existing momentum.  In a transformation the threshold for a successful leader rises even higher, since there is already a trajectory with its own momentum, and the leader must slow it down and redirect it.  Experience running stable institutions is helpful, but not necessarily sufficient.  

What characteristics are important in the leader of a new non-profit initiative? A few thoughts.  The leader is going to have to have a very clear sense of the mission and passion for pursuing it.  He is going to have to be a strategic thinker, because he is going to have to play a role in establishing the mission and strategic objectives of the enterprise.  He is going to have to have extraordinary judgment.  There are so many moving parts that sound decisions will need to be made on a daily basis.  These decisions are going to have to take into account many different factors while at the same time meshing with the overall direction established by the mission and strategic objectives.   He is going to have to be an effective communicator.  He will have to communicate important decisions to the board, staff and stakeholders, effectively and persuasively.  He will have to act as the chief evangelizer for the new service. He may have to be able to overcome resistance from constituencies that feel threatened by change.  He will have to be able to get things done while averting crises.  Disenfranchised stakeholders will have to be assuaged.  And, the leader will have to have the capabilities to recruit, encourage and retain a cadre of innovative staff and managers.  These are the primary set of skills we think are required of the leader.  We do not claim this as a comprehensive list, but even this brief list points to the diverse set of capabilities the leader will have to possess. 

Point 4: Establish an advisory or governance board with outsiders

In independent organizations, the governance board is that body which takes ultimate responsibility for the organization. For a not-for-profit organization, the governance structure must take responsibility both for the financial well-being of the organization and for the focus on the mission. Independent not-for-profit organizations are typically governed by a board of trustees.   The principles that have been most successful in overseeing independent organizations apply equally to internal start-up initiatives that are not independent but that have been given the kind of autonomy described.  These initiatitives should establish a board-like advisory committee to fulfill the kinds of duties and obligations that the Board provides in the description below.  

The relationship between the board (or advisory committee) and the leader of the organization or project deserves careful consideration. Deep-seated trust between the board (especially its chairman) and the operational leader is imperative; without it the organization will likely become dysfunctional. There are cases where management attempts to “manage” the governance or advisory board process, providing and withholding information to shape a preferred direction, but this cannot be the choice for a start-up organization. The engagement of the trustees or committee members in the fundamental vision is a prerequisite. Without their full support, the leader will not be able to execute the vision nearly as effectively.  

We should admit that our experience is with Boards of Trustees selected based on each trustee’s expertise, and their ability to bring judgment and their perspective to the development of the strategy of the organization.  We are much less familiar with the dynamics of boards where trustees are selected based on their financial contributions to the organization.  It seems to us that in such cases where major funders get a seat on the board, it is important to consider that representative membership be proportional to the scale and nature of the contribution of that board member or his institution.  More important than representation based on funding allocations, however, is that each and every trustee understands and is committed to the new vision for the organization or project. 

A trustee or advisory committee member will be far less effective if he does not share the same vision as the organization or project as a whole, and can in fact be damaging if he attempts to sow discontent or undermine the trajectory being pursued by the leader.  Consequently, the selection of the right trustees is a factor that is absolutely critical to the success of any not-for-profit organization.  This is somewhat less true for an advisory committee because responsibility is not vested in the committee.  But it is still enormously valuable to have engaged, external advice and guidance for new projects.  

Point 5: Establish an advisory/governance process

The governance structure is created in order to take ultimate responsibility for the organization’s finances, mission and strategy.  The advisory committee has a similar goal, although as just mentioned responsibility is not legally invested in the committee.  Still, the same processes should be applied.   In order to be effective, these groups require  a regular and reliable process of reporting.    That process must include regular meetings (3-6 times per year).   Staff should prepare reports in advance of the meetings that prospectively define goals and objectives in addition to reporting on progress toward meeting previously established objectives.   These reports should also include budgets and financial reports on progress made against budget.  The reflection and self-assessment that is required to create these reports is, by itself, very helpful discipline that keeps an organization focused and making progress.  Trustee and advisory committee meetings should be organized around these reports, which also will occasionally include strategic papers or other documents for special consideration.  

Point 6: Allow the leader the flexibility to adjust

All of the work that is put into building an appropriate governance structure and process for the organization is designed to maximize transparency and build trust between the Board/Commitee, and the leader and senior staff of the enterprise.  In a start-up organization, assumptions can change, or the environment can change.  It is important that the leader develop a level of trust with the board or committee that enables the development of new solutions and approaches.  It must also be noted, however, that the leader will not always have the right answer, and that engaging with the board and adjusting the path in light of the board’s advice should not be regarded as a failure.  If you have populated the board with the right kind of people, their strategic direction can be invaluable to a leader to save him from a terrible mistake.  

Point 7: Provide/secure sufficient capital

Typically one of the biggest challenges for not-for-profit start-ups is securing sufficient capital to get established.  Most often, funds are provided on a grant basis where projects and budget lines need to be very clearly detailed in advance and where there is little opportunity for adjustment.  Management must make plans as a matter of organizational and fiscal discipline, but they must have the opportunity to adjust.  There is a balance to be struck.  Similarly, one must pursue balance in determining the amount of capital to be provided.  There needs to be sufficient capital on hand, and the promise of sufficient resources for the medium term to attract great staff to the project.  At the same time, there cannot be so much capital available that it encourages complacency.    

Point 8: Develop a viable economic model, matching value generated to sources of support

Considerable effort needs to go into conceptualizing a sustainable economic model.  In most commercial or service oriented not-for-profits, analysis of the potential demand and revenue generating capacity of users and beneficiaries should be a very important part of the business planning process.  Who are the constituents who most value what the organization has to offer?  Are they willing to pay for the services we can provide?  If so, how much will they pay, and what total revenue are we likely to be able to generate?  This analysis must be conducted regardless of the project.  It is not only for projects that pursue a commercial model, say with a subscription database.  Even an open access project or a national library must ask these same questions, but they must do so in a different way.  Who is most interested in supporting the effort?  It might be philanthropy, a government agency, or preferably a combination of both.  Once identified, reasonable projections of what those agencies might be willing to offer in terms of support in the future and on a recurring basis is necessary to guide the planning process, and to provide funders with comfort that the investments they are making will have ongoing impact.  

As part of this process, special care should be taken to insure that the scale of support of the beneficiaries is consistent with the value they derive from the services.  All possibilities for generating revenue in areas where value is being generated should be considered and projected.  Developing a diverse set of revenue streams is the most secure path to achieving ongoing financial sustainability.  

Point 9: Communicate effectively and aggressively the value of the enterprise to constituents and stakeholders

Often in not-for-profit organizations there is a sense that developing or providing a service will be enough for it to have impact.  Far less attention in the sector is applied to raising awareness of the services – of marketing them – than in the for profit sector.  The fact is that outreach of this kind is no less necessary for the not-for-profit.  Developing an effective and clear message about the mission of the enterprise and communicating it effectively to those who can most benefit from it, is extremely important.  
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� Unlike a print circulation, the actual numbers of people (unique visitors) can fluctuate day to day, and the ad agencies have devised ways to help advertisers maximize impact of an ad based on its reach (breadth of people who see the ad) and frequency of the ad (number of times the same person is exposed to the ad. From � HYPERLINK "http://www.doubleclick.com/insight/research/index.aspx?a=1" ��Best Practices for Optimizing Web Advertising Effectiveness�, Rick E. Bruner, DoubleClick Research Director with Marissa Gluck, Radar Research (May 2006) 


� http://lsvp.wordpress.com/2007/02/26/three-ways-to-build-an-online-media-business-to-50m-in-revenue/


� Interview with Principle Editor Edward N. Zalta, Professor of Philosophy, Stanford University and Uri Nodelman, February 8, 2008. SEP’s operating budget of $200,000 per year covers salary and benefits for 2 senior positions (@75% time), 8.5% Stanford administrative fee to cover overheads, travel to conferences to discuss and promote the project, computer hardware, software, and servers, outsourced document editing costs, and some student labor for miscellaneous projects. See http://plato.stanford.edu/about.html#pubmod.


� There are several measures in place to protect the Archives’ mission. The Archives chooses which series are to be up for bid, thereby making sure that its priorities are met (and allowing the Archives to match popular series with more challenging material around popular themes, such as immigration). The Archives maintains copyright on the digital copy of the file, and assures free access to all its on-site visitors. And the Archives works with the commercial partner to decide business models and delivery mechanisms, and monitors any changes to pricing or access, to guarantee that they are in line with their overall mission of accessibility to the British people.  The Archives only allows one "LIA" partner to undertake initial digitization of records, with subsequent licenses re-using deposited digital images of very desirable documents, for use on highly popular genealogy websites and the like.
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