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Executive Summary

Digonex Technologies, Inc. recently completed a 12-week dynamic pricing pilot with a
major record label and a portion of their catalog. The trial used DigonexOs proprietary
technology, the Digital Online Exchange? (DOE?), to recommend varying wholesale
prices to the label for select digital album downloads. The test began on June 15, 2008
and ended September 28. The labelOs stated purpose was to see if the Digital Online
Exchange (DOE) was able to capture additional profitability compared to traditional fixed
pricing.

The label requested Digonex approach the task of validating its pilot by allowing for
natural discovery of the albums involved (i.e. selling unidentified product dynamically
priced from an unidentified website). A major download service provider (DSP) was
chosen and the specific titles, artists, and provider were not identified during the testing
period so that pricing alone, and not advertising, was the precipitating factor for a
customerOs purchase.

Prices were updated weekly based upon demand and other factors. Detailed statistics
were monitored throughout the pilot and standardized metrics were used to analyze the
data on a weekly and end-of-test basis. Sales over the 12 weeks significantly
outperformed both industry sales and the labelOs historical sales.
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Experimental Designh and Methodology
The pilot grouping represented 10 genres of back catalog albums.

The diagram below depicts the process for pricing updates. The Digital Online
Exchange receives sales data from the client, analyzes said data, and then determines
a new optimized price to return to the client. The client then propagates the new price to
the download service provider.
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In this pilot, each week the DSP sent a report to the label noting which albums had been
sold the prior week and at what price. The label passed this data to Digonex allowing
DOE to perform its analysis and re-pricing. Finally, Digonex returned these new prices
to the label for propagation.

Results
At the end of the pilot:

* 2% of the albums had increased in price.
* 8% of the albums had prices equal to their starting prices.
*  90% of the albums had prices below their original levels.

During this time, profits increased over 15% from the labelOs suggested baseline.
Revenue increased over 20% and sales volume showed an increase of over 35%.

Statistical Analysis

Standardized metrics were used for all analytics. The sample size was sufficiently large
enough that the data is considered to be statistically significant. As such, meaningful
assumptions might be made.

Scaling

Digonex believes the results of this pilot will scale appropriately to larger catalogs. The
results from this pilot are consistent with other Digonex pilots.

Digonex Pricing Case Study Confidential 3



Pilot Observations

o All digital albums are not worth the same price in the eyes of consumers.

o Detailed transaction-level reporting data increases the precision of price
optimization.

o Optimized pricing is capable of producing double digit profit increases across
digital media catalogs.

o A pricing interval of 7 days is optimal in many digital media sales scenarios.

o Products must have a wide enough range of available prices to allow for
experimentation while still maintaining profitability.

o The optimal price for a digital media product changes often over its lifespan.
o Not all digital media products have the same price elasticity.

o Product demand does not solely determine price.
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