Audiblegate: Audible’s Messy Math – by Colleen Cross

Audible Listener Royalties
This is the second post in a series about ACX/Audible royalties. The first post provides useful background
before reading this more detailed post about one earnings category in particular. Here is a link to that
post:
https://www.audiblegate.com/post/audible-royalties-ain-t-royalties-how-audible-profits-at-theexpense-of-authors-by-colleen-cross

Audible Has Some Messy Math
I have been digging into the ACX royalty calculations, in particular trying to understand exactly how the
Audible Listener (AL) earnings are calculated. These are the earnings that result when an Audible
member buys your audiobook with a credit. AL royalties have some complicated math. I promise to keep
things simple with high-level explanations. This post is about the earnings Rights Holders receive when
an Audible member exchanges a credit for an audiobook. It’s the “AL” category on your earnings
statements.

Audible Numbers are “ALAF” (pun intended)
It’s important that you read this clause in our ACX/Audible agreements that I’ve reproduced below. It
covers the Audible Listener Allocation Factor (ALAF) You don’t have to understand it. But just read it,
please. I will make my point in a minute.
From the “Audiobook License and Distribution Agreement:



"Membership Net Sales Receipts" means, for each Unit, the monetary amount obtained
by multiplying the AudibleListener Allocation Factor (as defined below) by Audible's a la
carte price for the Unit at the time the AudibleListener Allocation Factor is calculated.
The "AudibleListener Allocation Factor" means the total of all membership sales
receipts derived from sales of all content sold by Audible in the applicable accounting
period, less any cash incentives, promotional discounts, device subsidies or rebates, sales
or use taxes, excise taxes, value-added taxes, duties and returns, divided by the total a la
carte value (as determined by Audible's applicable a la carte price for the Audiobook at the
time the AudibleListener Allocation Factor is calculated) of the membership sales of all
content sold by Audible in the applicable accounting period.

The agreement generally says that the royalty per audiobook is a pro-rated share of an ever-changing
pool based on the many, many variables that compute the “AudibleListener Allocation Factor” or ALAF.
There are oh, so many!
Since I’m an accountant, I like to dig into complicated equations and formulas to see how things really
work. I tried over and over to reverse-engineer and replicate the numbers on my earnings statements.
That didn’t work because ACX/Audible doesn’t give us much information. Next, I tried to break things

out with some key assumptions about the earnings formula in the contract but there were too many
variables to even get past step one. In summary, I was missing information for most of the steps in the
calculation. Is that by design?
In retrospect I feel kind of stupid, signing a contract where the other party determines calculations
based on hidden numbers that I can’t possibly verify. I guess I was momentarily blindsided by those
dazzling “royalties” of 25% and 40% promised by ACX/Audible. This is the last time I call them royalties,
because ACX/Audible isn’t our publisher and the agreements we signed were simply distribution
agreements. From now on, they are simply “earnings”. What they keep (60% - 75%) is a service fee.

The Math isn’t Complicated After All
These mysterious Audible Listener (AL) and ALAF calculations won’t remain a mystery for long. The
biggest puzzle of all is why, given the complicated calculation in the contract, earnings per audiobook in
the AL category never varies. Remember, the AL category is the one where the member redeems a
credit for an audiobook.
Month in and month out, we always get the same earnings amount. For a $19.95 audiobook, we earn a
$4.15 royalty for an exclusive book, and $2.59 for non-exclusive. The constancy of these numbers has
always bothered me. Why do the numbers never change, despite all the variables mentioned in the
ACX/Audible agreements?
According to Audible itself, Audible memberships are always fluctuating, as are the total number of
audiobooks sold on Audible. The mix of Audible’s a la carte prices also fluctuate month to month, and all
of these are inputs into the calculation. There are other variables in this calculation, but you get the
picture. The inputs to this “pool” calculation go up and down every single month, so why is the output
for a $19.95 audiobook constant at $4.15?
This “pool” of money is constantly fluctuating from the ALAF calculation, yet our royalty is not.
Here is the Pay for Production – exclusive earnings table from my previous post, showing the $4.15 we
earn for a title priced at $19.95, along with per unit earnings for all of the other price points. Compare
your own earnings reports to this table at each retail price point:

Pay for Production - exclusive
A
B
C
Audiobook
Length
Hrs
< 1 hr
1-3 hrs
3-5 hrs
5 hrs to 10 hrs
10 hrs to 20 hrs
20 hrs+

Retail
Price

D
Stated
Net Sales Earned
$ Per ACX Royalty
Report %
%

3.95
6.95
14.95
19.95
24.95
29.95

2.05
3.61
7.77
10.37
12.97
15.57

E
F
G
Expected
Royalty
Actual
at stated Effective royalty
%
Royalty % per unit
$

40%
40%
40%
40%
40%
40%

%
1.58
2.78
5.98
7.98
9.98
11.98

H
Calculated
Royalty
Shortage
per Unit

$
21%
21%
21%
21%
21%
21%

0.82
1.45
3.10
4.15
5.19
6.23

0.76
1.33
2.88
3.83
4.79
5.75

How is it even possible to get the same $4.15, every single month?
The answer is that it is not possible.
I like to break apart formulas and equations to get at the nuts and bolts of a calculation. It’s how I learn
and understand things. My earnings never quite amounted to what I had expected, but the whole ACX
returns fiasco really got me questioning everything. Why were the payments so much lower than I
expected? Did I miss something in my assumptions?
I spent weeks poring over years and years of my earnings reports, and earnings reports from other
authors who kindly agreed to share with me. The result was always the same. The calculations outlined
in the contract couldn’t possibly produce the numbers I saw on my ACX/Audible earnings reports.
Most or all ACX-produced audiobooks on Audible are regularly-priced at $19.95 if the run time is
between 5-10 hours. Higher royalties are paid for longer audiobooks, but for my books and those of
other authors with audiobooks of the same running time, it was always the exact same constant
payment per unit sold, month after month, year after year. The payment never fluctuated as the
number of memberships, audiobooks, or anything else fluctuated on Audible. In other words, my
earnings weren’t being calculated the way the ACX agreement clause above prescribed that they
should be.
In fact, the rate has never varied since my first audiobook was published in 2017. Note that this $4.15
amount is for audiobooks in the US Audible store. You can apply the same logic to the other Audible
marketplaces, but know that the amounts converted into USD on your earnings reports can differ due to
additional things like exchange rates, taxes, etc. The methodology is the same though.
Clearly these constant amounts are impossible, unless Audible adds zero new members, zero new
audiobooks, and has no price changes. Based on Audible’s aggressive pursuit of new membership sales,
borne on the backs of authors in the form of “easy exchanges” that are 100% clawed back from authors,
we know that is not the case. Audible has bragged that it adds 200 audiobooks per day to its site, and

other claims indicate it is doing very, very well. So how is it that we don’t see our numbers change? How
is it that we authors aren’t sharing in this success?

Red Flags
Remember that Ponzi scheme guy from 2008, Bernie Madoff? I wrote about him in one of my books, but
the gist of the story is that is that his investments always returned exactly 12%. No more, no less. Year
after year, like clockwork. We know that’s not possible because stock markets fluctuate. Well, so do all
the fast-moving Audible memberships, audiobooks, and prices in the Audible store. So, how is it that my
earnings remain a constant, per-unit rate if everything that rate depends upon is changing?
By now I’m certain that this $4.15 isn’t the result of any sort of calculation. If it was, it would be
increasing and decreasing every single month. It’s not, and the calculation is just as predictable as
dependable as one of Bernie’s investment statements.
Why is that? I don’t know, but my accountant’s sixth sense is telling me that something isn’t quite right.
Where, exactly, did this mysterious $4.15 come from? Audible provides us with very little information
beyond Net Sales, so there’s not much to go on. As I pointed out in my earlier blog post, instead of the
stated 40% or 25% royalty, we only get 21% and 13%.

A Method in the Madness
After no success in figuring out how the $4.15 was calculated, I went straight to the source: ACX/Audible
itself. Here is an excerpt of my latest email exchange with ACX/Audible:

Colleen’s Request to ACX/Audible
I note that AL Net Sales (from which royalties are calculated) have been calculated at the exact
same net sales per unit for all of my titles. The amounts on my November 2020 report, have
remained unchanged for months and years. This is clearly the case for the US store. I assume
that the same unchanged net sales amount exists for each non-US Audible market as well. I can’t
be sure, because all non-US Market net sales amounts are only reported in US dollars. Exchange
rates fluctuate, and Audible provides no further calculation details on the various exchange rates
used each month.
I conclude that Audible is not calculating AL royalties in accordance with methodology prescribed
in the contract.
I object to Audible not following the prescribed royalty calculation methodology as outlined in
Exhibit A of the Audiobook License and Distribution Agreement. Please provide me with
detailed calculations for each month to show that you have complied with these contract terms.
I also object to the end result of whatever calculations you are doing to compute the AL
royalty amount, which works out to approximately half of your stated royalty rate.

Instead of paying me the stated earned royalty rate of 25% (non-exclusive) or 40% (exclusive),
Audible is paying me only half of that, 13% (non-exclusive) or 21% (exclusive).
What specific deductions amount to half of all sales? Please provide details to reconcile how a
40% stated royalty becomes 21%, and how a 25% stated royalty becomes 13%.

ACX/Audible’s Response
(Lines bolded by me for emphasis)
I also understand that you have some questions about the Allocation Factor. Audible members
pay a fixed price for credits, so we use the Allocation Factor to weight royalty payments for
member credit sales based on an audiobook’s list price. This allows us to share the revenue
generated by members in a fair manner. Historically, this has meant that the royalty payment
for a member sale tends to be about one-half of the royalty payment for cash a la carte sales to
non-members. The inputs of the Allocation Factor are proprietary information, so I can’t share
those numbers, but I can share that at this time we are applying a floor for ACX providers. This
floor protects ACX providers’ from downward variation, boosting their royalty streams in the
event that the calculation of the Allocation Factor is below the floor.

ACX/Audible, Oversharing with Itself
At least ACX actually replied to this latest email of mine. Most of my emails, and emails from many
author colleagues, simply go unanswered. ACX, you must know by now that we are not going
away without answers. These ACX answers leave me with even more questions…
First of all, ACX/Audible, you seem to be sharing a little too much revenue with yourself, and it’s not in a
fair manner! I would ALAF out loud if this didn’t so dramatically impact my continued ability to earn a
living. You mention the word “share” 3 times in one paragraph, A guilty conscience, perhaps?
And what, exactly, is causing this “downward variation” you describe?
Saying that you are boosting ACX providers’ “royalty” streams is laughable.

What is this “floor” you speak of? This so-called “floor” is most definitely NOT in the Audiobook License
and Distribution Agreement. ACX/Audible, I never agreed to any “floor” because again, IT’S NOT IN THE
CONTRACT.
The inputs of the Allocation Factor are not proprietary information. The calculation is explicitly stated in
the Audiobook License and Distribution Agreement above !
What do you mean by “the revenue generated by members?” Rights Holders’ audiobooks are the
products generating revenue for you. Or have you forgotten?

One final question: Who, exactly, are you protecting us poor little ACX providers from?
I think I know the answer and it’s not the big bad wolf. And this horror story is no fairy tale.
But there’s more to this horror tale…

ACX/Audible can’t keep its own story straight
Another author asked the same questions I did, but got a slightly different answer:

ACX/Audible’s Response:
For credit sales, aka 'al' sales, the formula is 'ALC PRICE' x 'AL FACTOR' x 'QUANTITY' x 'ROYALTY
RATE' = 'ROYALTY EARNED'.
The AL FACTOR is 0.52.
For cash sales, i.e. ALOP and ALC, the formula is ['ALC PRICE' minus 'Discounts'] x 'ROYALTY RATE'
= 'ROYALTY EARNED'.

ACX Answers Keep Changing
Wait, what???? The AL Factor is 0.52?
What about the complicated royalty calculation formulas in the contract? How can it always be 0.52?
Now that you’ve told us that proprietary information, I’ve got a few questions for you, ACX/Audible.
How is this mysterious 0.52 derived? According to the contract terms above, it’s essentially a proration
of earnings of all audiobooks in the store, dependent upon the number of memberships in that month.
In other words, a constantly fluctuating number that shouldn’t be 0.52 for months and years on end.
You can see now that isn’t the case. Did ACX/Audible forget to recalculate each month like they are
supposed to?
Or did they decide to just make 0.52 “the floor”?
Well, I am floored that they are making up new calculations that are not part of the stated contract
terms.
ACX/Audible thinks that contract terms apply only to us, leaving them free to do whatever they want
and keep almost all of the profits.
Remember from my first blog post, when Audible promises to pay you 25% royalties for non-exclusive
titles, they really only pay you 13%. We’re going to dig a little deeper so I’m including the table again
here. If you distribute to other retailers (non-exclusive) you get this:

Pay for Production - non exclusive
A
B
C
Audiobook
Length
Hrs
< 1 hr
1-3 hrs
3-5 hrs
5 hrs to 10 hrs
10 hrs to 20 hrs
20 hrs+

Retail
Price

D
Stated
Net Sales Earned
$ Per ACX Royalty
Report %
%

3.95
6.95
14.95
19.95
24.95
29.95

2.05
3.61
7.77
10.37
12.97
15.57

E
F
G
Expected
Royalty
Actual
at stated Effective royalty
%
Royalty % per unit
$

25%
25%
25%
25%
25%
25%

H
Calculated
Royalty
Shortage
per Unit

%
0.99
1.74
3.74
4.99
6.24
7.49

13%
13%
13%
13%
13%
13%

0.51
0.91
1.94
2.59
3.24
3.89

0.48
0.83
1.80
2.40
3.00
3.60

The Mystery of the Floor
Back to this mysterious “floor” number that seems to have come out of nowhere. It’s not in our
contracts. Yet in the author email above, ACX Support tells an author that the so-called “floor” is 0.52.
Guess what else equals 0.52?
Net Sales is 52% of the Retail List Price:

Pay for Production - non exclusive
A
B
C

D

Net Sales $
Audiobook
Per ACX
Net Sales %
Length
Retail Price Report
of Retail
Hrs
< 1 hr
3.95
2.05
52%
1-3 hrs
6.95
3.61
52%
3-5 hrs
14.95
7.77
52%
5 hrs to 10 hrs
19.95
10.37
52%
10 hrs to 20 hrs
24.95
12.97
52%
20 hrs+
29.95
15.57
52%

Net Sales and Double Deductions
Audible has only recently revealed the existence of a “floor” number. They claim this “floor” is to stop
further downward variation. And who, pray tell, is causing this mysterious downward variation?
Why, it’s ACX/Audible, who has its greedy little hands in both of our pockets!

If you scroll back up to the contract excerpts noted at the beginning of this post, it’s pretty obvious that
those complicated formulas aren’t being used. As I said before, it’s impossible to get a constant 52%
output from those calculations.
Well, now they have finally admitted that part of their deception.
The contract excerpt above basically says this:
Sales receipts
less any cash incentives, promotional discounts, device subsidies or rebates, sales or
use taxes, excise taxes, value-added taxes, duties and returns
(Deduct these selling expenses to get)
Net Sales
And yet we know that:
1) Returns aren’t clawed back in a pool. They are directly clawed back from us instead.
2) Promotional discounts don’t go into a pool. When Audible sells our $29.95 book for $5, that
discount is directly deducted from us. We get 13% of $5, not 13% of $29.95
And yet, by any industry standards, ACX/Audible has massive selling expense deductions equating to
48% of gross sales. That’s before even deducting off other costs, like the goods sold and overhead costs.
Companies with astronomical selling expenses can’t sell very well. In other words, they are so poorly run
that they are probably on the road to bankruptcy. It’s not economically viable to have 48% selling
expenses before deducting your other costs.
However, ACX/Audible seems to be thriving. Are those deductions and net sales numbers legitimate?
Or is ACX/Audible getting an unearned windfall by deducting returns, discounts etc. from Rights
Holders twice? This explanation indicates that this could be the case.

Conclusion
ACX/Audible is not following the stated contract terms. They are not paying the royalty amounts
prescribed in the contract. They aren’t doing any sort of pool accounting whatsoever.
Their “floor” number is something they made up once they realized that we know they are not following
the prescribed royalty calculations.
Either they didn’t like the numbers that resulted from the royalty calculation formula that they
themselves made up, or else they’re simply too lazy to use it.
ACX/Audible simply skims an easy 48% off the top all these years with zero explanation. Their contract
terms combined with our earnings statements imply that we are being deducted twice for returns and
promotional discounts. We can only go on the sparse information they provide us, but that is what they
have told us if we are to believe both the contracts and the earnings reports.

ACX/Audible still refuse to answer our questions in any meaningful way, and what little they do tell us
smells like a cover-up.
Please write to info@acx.com and ask them to explain why they are double-dipping their hands into
your pocket.
Rights Holders need more answers and the Audiobook Creation Exchange (ACX) can’t continue to
operate as a one-way cash stream to Audible with only the crumbs left for us, the audiobook creators
that millions of Audible listeners enjoy.

Colleen Cross Bio
Colleen Cross writes financial thrillers and white-collar true crime, drawn from her background in
forensic accounting and fraud investigation. She is a CPA with CFO/finance executive experience at large
multinational corporations. She follows the money to find the truth.

Please share this #Audiblegate post with other audiobook rights holders and follow #Audiblegate
social media.
https://www.audiblegate.com/Facebook:
https://www.facebook.com/Audiblegate
Twitter:
https://twitter.com/audiblegate

