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ITEM 1A, RISK FACTORS

You should carefully consider the following risks and other information in this report before making an
investment decision with respect to shares of our common stock or any of our other securities. The risks and
uncertaintles described below may not be the only ones facing us. Additional risks and uncertainties that we do
no! currently know about or that we currently believe are iminaterial may also adversely impact our business
operations. If any of the following risks actually occur, our business, financial condition or results of operations
would likely suffer. In such case, the trading price of our common stock or other securities could fall, and you
may lose all or part of the money you paid 10 buy such securities.

Risks Related to our Business

The recorded music industry has been declining and may continue to decline, which may adversely affect
our prospects and our results of operations.

The industry began experiencing negative growth rates in 1999 on a global basis and the worldwide
recorded music market has contracted considerably, lllegal downloading of music, CD-R piracy, industrial
piracy, economic recession, bankruptcies of record wholesalers and retailers, and growing competition for
consumer discretionary spending and retail shelf space may all be contributing to a declining recorded music
industry, Additionally, the period of growth in recorded music sales driven by the introduction and penetration of
the CD format has ended. While CD sales still generate most of the recorded music revenues, CD sales continue
to decline industry-wide and we expect that trend to continue. However, new formats for selling recorded music
product have been created, including the legal downloading of digital music and the distribution of music on
mobile devices and revenue streams from these new channels have emerged. These new digilal revenue streams
are important as they are beginning to offset declines in physical sales and represent a growing area of our
recorded music business. In addition, we are also taking steps to broaden our revenue mix into growing areas of
the music business, including sponsorship, fan clubs, artist websites, merchandising, touring, ticketing and artist
management. As our expansion into these new areas is recent, we cannot determine how our expansion into these
new areas will impact our business. Despite the increase in digital sales, artist services revenues and expanded-
rights revenues, revenues from these sources have yet to fully offset declining physical sales on a worldwide
industry basis and it is too soon to determine the impact that sales of music through new channels might have on
the industry or when the decline in physical sales might be offset by the increase in digital sales, artist services
revenues and expanded-rights revenues. Accordingly, the recorded music industry performance may continue to
negatively impact our operating results. While it is believed within the recorded music industry that growth in
digital sales will re-establish a growth pattern for recorded music sales, the timing of the recovery cannot be
established with accuracy nor can it be determined how these changes will affect individual markets. A declining
recorded music industry is likely to lead to reduced levels of revenue and operating income generated by our
Recorded Music business. Additionally, a declining recorded music industry is also likely to have a negative
impact on our Music Publishing business, which generates a significant portion of its revenues from mechanical
royalties attributable to the sale of music in CD and other physical recorded music formats.

There may be downward pressure on our pricing and our profit margins and reductions in shelf space.

There are a variety of factors that could cause us to reduce our prices and reduce our profit margins. They
are, among others, price competition from the sale of motion pictures in Blu-Ray/DVD-Video format and
videogames, the negotiating leverage of mass merchandisers, big-box retailers and distributors of digital music,
the increased costs of doing business with mass merchandisers and big-box retailers as a result of complying with
operating procedures that are unique to their needs and any changes in costs associated with new digital formats.
In addition, we are currently dependent on a small number of leading online music stores, which allows them to
significantly influence the prices we can charge in connection with the distribution of digital music. Over the
course of the last decade, U.S. mass-market and other stores’ share of U.S physical music sales has continued to
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