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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K

(Mark One)
p ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2008.
OR
0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934.

Commission File Number: 000-24643

DIGITAL RIVER, INC.
(Exact name of registrant as specified in its charter)

DELAWARE 41-1901640
(State or other jurisdiction of (LR.S. Employer
Incorporation or organization) Identification No.)

9625 WEST 76TH STREET
EDEN PRAIRIE, MINNESOTA 55344
(Address of principal executive offices)

(952) 253-1234
(Registrant s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:
Name of each Exchange on which registered:
Common Stock $0.01 par value Nasdaq Global Select Market

Securities registered pursuant to Section 12(g) of the Act:
None

Indicate by checkmark if the registrant is a well-known seasoned issuer as defined in Rule 405 of the Securities
Act. Yesp Noo

Indicated by checkmark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. Yeso Nop

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the

Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to filing requirements for the past 90 days. Yesp Noo
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Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of registrant s knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of large accelerated filer, accelerated filer and smaller reporting
company in Rule 12b-2 of the Exchange Act. (Check one):

Smaller reporting

Large accelerated filer p Accelerated filer o Non-accelerated filer o company o
(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yeso Nop
As of June 30, 2008, there were 36,959,613 shares of Digital River, Inc. common stock, issued and outstanding. As of
such date, based on the closing sales price as quoted by The Nasdaq Global Select Market, 36,352,219 shares of
common stock, having an aggregate market value of approximately $1,402,469,000 were held by non-affiliates. For
purposes of the above statement only, all directors and executive officers of the registrant are assumed to be affiliates.
The number of shares of common stock outstanding at February 2, 2009 was 37,034,913 shares.

DOCUMENTS INCORPORATED BY REFERENCE

Certain sections of the Registrant s definitive Proxy Statement for the 2009 Annual Meeting of Stockholders are
incorporated by reference in Part III of this Form 10-K to the extent stated herein.
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CAUTIONARY STATEMENT PURSUANT TO THE PRIVATE SECURITIES LITIGATION REFORM
ACT OF 1995

This Annual Report on Form 10-K contains certain forward-looking statements within the meaning of Section 27A of
the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. All
statements, other than statements of historical fact, regarding our strategy, future operations, financial position,
estimated revenue, projected costs, projected savings, prospects, plans, opportunities and objectives constitute

forward-looking statements. The words may, will, expect, plan, anticipate, believe, estimate, potential
similar types of expressions identify forward-looking statements, although not all such statements contain these
identifying words. These forward-looking statements are based upon information that is currently available to us
and/or management s current expectations, speak only as of the date hereof, and are subject to risks and uncertainties.
We expressly disclaim any obligation, except as required by law, or undertaking to update or revise any
forward-looking statements contained or incorporated by reference herein to reflect any change or expectations with
regard thereto or to reflect any change in events, conditions, or circumstances on which any such forward-looking
statement is based, in whole or in part. Our actual results may differ materially from the results discussed in or
implied by such forward-looking statements. We are subject to a number of risks, some of which may be similar to
those of other companies of similar size in our industry, including pre-tax losses, rapid technological changes,
competition, limited number of suppliers, customer concentration, failure to successfully integrate acquisitions,
adverse government regulations, failure to manage international activities, and loss of key individuals. Risks that may
affect our operating results include, but are not limited to, those discussed in Part I Item 1A, titled Risk Factors.
Readers should carefully review the risk factors described in this document and in other documents that we file from
time to time with the Securities and Exchange Commission.

PART 1
ITEM 1. BUSINESS.
Overview

We provide end-to-end global e-commerce solutions to a wide variety of companies in software, consumer
electronics, computer games, video games, and other markets. We were incorporated in 1994 and began building and
operating online stores for our clients in 1996. We offer our clients a broad range of services that enable them to
quickly and cost effectively establish an online sales channel capability and to subsequently manage and grow online
sales on a global basis while mitigating risks. Our services include design, development and hosting of online stores
and shopping carts, store merchandising and optimization, order management, denied parties screening, export
controls and management, tax compliance and management, fraud management, digital product delivery via
download, physical product fulfillment, subscription management, multi-lingual customer service, online marketing
including e-mail marketing, management of paid search programs, payment processing services, website optimization,
web analytics and reporting, and CD production and delivery.

Our products and services allow our clients to focus on promoting and marketing their brands while leveraging our
investments in technology and infrastructure to facilitate the purchase of products through their online websites. When
shoppers visit one of our clients branded websites and purchase goods, they are transferred to an e-commerce store
and /or shopping cart operated by us on our e-commerce platforms. Once on our system, shoppers can browse for
products and make purchases online. We typically are the seller of record for transactions through our client branded
stores. After a purchase is made, we either deliver the product digitally via download over the Internet or transmit
instructions to a third party for physical fulfillment of the order. We also process the buyer s payment as the merchant
of record, including collection and remittance of applicable taxes, and can provide customer service in multiple
languages to handle order-related questions. We believe we are an example of a trend known as Software as a Service
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(SaaS). We have invested substantial resources to develop our e-commerce software platforms and we provide access
and use of
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our platforms to our clients as a service as opposed to selling the software to be operated on their own in-house
computer hardware.

In addition to the services we provide that facilitate the completion of an online transaction, we also offer services
designed to increase traffic to our clients websites and the associated online stores and to improve the sales
productivity of those stores. Our services include paid search advertising, search engine optimization, affiliate
marketing, store optimization, multi-variant testing, web analytic services and e-mail optimization. All of our services
are designed to help our clients acquire customers more effectively, sell to those customers more often and more
efficiently, and increase the lifetime value of each customer.

Our clients include many of the largest software, consumer electronics, computer and video game companies,
including Absolute Software Corporation, Adobe Systems, Inc., Aspyr Media, Inc., Autodesk, Inc., Canon Europa
N.V., Computer Associates, Cyber Patrol, LLC, Eastman Kodak Company, Electronic Arts, Inc., Lexmark, Inc.,
Microsoft Corporation, Nuance Communications Inc, SanDisk Corporation, Smith Micro Software, Inc., Symantec
Corporation, and Trend Micro, Inc.

We were incorporated in Delaware in February 1994. Our headquarters are located at 9625 West 76th Street, Eden
Prairie, Minnesota and our telephone number is 952-253-1234.

General information about us can be found at www.digitalriver.com under the Company/Investor Relations link. Our
annual report on Form 10-K, quarterly reports on Form 10-Q and current reports on Form 8-K, as well as any
amendments or exhibits to those reports, are available free of charge through our website as soon as reasonably
practicable after we file them with the Securities and Exchange Commission.

Industry Background

Growth of the Internet and E-Commerce. E-Commerce sales continue to grow. The U.S. Commerce Department
reported that e-commerce sales in 2008 rose 4.6% compared to 2007. We believe there are a number of factors that are
contributing to the continued growth of e-commerce: (i) adoption of the Internet continues to increase globally;

(ii) broadband technology is increasingly being used to deliver Internet service enabling the delivery of richer content
as well as larger files to consumers; (iii) Internet users are becoming increasingly comfortable with the process of
buying products online; (iv) the functionality of online stores continues to improve, offering a broader assortment of
payment options with more promotion alternatives; (v) businesses are placing more emphasis on their online channel,
reaching a larger audience at comparatively lower costs than other methods; and (vi) concerns about conflicts between
online and traditional sales channels continue to subside. Additionally, we believe that current economic conditions
have led to increased retail store closings which should drive more shoppers online as they shift to other channels,
filling the void created by retail downsizings and bankruptcies.

Growing Interest in Direct Sales of Products to Consumers. Increasingly, companies are selling their products
directly to consumers via online sales channels. This is due to increased competition for shelf space in the traditional
retail channels as well as recognition that direct sales channels can co-exist with traditional sales channels. There is
also a growing recognition of the value inherent in developing behavioral or personalized marketing campaigns
relevant to a consumer s interests.

Opportunities for Outsourced E-Commerce. We believe the market for outsourced e-commerce will continue to grow
as there are advantages to outsourced e-commerce that will continue to make it an attractive alternative to building
and maintaining this capability in-house. These advantages include: (i) eliminating the substantial up-front and
ongoing costs of computer hardware, network infrastructure, specialized application software and training and support
costs; (ii) reducing the time it takes to get online stores live and productive; (iii) shifting the ongoing technology,
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financial, personal information security protections, regulatory and compliance risks to a proven service provider;
(iv) leveraging the direct marketing expertise of an e-commerce service provider to accelerate growth of an online
business; and (v) allowing businesses to focus on their specific core competencies.

Once an online store is established, it is immediately accessible to Internet users around the world. Web pages must be
presented and customer service inquiries handled in multiple languages, and a variety of
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currencies and payment options must be accepted. The appropriate taxes must be collected and paid, payment fraud
risk mitigated, fulfillment provided, and assurances made that products are not shipped to banned locations. These and
other requirements of a global e-commerce system make it an expensive and potentially risky undertaking for any
business. These factors also make a comprehensive outsourced offering, such as that provided by Digital River, an
attractive alternative.

Shift from Physical to Electronic Delivery of Software. Consumers have grown increasingly comfortable with the
electronic delivery of digital products, such as software, e-books, computer games, video games, music, and video.
This shift from physical to electronic delivery is being driven by benefits to both buyers and sellers of these products.
For buyers, downloaded products are immediately available for use and a wider variety of products are available than
can be found in most retail stores. For sellers, electronic delivery eliminates inventory-stocking requirements,
shipping, handling, storage and inventory-carrying costs as well as the risk of product obsolescence.

The Digital River Solution

Our solution combines a robust e-commerce technology platform and a suite of services to help businesses worldwide
grow their online revenues and avoid the costs and risks of running an integrated global e-commerce operation
in-house. We offer a comprehensive e-commerce solution that operates seamlessly as part of a client s website. We
provide services that facilitate e-commerce transactions and drive traffic to our clients online stores. Our services
include design, development and hosting of online stores, merchandising, order management, fraud prevention
screening, popular online payment methods, export controls and management, denied parties screening, tax
compliance and management, digital product delivery via download, physical product fulfillment, CD production,
multi-lingual customer service, subscription management, online marketing services including email marketing, paid
search program management, website optimization, web analytics and reporting. We also provide our clients with
increased product visibility and sales opportunities through our large network of online channel partners, including
retailers and affiliates. We generate a significant proportion of our revenue on a revenue-share basis, meaning that we
are paid a percentage of the selling price of each product sold at a clients online store that is being managed by Digital
River. We believe this revenue share model aligns our interests with those of our clients.

Benefits to Clients
Reduced Total Cost of Ownership and Risk

Utilizing the Digital River solution, businesses can dramatically reduce or eliminate upfront and ongoing hardware,
software, maintenance and support costs associated with developing, customizing, deploying, maintaining and
upgrading an in-house global e-commerce solution. They can have a global e-commerce presence without assuming
the costs and risks of internal development and leverage the investments we make in our e-commerce system. In
addition, we help mitigate the risks of global e-commerce, including risks associated with payment fraud, data
security, tax compliance, and regulatory compliance. Our ongoing investments in the latest technologies and
e-commerce functionality help ensure our clients maintain pace with industry advances.

Revenue Growth

We can assist our clients in growing their online businesses by (i) facilitating the acquisition of new customers,
improving the retention of existing customers, and increasing the lifetime value of each customer; (ii) extending their
businesses into international markets; and (iii) expanding the visibility and sales of their products through new online
sales channels. We have developed substantial expertise in online marketing and merchandising which we apply to
help our clients increase traffic to their online stores, and improve order close ratios, average order sizes and repeat
purchases, all of which result in higher revenues for our clients and Digital River.
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We provide the technology and services required to establish, grow and support international sales, both for U.S-based
clients seeking to reach customers overseas, and non-U.S.-based clients looking to access the
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U.S. and other markets. Our technology platform enables transactions to be completed in numerous currencies using a
variety of payment methods. In addition, we provide localized online content and payment methods, and offer
customer service in a variety of languages, extending our clients reach beyond their home markets.

Through our large online affiliate network marketplace, which we call oneNetworkDirect™, we provide our clients
access to a new sales channel which can help grow their online businesses. Clients can offer any part of their product
catalogs to our network of online channel partners, including online retailers and affiliates. This increases the
exposure these products receive and can result in higher sales volumes. Our channel partners benefit because we
eliminate the need for each of them to manage hundreds of relationships with product developers, while increasing the
depth and breadth of products they can sell, all without requiring the management of physical product inventory.

Deployment Speed

Businesses can reduce the time required to develop an e-commerce presence by utilizing our outsourced business
model. Typically, a new client can have an online store live in a matter of weeks compared with months or longer if
they decide to build, test deploy and integrate the e-commerce capability in-house. Once they are operational on our
platform, most clients can utilize our remote control toolset to make real-time changes to their online store, allowing
them to take advantage of opportunities without technical assistance from Digital River.

Focus on Core Competency

By utilizing our outsourced e-commerce services, clients can focus on developing, marketing and selling their
products rather than devoting time and resources to building and maintaining an e-commerce infrastructure. This
allows client management time to focus on what they know best while ensuring they have access to the latest
technologies, tools and expertise for running a successful e-commerce operation.

Benefits to Buyers

Our solution emphasizes convenience as it enables products to be purchased online at anytime from anywhere in the
world via a connection to the Internet. In the case of software, video games and other digital products, buyers can
immediately download their purchase and, depending on file size, begin using it in a matter of minutes. Search
technology allows shoppers to browse our entire catalog to find the products they are looking for quickly and easily.
Our extended download service, which guarantees replacement of products accidentally destroyed through computer
error or malfunction, and our 24/7 customer service provided on behalf of our clients, offer shoppers additional
assurance that their e-commerce experience will be a positive one. Our CD2Go service gives buyers the ability to
obtain, for a fee, a copy of the product they have purchased and downloaded on a CD.

Strategy

Our objective is to be the global leader in outsourced e-commerce activities for software and digital products
developers, high-tech product and computer manufacturers, and video game publishers. Our strategy for achieving this
objective includes the following key components:

Attract New Clients and Expand Relationships with Existing Clients. We have focused our efforts on securing new
clients and expanding our relationships with existing clients primarily in the software, consumer electronics, computer
game and video game markets. Our clients include software publishers, other digital content providers, high-tech
product manufacturers, and online channel partners. In 2008, we entered into more than 100 new contracts with new
and existing clients.
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We believe we can attract new clients and gain additional business with existing clients by expanding the range of
services we offer. This includes services to enhance the e-commerce transaction as well as additional online marketing

and payment services. We believe that by expanding the size and breadth of the catalog of products we offer, we will
attract additional online retailers and affiliates seeking to offer
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their customers a wide range of quality products. We currently provide e-commerce services for thousands of software
and digital products publishers, high-tech products manufacturers, game publishers and affiliates.

Expand International Sales. We believe there is a substantial opportunity to grow our business by enabling our clients
to expand their sales through international online stores. Internet adoption and broadband deployment continue to
increase rapidly, especially in the European and Asia Pacific regions. We have seen significant growth in sales for
clients that have created international online stores. We intend to continue to enhance our technology platform,
payment options and localized service offerings to increase sales in international markets.

Provide Clients with Strategic Marketing Services. We proactively develop and deliver new strategic marketing
services that are designed to help our clients improve customer acquisition and retention and maximize the lifetime
value of customers. These services currently include paid search advertising, search engine optimization, affiliate
marketing, store optimization, web analytics, and e-mail marketing and optimization. In general, we manage these
programs for our clients and have achieved significant increases in client revenue, return-on-investment or both,
compared to what clients experienced when running these programs and supporting technologies in-house or through
other service providers. We intend to continue to develop and/or acquire new value-added strategic marketing services
and technologies to create additional sources of revenue for our clients and for Digital River.

Maintain Technology Leadership. We believe our technology platform and infrastructure afford us a competitive
advantage in the market for outsourced e-commerce solutions. We intend to continue to invest in and enhance our
platform to improve scalability, efficiency, reliability, security and performance. By leveraging our infrastructure, we
can improve our ability to provide low-cost, high-value services while continuing to deploy the latest technologies.
Additionally, we plan to continue investing in our infrastructure to enable our clients to further penetrate international
markets, enhance their relationships with their customers, better manage the return-on-investment across all their
online marketing activities, successfully adopt new selling models such as subscriptions, SaaS, trial programs and
volume licensing programs.

Continue to Seek Strategic Acquisitions. Historically, we have been an active acquirer of businesses, and we expect to
continue actively pursuing acquisitions that further our business strategy. Some of the strategic factors we consider
when evaluating an acquisition opportunity include: expanding our base of clients, improving the breadth and depth of
our product offering, improving the catalog of content, extending our strategic marketing and other services offerings,
expanding our geographic reach and diversifying our revenue stream into complementary or adjacent market
segments.

Services

We provide a broad range of services to our clients, including design, development and hosting of online stores,
merchandising, order management, fraud prevention screening, popular localized online payment methods, export
controls and management, denied parties screening, tax compliance and management, digital product delivery via
download, physical product fulfillment, CD production, multi-lingual customer service, subscription management,
online marketing services including email marketing, paid search program management, website optimization, web
analytics and reporting. Most of these offerings can be managed through client-facing, remote control self-service
tools that are easily used by business users without specialized training. Since clients utilize our centralized system
and processes, we can consistently offer best practices across our entire client base.

Store Design, Development and Hosting. We offer our clients website design services utilizing our experience and
expertise to create efficient and effective online stores. Our e-commerce solutions can be deployed quickly and
implemented in a variety of ways from fully-functioning shopping carts through completely merchandised online
stores. The online stores we operate for our clients often match their branding and website design to provide a
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(operated by us), the transition is seamless and the customer is unaware they are then being served by our technology
platform. We manage the order process through
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payment processing, fraud screening, and fulfillment (either digital or physical) and notify the buyer via e-mail once
the transaction is completed. Transaction information is captured and stored in our database systems, an increasingly
valuable source of information used to create highly targeted merchandising programs, e-mail marketing campaigns,
product offers and test marketing programs.

For many of our clients, the solution we provide is critical to their businesses and therefore we operate global data
centers that perform and scale for continuous e-commerce operation in a high-demand environment. We operate
multiple data centers globally, which feature fully redundant high-speed connections to the Internet, server capacity to
handle unpredictable spikes in traffic and transactions, 24/7 security and monitoring, back-up electric generators and
dedicated power supplies.

Store Merchandising. Our technology platforms support a wide range of merchandising activities. This enables our
clients to effectively execute promotions, up-sell, and cross-sell activities and to feature specific products and services
during any phase of the shopping process. From the home page of our clients online stores through the checkout and

thank you pages, our solution allows clients to deliver targeted offers designed to increase order close ratios and
average order sizes.

Order Management and Fraud Screening. We manage all phases of a shopper s order on our clients e-commerce
stores. We process payment transactions for orders placed through our technology platform and support a wide variety
of payment types, including credit cards, wire transfers, purchase orders, money orders, direct debit cards and many
other payment methods popular both in the United States and around the world. As part of the payment process, we
ensure that the correct taxes are displayed, collected, remitted and reported.

The fraud screening component of our platform uses both rules-based and heuristic scoring methods which use
observations of known fraudulent activities to make a determination regarding the validity of the order, buyer and
payment information. As the order is entered, hundreds of data reviews can be processed in real time. We also provide
denied-parties screening and export controls, which are designed to ensure that persons and/or organizations appearing
on government denied-parties lists are blocked from making purchases through our system. Once a transaction is
approved and the digital product has been delivered via download or the physical product(s) has been shipped, we
submit the transaction for payment.

Digital and Physical Fulfillment Services. We provide both digital and physical fulfillment services to our clients. We
offer our clients a broad array of electronic delivery capabilities that enable delivery of digital products directly to
customers computers via the Internet. Delivery is completed when a copy of the purchased digital product is made
from a master generally stored on our technology platform and then securely downloaded to the purchaser. Optionally,
buyers can, for an additional fee, request that a CD be created and shipped as a backup for their order.

In addition to electronic fulfillment via download, we offer physical distribution services to our clients as well. We
have contracted with third-party fulfillment agents that maintain inventories of physical products for shipment to
buyers. These products are held by the fulfillment agent on consignment from our clients. We provide notification of
product shipment to the buyer as well as shipment tracking, order status, and inventory information. We also provide a
service called Physical on Demand (POD), which utilizes robotic systems to create a client-branded product CD and
packaging materials after a POD order has been placed. This eliminates the requirement for inventory to be stored in a
warehouse as physical product is created only when needed. We provide extended download services for digital
products for an additional fee, which enables buyers to download the products they have purchased more than once in
the event of a computer failure or other unexpected problem. We believe physical fulfillment services are important to
providing a complete e-commerce solution to our clients, particularly for non-digital products market where digital
fulfillment is not possible.
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In connection with the sales of consumer electronic goods, we offer management services relating to regulatory
matters such as the Waste Electronics and Electrical Equipment laws.

Customer Service. At our client s option and for an additional fee, we provide telephone and e-mail customer support
for products sold through our platforms. We provide assistance to buyers regarding ordering
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and delivery questions on a 24/7 basis in multiple languages. We continue to invest in technology and infrastructure to
provide fast and efficient responses to customer inquiries as well as provide online self-help options.

Advanced Reporting and Analytics. We capture and store detailed information about visitor traffic for sales in the
online stores we manage for our clients. This information is stored in our database systems where it is available for
analysis and reporting. We provide clients access to a large collection of standard and customizable reports via our
web analytics technology. This enables our clients to track and analyze sales, products, transactions, customer
behavior and the results of marketing campaigns so they can optimize their marketing efforts to increase traffic, order
close ratios and average order values. We also believe this information is valuable in establishing a metric for the
lifetime value of the customer.

Strategic Marketing Services. We offer a range of strategic marketing services designed to increase customer
acquisition, improve customer retention and enhance the lifetime value of each customer. Through a combination of
web analytics, analytics-based statistical testing, optimization and proven direct marketing practices, our team of
strategic marketing experts develops, delivers and manages programs such as paid search advertising, search engine
optimization, affiliate marketing, store optimization and e-mail optimization on behalf of our clients. We generally
charge an incremental percentage of the selling price of merchandise for sales driven by our strategic marketing
services activities. We believe our ability to capture and analyze integrated traffic and e-commerce sales data
enhances the value of our strategic marketing services as we can precisely determine the effectiveness of specific
marketing activities, website changes, and other actions taken by our clients.

Financial Services. We offer full service payment provider solutions for online merchants around the world. We
connect businesses to the local payment methods that their customers prefer and support businesses to expand into

new markets through enabling the acceptance and processing of a diverse range of payment methods and options. We
offer a broad range of back office payment reconciliation services that result in a highly cost efficient and secure
program for e-payments. We sell and market these services through a direct sales channel located in offices in the
United States and Europe. Our technology platform provides for high transaction throughput in a highly secure and

data sensitive environment. These services are provided either via a direct API interface between the client s commerce
system and our payment services platform or via a PCI compliant wrapped secure web based payment page that is
served to the client s commerce system on a transaction by transaction basis.

Clients

We serve distinct groups of clients: (1) software, consumer electronics, and computer and video game product
manufacturers; and (2) online channel partners including retailers and affiliates. We believe that the breadth of our
catalog of products is a competitive advantage in selling e-commerce services to online channel partners as they can
access a huge volume of products to sell without negotiating contract terms with every product provider. At the same
time, we believe the breadth of our channel partner group is attractive to product manufacturers since it provides
access to distribution through a single source.

Sales and Marketing

We sell products and services primarily to consumers through the Internet. We sell and market our services for clients
through a direct sales force located in offices in the United States, Europe and Asia Pacific. These offices include staff
dedicated to pre-sales, sales and sales support activities. Our client sales organization sells to executives within
software, consumer electronics, computer and game manufacturers and online channel partners who are looking to
create or expand their online businesses. During the sales process, our sales staff deliver demonstrations,
presentations, collateral material, return-on-investment analyses, proposals and contracts.
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We also design, implement and manage marketing and merchandising programs to help our clients drive traffic to
their online stores and increase order close ratios, average order values and repeat purchases at those stores. Our
strategic e-marketing team delivers a range of marketing and merchandising programs such as paid
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search advertising, search engine optimization, affiliate marketing, site and store optimization, e-mail marketing and
optimization and site merchandising, which includes promotions, cross-sells and up-sells. This team integrates their
marketing domain expertise with our suite of technology, including reporting, analytics, optimization and e-mail to
drive increased sales for our clients.

We market our products and services directly to clients and prospective clients. We focus our efforts on generating
awareness of our brand and capabilities, establishing our position as a global leader in e-commerce outsourcing,
generating leads in our target markets, and providing sales tools for our direct sales force. We conduct a variety of
highly integrated marketing programs to achieve these objectives in an efficient and effective manner. We currently
market our products and services to clients and prospects via direct marketing, print and electronic advertising, trade
shows and events, public relations, media events and speaking engagements.

Technology

We deliver our outsourced e-commerce solutions on several platforms, each of which has been architected to solve our
clients multi-faceted e-commerce needs. The following is a brief description of the technology standards utilized by
the family of Digital River e-commerce platforms:

Architecture. Our platforms are highly scalable and designed to handle tens of thousands of individual e-commerce
stores and millions of products available for sale within those stores. These platforms consist of Digital River
developed proprietary software applications running on multiple pods of Sun Microsystems and Dell servers that serve
dynamic web pages using Oracle, SQL server and MySQL databases, .net Microsoft IIS and Oracle 9iAS application
servers. Our platforms are designed to support growth by adding servers, CPUs, memory and bandwidth without
substantial changes to the software applications. We believe this level of scalability is a competitive advantage. The
application software is written in modular layers, enabling us to quickly respond to industry changes, payment
processing changes, changes to international requirements for taxes and export screening, banking procedures,
encryption technologies, and new and emerging web technologies, including AJAX, Web Services, DHTML, and web
Caches.

The platforms include search capabilities that allow shoppers to search for items across millions of products and
thousands of categories based on specific product characteristics or specifications while maintaining page response
times acceptable to the user. We use database indexing combined with a dynamic cache system to provide flexibility
and speed. The platforms have been designed to index, retrieve and manage all transaction data that flows through the
system, including detailed commerce transactions and consumer interaction data. This enables us to create proprietary
market profiles of each shopper and groups of shoppers that can then be used to create merchandising campaigns that
are relevant to the end consumer and more successful. We also use our platforms internally for fraud detection and
prevention, management of physical shipping, return authorizations, backorder processing, transaction auditing and
reporting.

E-Commerce System Maintenance. Our platforms have a centralized maintenance management system that we use to
build and manage our clients e-commerce systems. Changes that affect all of our clients e-commerce sites or groups of
e-commerce sites can be made centrally, dramatically reducing maintenance time and complexity. Most of our clients
e-commerce sites include a central store and many have additional web pages where highly targeted traffic is routed.
Clients also may choose to link specific locations on their e-commerce stores to detailed product or category

information within their stores to more effectively address a shopper s specific areas of interest.

Security. We have security systems in place to control access to our internal systems and commerce data. Log-ins and

passwords are required for all systems with additional levels of log-in, password and Internet Protocol security in
place to control access on an individual basis. Access only is granted to commerce areas for which an individual is
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responsible. Multiple levels of firewalls prevent unauthorized access from the outside or access to confidential data
from the inside. Our security system does not allow direct access to any client or customer data. We license certain
encryption and authentication technology
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from third parties to provide secure transmission of confidential information such as credit card data. The security
system is designed not to interfere with the consumer s experience on our clients e-commerce sites.

Data Center Operations. Continuous data center operations are crucial to our success. We currently maintain major
data center operations in six facilities: California, Minnesota and Utah, USA; and Germany, Ireland and Sweden. All
major data center locations are currently processing transactions and serving downloads.

All data centers currently utilize multiple levels of redundant systems, including load balancers managing traffic
volumes across web and application server farms, database servers, and enterprise disk storage arrays. For the
majority of these systems, we have automatic failover procedures in place such that when a fault is detected, a process
automatically takes that portion of the system offline and processing continues on the remaining redundant portions of
the system, or in an alternate datacenter. In the event of an electrical power failure, we have redundant power
generators and uninterruptible power supplies that protect our facilities. Fire suppression systems are present in each
data center.

Our network software constantly monitors our clients e-commerce sites and internal system functions, and notifies
systems engineers if any unexpected conditions arise. We lease multiple lines from diverse Internet service providers
and maintain a policy of adding additional capacity if more than 40 percent of our capacity is consistently utilized.
Accordingly, if one line fails, the other lines are able to assume the traffic load of the failed line. We also utilize
content distribution networks operated by our vendors to serve appropriate types of traffic; currently, the majority of
our image traffic and a substantial portion of our download traffic is served via the Akamai, Limelight and Mirror
Image networks.

Product Research and Development

Our primary product research and development strategy is to maintain our technology and feature set for our
commerce platforms and related technologies. To this end, we continually have numerous development projects in
process, including ongoing enhancement of our commerce platforms, improvements in our remote control capabilities,
enhanced international support, advanced product distribution capabilities, sophisticated reporting functionality and
new marketing technologies.

We believe that the functionality and capabilities of our commerce platforms are a competitive advantage and that we
must continue to invest in them to maintain our competitive position. The Internet and e-commerce, in particular, are
subject to rapid technological change, changes in user and client requirements and expectations, new technologies and
evolving industry standards. To remain successful, we must continually adapt to these and other changes. We rely on
internally developed, acquired and licensed technologies to maintain the technological sufficiency of our e-commerce
platforms.

Competition
The market for e-commerce solutions is highly competitive. We compete with e-commerce solutions that our
customers develop internally or contract with third parties to develop on their behalf. We also compete with other

outsourced e-commerce providers. The competition we encounter includes:

In-house development of e-commerce capabilities using tools or applications from companies such as Art
Technology Group, Inc. and IBM Corporation;

E-Commerce capabilities custom-developed by companies such as IBM Global Services and Accenture, Inc.;
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Other providers of outsourced e-commerce solutions, such as GSI Commerce, Inc., asknet Inc. and Arvato, a
division of Bertelsmann AG;

Providers of technologies, services or products that support a portion of the e-commerce process, such as
payment processing, including CyberSource Corporation and PayPal Corp.;
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Companies that offer various online marketing services, technologies and products, including ValueClick, Inc.
and aQuantive, Inc.;

High-traffic branded websites that generate a substantial portion of their revenue from e-commerce and may
offer or provide to others the means to offer products for sale, such as Amazon.com, Inc. and Buy.com,
Inc.; and

Web hosting, web services and infrastructure companies that offer portions of our solution and are seeking to
expand the range of their offerings, such as Network Solutions, LLC, Akamai Technologies, Inc., Yahoo! Inc.
and eBay Inc.

We believe that the principal competitive factors in our market are the breadth of consumer products and services
offered, the number of clients and online channel partnerships, brand recognition, system reliability and scalability,
price, customer service, ease of use, speed to market, convenience, and quality of delivery. Some of the companies
described above are clients or potential clients, but they may also choose to compete with us by adopting a similar
business model.

Intellectual Property

We believe the protection of our trademarks, copyrights, trade secrets and other intellectual property is critical to our
success. We rely on patent, copyright and trademark enforcement, contractual restrictions, service mark and trade
secret laws to protect our proprietary rights. We have entered into confidentiality and invention assignment
agreements with our employees and contractors, and nondisclosure agreements with certain parties with whom we
conduct business in order to limit access to and disclosure of our proprietary information. We also seek to protect our
proprietary position by filing U.S. and foreign patent applications related to our proprietary technology, inventions
and improvements that are important to our business. We currently have seventeen U.S. patents issued with six to
fifteen years remaining prior to expiration. We also have over seventy U.S. and foreign patent applications pending.
We pursue the registration of our trademarks and service marks in the U.S. and internationally. We have a number of
registered trademarks in the U.S., European Union and other countries.

Government Regulation

We are subject to a number of foreign and domestic laws and regulations that affect companies conducting business
on the internet. In addition, laws and regulations relating to user privacy, information security and intellectual property
rights are being debated and considered for adoption by many countries throughout the world. We face risks from
some of the proposed legislation that could be passed in the future.

A range of laws and new interpretations of existing laws could have an impact on our business. For example, the
Digital Millennium Copyri