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GRM Enabled Oniine Content Services in Europe and the USA

7 Executive Summary

This study provides an overview of online content services that are protected by digitai rights
management (DRM) software and are available in Europe and in the United States. DRM
technology provides copy protection against piracy and allow for usage rules that vary by
service and consumers’ needs. The scope of the study includes online music services and
ringtones.

The main findings of the study can be summarised as follow:

« The online music market is growing exponentially. The total size of the online music
market in the U.S., Western Europe and New Member States is expected to reach about
£1.86bn in 2008, compared with approximately €235m in 2004'. Despite a larger
population in Europe, the leading market for online music services is still the United
States.

» In 2004, the U.S. market for online music was approximately eight times larger than that
of Western Europe (€207m vs. €27m).

o The price of track downloads is more or less homogeneous across all markets (though
Denmark appears to be an exception see section 2.2.1 .

+ The total size of the ringtones market in the U.S., Western Europe and the New Member
States is expected to reach about €2.5bn {(Source:informa) in 2008, compared with
approximately €1.2bn (Source:Informa} in 2004.

« Unlike online music services, there is a marked difference between the development of
the ringtone market in Europe and the U.S.; while the U.S. currently trails Europe it is
expected to catch up by 2008.

! The figures provided by Informa Media were provided in U.S. Dollars {$}. All the figures have been converted
to Euros (€) using an exchange rate of 0.79675.
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2 Online Music Marketplace Overview

2.1 General Overview

The online music market is growing quickly. The largest market is currently the U.S., with an
expected value of almost €1.27bn by 2008, compared with €207.0m in 2004. In contrast,
online music revenues in Westarn Europe are expected to reach €559.1m by 2008 compared
with €27.2m in 2004. The UK is and will remain the {argest online music market. The market in
the 10 New Member States of the European Union is set to grow from oniy €0.6m in 2004 to
€35.8m in 2008, with Poland leading the way. The smaller market size in the New Member
States is partially explained by low broadband penetration and high rates of music piracy. In
addition, the New Member States have, collectively, a comparatively small population.

Table 1: Online Music Market, Western Europe

Western _ .
Europe 20000 2001 2002
Downloads 0.1 0.2 0.5
(€ mit.}

Subscription 0.0 0.0 0.1
(€ mil.)

Total (€ mil.) 0.1 0.2 0.5

Source: Informa Media, 2005

2003
1.5

1.6

2.5

Table 2; Online Music Market, New Member States

New

Member - N : A :
States ©~ © 2000 2001 2002
Downloads 0.0 0.0 0.0
(€ mil.}

Subscrigtion 0.0 0.0 0.0
€ mil.)

Total (€ mil.) 0.0 0.0 0.0

Source: Informa Media, 2005

2003
0.0

0.0

0.0

2004
23.4

3.8

27.2

- 2004
0.6

0.0

0.6

2005
89.1

17.3

106.4

2005
1.8

0.0

1.8

2006
169.2

46.7

215.9

2006
8.2
0.2

8.4

2007
277.5

87.5

365.1

2007
17.1

19.0

2008

426.2

132.9

559.1

- 2008

31.9

3.8

35.8
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Table 3: Online Music Market, USA

u.s. 2000 2001 2002 2003 2004 2005 2006 2007 2008
Downloads
(€ mil) 0.2 0.4 0.8 28.8 155.% 374.1 518.5 663.2 787.8
Subscription
{€ mil) 0.3 0.7 1.7 15.0 51.1 124.2 2298 349.2 478.2
Total (€ mil.)

0.4 1.1 2.5 43.8 207.0 498.3 748.3 1,012.4 1,266.0

Source: informa Media, 2005

General comments:

* Apple is currently the clear leader in the online music service market in both Western
Europe and the USA. The company’s iTunes music store provides the most
comprehensive catalogue of all services and benefits from a uniform rights deal.
However, several online music services based on Microsoft Windows Media technology
are starting to become fierce competitors of Apple in terms of market share, price,
interoperability and catalogue size.

e The “white label” business model, which was more or less initiated by OD2 in Europe
(and before that in the US. by Liquid Audio, whose patents were purchased by
Microsoft), is gaining popularity in the U.S. For example, MusicNet is now licensing its
technology and content to a wide range of large online music services including FYE
Download Zone, Virgin Digital and Yahoo Music.

» In terms of white label services, OD2 dominates the European DRM-enabled offerings
with the highest number of sites including MSN, MTV, and many other retailer and ISP
partners, e.g.Tiscali and Wanadoo.

« In terms of technology, the Windows Media Audio (WMA) DRM dominates in terms of
number of sites, but this superiority in numbers of sites is not necessarily reflected in
market share for OD2 or WMA, as iTunes and Sony Connect are also present in most

markets.

s There are some interesting smaller DRM and infrastructure players, such as
SecuryCast Oy, which provides the DRM solution to 3 Finnish sites, and Payvision
{which uses Microsoft DRM), which sits behind the FreeRecordShop, VanLeest and
Fame stores in the Netherlands, and others. In Germany, the MusicLoad platform
(developed by T-Online) provides white label services to a wide range of German
online music retailers.

¢ In Europe, with the exception of the UK, pricing is fairly uniform within and even
across markets - mainly €0.01 for a stream, €0.99 for a track and €9.99 for an album.

Version 1.0 ~ 11/10/2005 5
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Some sites do charge more for new tracks/albums than back catalogue and others
have varying prices for albums. Some sites offer discounts for buying packages of
credits, bringing per track costs down to around €0.75-0.89. |In the UK, the price
ranges from €1.18 (£0.79) for iTunes to €1.48 (£0.99) for some other services, with
albums ranging from €11.92 (£7.99) to much higher prices, often equivalent to
physical CD prices.

« By comparison, in the U.S. most track downloads cost €0.79 ($0.99) each or €7.96
($9.99) for an album.

« Some monthly subscription deals are on offer from portal providers and these usually
allow continued use of the downloaded music as long as the subscription continues
(e.g. KPN Planet Internet Netherlands, Los40 5pain). This is designed as an anti-churn
device. They also have alternative streaming options, usually giving a certain number
of streams across the catalogue, but in a couple of cases, this choice applies to a
subset of the catalogue.

o In some cases, three tiers of purchase are possible - stream, download, and download
plus. Downloads sit on the PC but are usable only as long as subscription to the
service lasts; download plus ailows burning to CD.

e The subscription based model is gaining strong momentum in the U.5. Most services
offering such a feature use the Microsoft Janus (WMA 10) DRM technology, which
allows subscription content to be stored on a computer and transferred to compatible
portable and home networking devices. The tracks are accessible as long as the user
subscribes to the service. An interesting model is Yahoo Unlimited. The service costs
€5.57 ($6.99) a month and allows users to download an unlimited amount of tracks
(from a catalogue of more than 1m tracks) to their computer. The tracks can also be
transferred to portable devices. Each track can be burnt to a CD for a one off payment
of €0.63 ($0.79) per track. Napster offers a similar service, NapsterToGo, which is
currently available in the U.S. and the UK.
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2.2 Country by Country Analysis

2.2.17 UK

The UK is the largest online music market in Europe in terms of revenue. The UK has a vast
selection of online music services, including Napster and iTunes. U.S. online retailers and white
labels tend to use the UK as a launchpad for entering the European market. This is exemplified
by white label MusicNet, which will provide all the infrastructure and content for upcoming
online music service from HMV {a major high street music retailer).

Currently, apart from iTunes, Napster and Sony Connect, most online music services use the
infrastructure and content provided by white labels such as OD2 (MyCokeMusic, M5N Music
etc.), Wippit (EasyMusic, LootTunes) and 7Digital (MetroTunes).

The pricing of content is about the same between services with an average price of £0.99 per
downloaded track. Most services allow users to burn the purchased tracks onto a CD and
transfer them to portable devices.

The DRM technologies used are predominantly Microsoft Windows Media DRM and Apple’s AAC
format with Fairplay DRM, on the basis that iTunes is the clear market leader in all territories

where it operates.

Table 4: Online Music Market, UK

UK 2000 2001 2002 2003 2004 2005 2006 2007 2008
Downloads

(€ mil.) 0.0 0.1 0.1 0.7 1.1 39.0 68.4 101.6 148.6
Subscription

(€ mil.) 0.0 0.0 0.0 0.4 1.7 7.8 19.3 33.0 45.9
Total (€ mil) 0.0 0.1 0.2 1.1 12.8 46.8 87.7 1346  194.5

source: Informa Media, 2005

~
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2.2.2 Germany

Germany is the second largest online music market in Europe in terms of revenues. Germany
has quite a large selection of online music services with a good local repertoire.

The market is shared between the German version of iTunes and other players, including Sony
Connect. Three white labels, OD2, 27/4 Music and Musicload (a subsidiary of T-Online)
provide technology and content to saveral storefronts,

The pricing of content is pretty homogeneous with an average price of €0.99 per downloaded
track. Most services allow users to burn songs onto CDs and transfer them to compatible

. portable devices.

The underlying DRM technologies used are predominantly Microsoft Windows Media DRM and
Apple's AAC format with Fairplay DRM, on the hasis that iTunes is the clear market leader in all
territories where it operates.

Table 6: Online Music Market, Germany

Germany 2000 200t 2002 2003 2004 2005 2006 2007 2008
Downloads

€ mil) 0.0 0.0 0.1 0.3 4.2 17.6 35.4 60.9 95.3
Subscription

(€ mil.) 0.0 0.0 0.0 0.3 0.9 4.3 12.1 22.8 31.0
Total (€ mil) 0.0 0.0 0.1 0.5 5.1 22.0 47.5 83.7 1263

Source: Informa Media, 2005
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2.2.3 France

France is the third largest European online music market in terms of revenues. French users
have access to the national services of several muitinational online music services including
iTunes and Sony Connect. There are also a number of specifically French services such as Fnac
and Virgin, both of which have developed their own infrastructure and don’t use white labels,
Most of the remaining services on the list are based on OD2’s system. Storefronts using ODZ
technoiogy include M6 Music and MSN Music France.

The pricing of content is about the same across the service offering with an average of €0.99

per track.

The DRM technologies used are predominantly Windows Media DRM and Apple’s AAC format
with Fairplay DRM, on the basis that iTunes is the clear market leader in all territories where it

operates.

Table 8&: Online Music Market, France

France 2000 2001 2002 2003 2004 2005 2006 2007 2008
Downloads
(€ mil) 0.0 0.0 0.0 0.1 2.2 85 180 326 519
Subscription
(€ mil) 0.0 0.0 0.0 0.1 0.4 1.6 4.6 93 157
Total € mil) 0.0 0.0 0.1 0.2 25 101 226 419 677

Source: Informa Media, 2005

version 1.0 - 11/10/2005 16
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2.2.4 Belgium

Belgium is one of the smallest online music markets in Europe. This is mainly due to
population size and the relatively small number of users. Belgian users do, however, have
access to the some main online music services in other countries, such as the French iTunes,

Apart from iTunes, most online music services are backed by OD2’s infrastructure (Belgacom,
MSN Music Club and Tiscali). Only one service, FreeRecordShop, uses a system developed by
PayVision (incorporating Microsoft DRM), which is also used in other Benelux countries.

The pricing of content averages €0.99 per download.

Table 10; Online Music Market, Belgium

Belgium 2000 2001 2002 2003 2004 2005 2006 2007 2008
Downloads

€ mil) 0.0 0.0 0.0 0.0 0.6 1.8 3.2 4.7 7.7
Subscription

€ mil.) 0.0 0.0 0.0 0.0 0.1 0.3 0.8 1.7 2.9
Total (€ mil) 0.0 0.0 0.0 0.0 0.6 2.1 4.0 6.4 10.5

source: Informa Media, 2005

Version 1.0 ~ 11/10/2005 19
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22.5 Greece

Greece is one of the smallest online music markets in Europe. This is mainly due to a lower

than average technology and broadband penetration.

Before the launch of Apple iTunes in Greece, the onfine music market was practically non-
existent. There are now two services in Greece: iTunes and mpGreek. The latter provides a
sarvice concentrating on local repertoire. The service was designed to promote legal

downloads of Greek music in Greece and abroad.

The pricing of content is €0.99 per download on iTunes and from €1.11 per song downloaded

of mpGreek.

Table 12: Online Music Market, Greece

Greece 2000 2001 2002 2003 2004 2005 2006 2007 2008
Downloads
{€ mil.) 0.0 0.0 0.0 0.0 .1 0.3 0.9 1.9 3.8
Subscription
(€ mil) 0.0 0.0 0.0 0.0 0.0 0.0 0.2 0.5 1.0
Total (€ mil.) 0.0 0.0 0.0 0.0 0.1 0.3 1.0 2.3 4.8
Source: Informa Media, 2005
Vversion 1.0 - 11/10/2005 21
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2.2.6 frefand

The trish online music market is growing quickly. Ireland has a good selection of online music
services, including iTunes, Sony Connect and several services powered by OD2.

The price of content is more or less identical between services, with the exception of
myCokeMusic, where tracks are slightly more expensive.

All services includes local lrish music repertoire.
The DRM technologies used include, Apple’s AAC with Fairplay DRM and Microsoft Windows

Media DRM.

Table 14: Online Music Market, [reland

treland 2000 2001 2002 2003 2004 2005 2006 2007 2008
Downloads
€ mil) 0.0 0.0 0.0 0.0 0.1 0.3 0.9 1.6 2.6
Subscription
(€ mil) 0.0 0.0 0.0 0.0 0.0 0.1 0.2 0.4 0.7
Total (€ mil.) 0.0 0.0 0.0 0.0 0.1 0.4 1. 2.0 3.3

source: Informa Media, 2005

version 1.0 - 11/13/2005 23
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DBRM Enabled Online Content Scrvices in Europe and the USA

2.2.7 Netherfands

For a small country the Netherlands is a crowded market, with sixteen players offering

protected content.

Seven are partnered with OD2: MSN, MTV, Chello, KPN, Download NL, Tiscali and Wanadoo.
Three use Payvision - Fame, FreeRecordShop and Vanleest. Sony Connect and iTunes are also
present. One player, Yeahronimo, is part of a satellite distribution company. It claims 380,000
registered music download customers.

Al except Sony Connect and iTunes use WMA. Pricing is generally €0.99/track and
. £€9.99/album, but Radio 538 charges €1 .50/track and €12/album.

Music Week reported (25.5.05) that Loudeye (the U.S. owner of OD2) has reached agreement
with Planet internet (which it already supplies) to create a package offering free music for a
year to ADSL subscribers.

Table 16: Online music market, Netherlands

Netherlands = 2000 2001 | 2002 2003 2004 - 2005 - 2006 . 2007 200§

Downloads

€ mil) 0.0 0.0 0.0 0.0 0.9 3.4 6.0 10.1 15.8
Subscription

@ mit) 0.0 0.0 0.0 0.0 0.1 0.5 1.5 3.3 5.6
Total (€ mil.) 0.0 0.0 0.0 0.1 1.1 3.9 7.6 13.4 21.4

Source: Informa Media 2005
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