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Consumers Expect Substantial Savings on Digitally Distributed Albums

Ipsos-Insight’s quarterly digital music study, TEMPO: Keeping Pace with Digital Music Behavior,
reveals variance in pricing expectations and demand between physical CD and digital album downloads

‘Sweet Spot’ for physical CDs may be $11.99, study finds

December 5, 2003, New York, NY — With the number of fee-based online music services growing each month and
legitimate online music distribution poised to take off, new findings from global research firm Ipsos-Insight reveal that
consumer pricing expectations for digital music are significantly lower than for those sold in a physical CD format.

Significant Gap Exists in Digital vs. Physical CD Format Pricing Expectations

New findings from TEMPO, the company’s quarterly study of digital music behaviors, reveal that American Internet users
expect to pay a substantially lower price for a permanent full-length album download from a well-known, established artist
than for a full-length physical CD. Regardless of downloading experience, American Internet users aged 12 and older
stated an acceptable price range of $9.99 to $14.99 for a new, full-length physical CD release. In contrast, the acceptable
price range for a digitally distributed, full-length album download is only between $5.00 and $9.99 — roughly $5.00 less
than for a physical CD. These findings are based on recent interviews conducted with a representative U.S. sample of 488
Internet users aged 12 and over.

“A roughly $5.00 decrease in the range of acceptable prices for a new, full length album distributed digitally versus in a
physical format represents a significant decrease in perceived value for this product based solely on format or distribution
method,” stated Matt Kleinschmit, a director of research at Ipsos-Insight, and the study’s author.

The research also found that these price expectations for a physical CD were consistent regardless of downloading
experience, suggesting that lower prices for digitally distributed music are expected even among consumers who have not
downloaded music.

“This may be indicative of a broader re-examination of the perceived value of music by consumers, in that they may be
willing to pay more for a durable product that is perceived as more permanent and archival in nature, rather than a digital
format that may be viewed as more temporary.*

Consumer Acquisition Maximized at Price-points Much Lower than Current Market Levels

Perhaps more importantly, the recent research also reveals that consumer acquisition for a new, full-length physical CD
from a well-known, established artist will be maximized at an $11.99 price-point. At this price, the greatest proportion of
consumers indicated they would buy the CD (25%). Conversely, maximum consumer acquisition for a permanent full-
length album download from a well-known, established artist will be achieved at a $7.99 price-point (with only 11%
acquisition). Both of these price-points are far lower than current market prices for new, full-length releases from well-
known, established artists in each respective format.

“Two important points emerged from our study. First, the price points that will maximize consumer adoption for both
physical CDs and album downloads are much lower than those currently found in the marketplace. This suggests that
recently launched online music services and traditional music retailers, both of whom are actively struggling to lure buyers
to boost lagging music sales, may benefit from a more conservative pricing strategy. Second, the relative lack in purchase
intent for a digitally distributed, full-length album download even at a $7.99 price-point is also surprising, and may indicate
that consumers view digital distribution as a purchase channel primarily for individual songs or tracks, and prefer to
purchase a physical CDs when they want to own the entire album.”
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Methodology

Data on music downloading behaviors was gathered from TEMPO: Keeping Pace with Digital Music Behavior, a quarterly
shared-cost research study by Ipsos-Insight examining the ongoing influence and effects of digital music around the
world.

Data for this release were collected between September 11 and 29, 2003, via a representative U.S. sample of 488
Internet Users aged 12 and over. With a total sample size of 488, one can say with 95% certainty that the results are
accurate to within +/- 4.44%. To learn more about the methodology of TEMPO, please visit www.ipsos-
insight.com/tempo.cfm
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Ipsos-Insight

Ipsos-Insight is a member of the Ipsos Group, a leading global survey-based market research company. As the
company’s flagship marketing research division in the U.S., Ipsos-Insight provides custom and tracking research services
to domestic clients, as well as U.S.-based multinationals. Ipsos-Insight offers concept and product testing, package
testing, attitude and usage studies, omnibuses, tracking systems, brand equity, volume forecasting, marketing models,
advanced analytics and global research. Ipsos-Insight specializes in research for companies in the following industries:
agrifood, consumer packaged goods, energy and utilities, financial services, health, lottery and gaming, retail, and
technology & communications. To learn more, please visit www.ipsos-insight.com.

Ipsos

Ipsos is a leading global survey-based market research group, which conducts research in more than 100 countries. Ipsos
offers a full suite of research services—guided by industry experts and bolstered by advanced analytics and
methodologies—in advertising, customer loyalty, marketing, media, and public affairs research, as well as forecasting and
modeling. Member companies in Europe, North America, Latin America, the Middle East and Asia-Pacific also offer a full
line of custom, syndicated, omnibus, panel, and online research products and services. Visit www.ipsos.com to learn
more about Ipsos offerings and capabilities.
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