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Preface

B The aim of this document is to provide an overview of the digital publishing in
Europe and a comparison with the US market (that is still in its growth phase
but three years ahead of EU)

B All the analysis presented in these pages were developed with a joint effort of

A.T. Kearney and Bookrepublic, a high quality digital distribution platform for
small and medium sized publishers and an online bookstore for buying ebooks

B Given there are no official/public data about digital publishing in Europe for 2010,
all the numbers presented derive from:

* Interviews with key publishers from major EU market (UK, Germany, France,
Spain, ltaly, Sweden)

» Analysis and elaboration of public data from public sources / press search

B This document was prepared by A.T. Kearney for a confidential presentation and

may not be used for other purposes, or disclosed to other parties without the
written permission of A.T. Kearney
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Europe is still in start — up phase whereas U.S. are in the
fourth year of eBook adoption

New gen eBook’s market development U.S. vs EU lllustrative
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European eBook’s market size is still small, with UK
showing the higher market share

eBook Trade Market size eBook Trade Market share by EU
(mIn€; 2010) (%; 2010)
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In Europe main enabling drivers for eBook booming are not
fully developed

Enabling Drivers

German France Sweden
as of 2010 Y
Availability of titles d D ™ ™ ™
in local language
~ 500.000 ~100.000 ~ 50.000 ~7.000 ~4.000 ~4.000
Number of eBook ‘ O O @ @ Q
reading devices ~1.600.000 ~ 800.000 ~ 600,000 ~ 470,000 ~ 250.000 ~ 150,000
= = < = = ™
eRetailer
infrastructure D: 9 R: 15 D: 24 R: 20 D: 2 R: 12 D: 6 R: 20 D:7 R: 24 D: 2 R:7
Big Player presence Q Q Q Q Q
Amazon; Apple Apple Apple; Google
PB eB PB eB PB eB PB eB PB eB PB eB
VAT
0% 19% 7% 19% 55% 19,6% 4% 20% 4% 18% 6% 25%
eBook o 0 0 ) 0 0 0
Penetration 2% - 3% <0,5% <0,2% <0,2% <0,1% <0,1%

‘ High/ Favorable

Q Low/ Unfavorable
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EU is expected to grow with a lower speed than U.S. given

to different market driver conditions

Expected penetration of eBook in EU after 5 years vs U.S.

(%)
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Leverage on

US start up
(ex. English

4,4%

3,3%

CAGR

8%-10%
us 130-140%

6%-7%
EU 90-100%

B E-book penetration in Europe
is expected to grow with a
lower speed than in U.S. for
reasons like:

- Technology population’s
“proficiency”

- Local publisher’s protectionism

- Availability of ad hoc contents

- ... still higher competition /
offering and tech improvements
could drive even faster growth

0,0%
1

US=2007
EU=2010

Years of adoption

B In particular, UK will probably
follow a path similar to US:
gﬁ:ig;g - CAGR UK : 125%-130%
- CAGR other EU: 90%-100%
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The number of platform for eBook’ distribution varies cross
countries and new business model are emerging

# of platform for eBook distribution New Business Model: Aggregators in
Germany

24

_________________ > / *Often people from music distribution (MP3)

« Same functions as wholesalers, owning the
rights to (sub) license to retailers and
shops; they don’t have direct relation with
bookstores but only with online retailers:

» Strong focus on an active marketing and sales
to eRetailers

» Mailings and customer relations management

9
7 * Integrated technical and legal solutions
6 .
*No shop or direct sales to end users
2 2 e
Germany UK Spain Italy Sweden France EﬂUUI\
Biggest publishing groups have set up a joint [ e—

digital platforms (Libreka, Libranda, Edigita)
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The competition for eBook retailing is coming from
different types of players that are entering in the market

# of stores for eBook Type of eRetailer — Italy clustering
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VAT on eBooks is higher compared to printed books and
prices are not regulated

-

VAT

~

N\

Price

NG

4 )

*In EU there is a significant gap between VAT
on printed books and VAT on eBooks, that
are charged as other online services (in U.S.
both are not charged)

*France is working on a new law to extend the

VAT taxation of paper books also to eBook; the
reduced VAT rate (5,5% instead of 19,6%);

may be effective the 1st of January 2012.

o J

* There are some differences in pricing policy
across different European countries:
« Germany: fixed price also for eBook (20%
discount vs list price)
* France: new law project to include eBook
in Lang law that prohibits the sale of books
for less than 5% below the cover price

» Other countries: no specific law but

K “‘gentlemen agreement” among publisher /

A.T. Kearney 15/ eBook/02.2011 9
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Setting the right price is a strategic topic for publishers to
match customers’ expectation and boost market
development

Quotes from interviews with European publishers

Italy: Large publishers
average price between
8-9€; independent

publishers 1,5€ less.

UK: match cheapest
printed version; if
paper back no more
than 15 pounds

Pricing p

strategy France: Since May
2010 Hachette eBooks
priced between -20%

and -25% below print

title.; other competitors’

eBooks priced at ~20-30

% below print prices

Germany: 20% off
the print price
because of price
fixing law

Spain: Average
discount over latest
physical edition is
25-30%

Sweden: 90% within
the price interval 10-15
EUR. Retall list price.
Retailer share in

average 35%

Customers expect eBook’ prices to be cheaper than print book
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In terms of discount of eBook vs. hardcover list price
there’s a gap between U.S. and EU countries

Average hardcover list price vs. eBook

(€)
UK:-40% If VAT neutrality the
I, E, S: -25%-35% average discount
E 1—% will increase by
- 20 8%-9% vs. paper list
price
Agency model is the
solution adopted @ /
between_ publishers 1§1 5 ®
Average | _11-_1 3_ @ and “big players
Internet /
Pri
rice A
————— v
Average ?
Internet
Price
Hardcover eBook Hardcover eBook

« Will EU average discount converge to U.S. discount?

* Need to move from cost-plus to demand driven price policy? Impact on piracy?

A.T. Kearney 15/ eBook/02.2011 11
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For paperback, data are showing that printed and digital
price converge

Average hardcover list price vs. eBook
(€ - 20 top sellers)
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Price
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Internet 12,0 10-12
Price >
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Hardcover eBook Paperback eBook Hardcover eBook Paperback eBook
List Price List Price List Price List Price

* Is the e-book cannibalizing the paperback market?

» Will paperback and e-book remain aligned in the future?
A.T. Kearney 15/ eBook/02.2011 12
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As in the U.S., in Europe retailers and distributors will be
highly impacted by the eBook growth

Average hardcover list price vs. eBook (€)
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« Will e-retailers / big three have sufficient market power to ask for higher discount?

» Will customers ask for a higher price difference from printed books?

B negative neutral +positive
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Questions and answers
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