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» The IPR issue is omnipresent in the media and seems to be a major
complaint/hurdle for business operations in China

» New laws and regulations as well as international agreements have been
adopted by China and legislation is in place to some degree. However, law
enforcement seems to be weak

» GBP conducted a qualified survey among international industry
professionals, many living and working in China and herewith publishes the
results

» GBP invites interested parties to engage in a discussion with us on the
matter and we look forward to receiving your comments

» Please contact Volker U. Friedrich at: vi@germanbusinesspool.com

www.germanbusinesspool.com
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The industry experts contributing to this survey derive
their experience from a variety of industry sectors

Respondent's Industry Segments

B Machinery & Engineering

@ High Tech & Electronics

O Consultancy

m Finance & Insurance

O Pharmaceutical and
Chemistry
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In total 97 experts with hands on China experience
submitted answers to our questionnaire

»Service and manufacturing
industry nearly equally
distributed

»1/3 of the companies
established production and
sales in China

»More than 90% of the
interviewed companies are

already doing business in
China

»62% of the companies have
their own research and
development department

Industry of interviewees

Manufacturing

Type of activity in China

Sales Office

roduction
and Sales

Representati
Office

Export
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The automotive industry has acted aggressively against
suspected cases of IPR infringements

»German commercial vehicle
manufacturer MAN AG
announced that it had filed a
lawsuit for design patent
infringement and damages
against Chinese industrial
and automotive group Zonda

» General Motors (GM) filed a

lawsuit against China's
Chery Automobile Co for
alleged piracy of a mini car
developed by its South
Korean affiliate Daewoo.
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A\

2/3 of all identified counterfeit products worldwide originate from China

3 to 5 million people are estimated to be working in China's counterfeit
industry

» The United States government estimates that global companies
lose more than $60 billion due to counterfeiting and piracy in China

» We are not distinguishing technically and legally between copyrights,
patents, trademarks, trade secrets and/or industrial design right

» For the purpose of this survey “IPR” serves as an umbrella term and we do
not claim to be legally or academically “watertight”

» The only purpose of this survey is to collect and publish first hand
impressions from the market players and those who are working in the field
and not on the international (political) negotiation tables

A\

Source: |[IPA,, GBP
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» Nobody knows how to fight IPR theft in a practical way or form — individual
solutions are on a trial and error basis

» There is a overwhelming distrust in Chinese companies and the Chinese
market as to the IPR issue (“if it can be copied — it will be copied”)

» Chinese culture does not see IPR theft as an issue and the government
does not react fast enough despite laws and international agreements

» Chinese companies are regarded as serious future competitors in markets
other than China

» Measures such as reducing the local price or suing Chinese companies are
not seen as a solution to IPR theft

» However, the companies do see the IPR theft issue not as a hurdle to enter
the market, important is to keep a technology gap while tapping the huge
potential of the Chinese market
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Part II: Answers to the questionnaire
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Nearly half of the companies expect that the China business
will contribute more than 15% to the overall business

I don't agree at | partially I neither agree | partially agree  |totally agree
all disagree nor disagree
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The China adventure was well planned by the majority of the
companies — however 25% were just going in by chance

I don't agree at | partially I neither agree | partially agree | totally agree
all disagree nor disagree




Half the companies of this survey do not see IPR theft as a
major hurdle for the business in China

I don't agree at | partitally I neither agree | partitially agree | totally agree
all disagree nor disagree




A--

Every third company has known pending cases of IPR theft —
but how many do really know about it in the market?

| don't agree at | partially I neither agree | partially agree |totally agree
all disagree nor disagree
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A--

50% of the companies estimate that their IPR theft related
losses are less than 10% of the revenue in China

| don't agree at | partially | neither agree | partially | totally agree
all disagree nor disagree agree
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A--

Proper law enforcement is critical — 50% would expect more
than a 20% increase In business

I don't agree at | partially I neither agree | partially agree |totally agree
all disagree nor disagree
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The companies are undecided whether to engage legal
support if they do identify cases of IPR theft

0%

Idon't agree at all | partially I neither agree | partially agree | totally agree
disagree nor disagree




60% of the respondents believe that legal action will not
protect their cases in China

40% -

35% -

30% -

25% -

20% -

15%

10% -

5% -

0% -

I don't agree at all | partially I neither agree | partially agree | totally agree
disagree nor disagree




A--

96% Dbelieve that the IPR theft issue will not be resolved
by the year 2020 — and do not trust the enforcement

I don't agree at | partially I neither agree | partially agree |totally agree
all disagree nor disagree
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IPR theft in China cannot be overcome — the majority
believes the business culture in China will not change

0%

I don't agree at all | partially I neither agree | partially agree | totally agree
disagree nor disagree




Innovation and technology seriously originating from China
may bring a new perspective

30%

25% -

20%

15%

10% -

5% -

0% -

I don't agree at all | partially I neither agree | partially agree | totally agree
disagree nor disagree




Half the companies state that their local management is not
able to solve the problem of IPR theft

I don't agree at | partially I neither agree | partially agree | totally agree
all disagree nor disagree
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The majority of the respondents is certain that a 100% owned
subsidiary ensures better protection than any Joint Venture

I don't agree at all | partially I neither agree | partially agree | totally agree
disagree nor disagree




More than 60% believe that the chance of being betrayed Is
highest in China (compared to other countries)

| don't agree at | partially I neither agree | partially agree | totally agree
all disagree nor disagree
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/5% do not believe that prices should be reduced in order to
erode the margins of the counterfeit business in China

I don't agree at all | partially I neither agree | partially agree | totally agree
disagree nor disagree




75% of the respondents expect to be cheated by Chinese
companies

50% -

40% -

30% -

20%

10% -

0%

0%

I don't agree at all | partially I neither agree | partially agree | totally agree
disagree nor disagree




The respondents feel more secure with private firms rather
than with state owned companies

0%

| don't agree at | partially I neither agree | partially agree | totally agree
all disagree nor disagree




65% believe that the technological advantage can be
kept by fast development and investment in R&D

50%

45% 43%

40%

35%

30%

25%

20%

15%

10%

5%
0%

0%

I don't agree at all | partially | neither agree | partially agree | totally agree
disagree nor disagree




Chinese companies do not need to steal ,,your® technology —
they will find also other ways — say 80% of the respondents

I don't agree at all | partially I neither agree | partially agree | totally agree
disagree nor disagree




Nearly 80% believe that Chinese companies will become
serious competitors in other overseas markets

40%
40%

35%

30%

25%

20%

15%

10%

5%

0% -

I don't agree at all | partially | neither agree | partially agree | totally agree
disagree nor disagree




Price is the key purchasing parameter in China — and
IPR will be ignored if the price gap is big enough

I don't agree at | partially I neither agree | partially agree  |totally agree
all disagree nor disagree
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Wheresoever you go, go with all your heart

Confucius
Chinese philosopher & reformer (551 BC - 479 BC)
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