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Sustaining an American Dream in Today’s Global Economy

I want to thank the commissioner(s) for giving me the opportunity to testify before you today. As the
CEO and shareholder of a more than 100-year old manufacturing company in the U.S.A., T have grave
concerns about the future of our family business. Blatant counterfeiting of our products in China and
unfair trade tariffs are eroding our brand equity and making it difficult for us to compete. Without
question, if left unchecked, we will see the loss of many job opportunities at our company and our

material suppliers.

In 1905, my grandfather, Charles D’ Addario, left the small town of Salle, Italy, after an earthquake had
devastated their beautiful village. Our family tree shows that we practiced the trade of music string
making as far back as 1680. He came here for the American Dream of building a prosperous, safe and

comfortable home for his family.

Over the years, the business grew, and my brother and I eventually took stewardship. D’Addario has
grown to be the largest manufacturer of music strings and accessories worldwide; making more than 20
million sets of strings, 2 million drumheads and 25 million woodwind reeds per year, here in the United
States! D’ Addario manufactures 90% of its products in America, and nearly 50% of our products are

exported to 120 countries.

By sustaining a business philosophy of continuous improvement over the last four decades, we have
repeatedly invested in our technological infrastructure and our workforce to remain competitive. Today
we employ 1,000 people in the U.S.A. Over the last three years, by implementing Toyota’s Lean
Manufacturing principles, we have been able to improve efficiencies, gaining even more market share
from foreign competition. During last year’s economic downturn, we increased international demand for
our products and have hired 100 additional manufacturing employees since April 2009!

Prior to 2001, D’ Addario’s strings were sold in China via shipments that were originally sent to Hong
Kong. It was only when we began selling our strings directly to China that we began to understand the
scope and breadth of the counterfeiting of our products within that country.

Over the last three decades, the Chinese economy has grown at unprecedented rates. With a\population of
1.3 billion people and a growing economy, one would assume there is significant market potential for our
products in the Chinese domestic market. Nonetheless, we are being blocked from realizing that

potential.

While Chinese workers are still underpaid, and many live in rural areas with incomes below the poverty
level, there is a fast-growing middle and upper middle class in the P.R.C. Recent news stories show
Chinese workers demanding higher salaries and better working conditions. A new generation of Chinese
worker and consumer is emerging. In fact, Treasury Secretary Timothy Geithner noted the change in
domestic growth last month, saying, "It looks as if there has been a durable shift towards domestic

consumption in China."”
(Reference slide 2 “REAL AND FAKE STRING PACKAGING”)

Unfortunately, fair access to the domestic market in China does not really exist for us. Witha 17.5 %
tariff on our products and convincing counterfeit versions of our packaging present throughout the market
place, we are seeing only a tiny fraction of the share of the Chinese domestic market our products
deserve. In surveys, we have found that seven out of ten sets of D’ Addario strings on display in Chinese

music stores were fakes.
(Reference slide 3 “CURRENT MARKET RESULTS” — per capita sales graph)
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Sales of our branded products in China are only five thousandths of a dollar per person per year. By
comparison, per capita sales in Brazil are 31 times greater, Russia 15 times greater and Mexico 20 times
greater. Clearly, forces beyond our control are preventing our reasonable success in the Chinese domestic
market.

(Reference slide 4 “CURRENT MARKET RESULTS” - sales volume graph)

(Reference slide 5 “WHAT’S OUR FAIR POTENTIAL?” — data examples)

We never look to compare an emerging market like China with established markets in Canada, Japan and
Europe. However, if we were to make some reasonable assumptions regarding the size of China’s
expanding middle class, it would be safe to assume that results similar to those achieved per capita in
Brazil, Russia and Mexico would be attainable.

Today, the Chinese domestic market is responsible for only six of the 1,000 jobs in our factories!

If we achieved the same per capita results in China that we have achieved in Brazil, an additional 200 jobs
could be created to supply their market. Increases in our production would create trickle-down increases
in demand at all of our suppliers and more new jobs.

(Reference slide 6)

Blatant counterfeiting of our products in China is the most significant factor preventing our success in
the Chinese domestic market and is the most significant threat to our other established markets around

the world!
(Reference slide 7 Examples of counterfeit products and packaging)
(Reference slide 8 “SINGLE STRING PACKAGING”)

I have assembled some examples of counterfeit string packaging, the strings themselves and counterfeit
guitar straps in the attached presentation. I also have physical samples that I would like to put into

evidence.
(Reference slide 9 “GUITAR SET PACKAGING”)

Initially, the quality of counterfeit packaging materials was poor and it was easy for a consumer to discern
a fake versus a real set. Now, the Chinese printing and packaging industry has developed the technical
expertise to produce virtual replicas of the originals.

(Reference slide 10 “GUITAR SET PACKAGING”)

(Reference slide 11 “INSIDE GUITAR SET PACKAGING”)

While the packaging may be believable, the product inside is horrific. Not having access to the materials
we do, and lacking centuries of string making expertise, the “Chinese” copies are of very, very poor
quality. In most cases, the strings cannot even be tuned to pitch before they break; the workmanship is
dismal. Consumers buying these inferior copies will surely be disappointed and will lose faith in the

reliability of our brand.
(Reference slides 12 & 13 “THE PRODUCT INSIDE”)

Several months ago, we received a letter from an irate customer in Australia who had just purchased ten
sets of our strings. While installing the strings, each string broke as it was tuned to pitch. We asked him
to return them for our inspection only to find they were Chinese counterfeits. While being boxed out of
the Chinese domestic market is a major concern for us, it is an even graver concern to know that Chinese
fakes are beginning to infiltrate the international markets that we have worked so hard to develop over
the last four decades. To date we have received complaints from the U.K., Russia, Romania, Turkey,

Germany and Greece.
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(Reference slide 14 “PLANET WAVES STRAPS”)

We are now also beginning to see counterfeit versions of our extremely-popular Planet Waves guitar
straps in Chinese retail shops as well.

What actions have we taken on our own behalf?

(Reference slide 15)
(Reference slide 16 — “WASHINGTON D.C. VISIT — APRIL 2009”)

Visit Washington DC

Qur first reaction to this growing concern was to reach out to our government. In early 2009, with help
from our Congressman, Steve Israel, we visited four government agencies in Washington to inform them
of the challenges we were facing. We learned a great deal during our visits and were able to make
decisions on further actions to stall some of the counterfeiting and to better promote authentic D’ Addario
strings.

(Reference slide 17 “AGGRESSIVE LEGAL ACTION”)

Since then, D’Addario has taken aggressive legal action:

e We hired Patton Boggs in Washington D.C. and LexField Law Offices in Beijing.

o We hired investigators to identify stores selling counterfeits to determine where and when they
were buying them.

o We successfully litigated a trademark dispute with a pirate manufacturer who was trying to
register our trademark in China.

o We hired private investigators to infiltrate factories producing fake D’ Addario strings. -
We conducted three factory raids with the assistance of Chinese authorities and seized D’ Addario
packaging and strings in process. The most significant penalty was a mere $3,500 fine. In one
case, our investigators were physically attacked while Chinese authorities stood by and watched.

We are doing what we can, with our limited resources and knowledge, but we are not winning this battle.

Ladies and gentlemen, we need your assistance. ‘
Reference slide 18 “AUGUST 2008 RAID IN GUANGDONG, CHINA”

Reference slide 19 “WE’RE NOT ALONE”

Reference slide 20 “PLAY REAL” SALES AND MARKETING CAMPAIGN”

We have adopted aggressive sales and marketing strategies for the Chinese domestic market:

e To compete against low-cost counterfeits, we have lowered distributor net prices 30%, sacrificing

most of our profit margin.
e We have created ads and posters for the Chinese domestic market, using high-profile U.S. and

Chinese artists who play our products.

o Unique serial numbers are imprinted on over 14 million branded sets of strings per year.
Consumers, retailers, distributors and customs officers can go on line to
www.daddario.com\playreal to check if a particular set is a legitimate D’ Addario product

o Play Real brochures were printed in English and Chinese and distributed to thousands of stores
and consumers in China.

(Reference slide 21 “SERIAL NUMBER VALIDATION PROGRAM™
(Reference slides 22, 23, 24 “PLAY REAL BROCHURES”)
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In Closihg
(Reference slide 25 “IN CLOSING”)

I am proud that there are ten fourth-generation D’ Addario family members working for our company.
However, I am fearful that the fourth generation of D’ Addarios working in our business may not have the
same opportunities to succeed that previous generations have had. We can only do so much on our own.
We need the help of our Federal Government to put pressure wherever it can to convince China and all of
our trading partners of the ethics that are required to be honest and equal members of the world economic

community.

In March 2009, President Obama visited Elkhart, Indiana, to announce his economic stimulus package.
He chose Elkhart because it was, and still is, experiencing one of the highest unemployment rates in the
country. Coincidentally, ten years ago, Elkhart was the band instrument manufacturing capital of the
world, with 3,500 employees manufacturing musical instruments. Today, only 300 jobs remain and the
factories are gone. There will be more Elkharts if we do not take action.

Imagine how many jobs could be created by the entire music industry if working together we could
influence China to change its culture of intellectual property piracy and strictly enforce universally-
recognized intellectual property rights. I am sure it is in the thousands, maybe tens of thousands.
Multiply that by countless other industries and suddenly you realize the magnitude of the issue facing us

today.

Everyone at D’ Addario is hopeful that the testimony and reports generated from this investigation will
heighten awareness of the seriousness of this intellectual property issue and the need for our government

to take affirmative action to put an end to it.
Thank you for giving me the opportunity to appear before you today.

James D’ Addario

Chairman & Chief Executive Officer
D’Addario & Company, Inc.

June 16, 2010
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GUITAR SET PACKAGING

rand - Fretted :
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Date - 8/26/2008

Contact - Jan Liu & Assoc
Reference # - DAO7 EXL110
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Date - 9/04/2008
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Reference # - DA13

-~
a1,
o 55
P
s
St

o

e

SILVERPLATED WOUND e '. :
“INE ) SILVERPLATED WOUND
CLEAR NYLON ) i r ERFLATED WO

A R

Normal Tension

Real packaging




duideyded |eay




ario

dd

Q ,
leJ :
o
W
N
= :
() :
D)
)
(@R
o
o
i
o

2 Wy

Zﬁmfmmmrmm i

WWW‘

Counterfeit product




THE PRODUCT INSIDE GD,/,qd

Real vs. Counterfeit
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» International Trade Commission’s
ice of Unfair Import Investigations

Representative — Congressional Affairs
Specialist

The Office of Legislative &
Intergovernmental Affairs / International
Trade Administration at the U.S.
Department of Commerce - Deputy

Assistant Secretary for Trade Agreements
and Compliance

State Department - Deputy Assistant
Secretary for East Asian & Pacific Affairs

and Official from the Under Secretary for
Economic Development




AGGRESSIVE LEGAL ACTION m a]'lo

"selllng counterfeits and determine where
“and when they were buying them.

Successfully litigated a trademark dispute
with a pirate manufacturer trying to
register our trademark in PR.C.

ired private investigators to infiltrate
factories producing counterfeit D’Addario

‘Cbnducted three factory raids with the

,“'~'e"fized D’Addario packaging and strings in
process.
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- “PLAY REAL” SALES AND MARKETING CAMPAIGN ﬂddzu‘io,

dopted an aggressive
China pricing policy.
Lowered distributor net
prices 30 % to make our
strings more
‘competitive against
counterfeits.
Created ads and posters
for the Chinese
domestic marketing,
“using high profile U.S.
- and Chinese artists who
play our products.

Implemented the Play
Real unique serial
‘number packaging

~ program,
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14 million sets per year get unique
serial numbers to facilitate
validating if the set is authentic.
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LOG ON TO LEARN HOW TO IDENTIFY COUNTERFEIT STRINGS AND WHAT YOU CAN DO TO ENSURE YOU ALWAYS PURCHASE THE REAL STRING .-
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LOG ON TO LEARN HOW TO lDENTlF\' COUNTERFEIT STRINGS AND WHAT YOU CAN. DO TO.ENSURE YoU. ALWAYS PURCHASE THE REAL STRING
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