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REPORT

Reducing software piracy: Good for business, good for growth

Over sixty delegates drawn from the IT industrgdleprofession and government attended the two-hour
convention, hosted by the Free Market FoundatidR)Fand Information Technology Association (ITA)
on Thursday, 24 March 2011 at the Microsoft Auditor. The convention gave delegates insight into:

- the size of the revenue opportunity associated avitbduction in software piracy,
- industry best practice to reduce piracy, and
- what the South African government is doing to supfie industry in reducing piracy.

In his opening remarks, M&drian Schofield, President of the
Computer Society South Africa (CSSA), said: “Anyameo is
involved in the creation of a line of code has sated interest in
intellectual property.”

Websites www.freemarketfoundation.com | www.healthpolicyunit.org
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Leon Louw, Executive Director of the Free Market Foundatispoke on
the topic:Softwar e piracy inhibiting industry growth. He noted that in
rich countries people are happier, that econonowtir is essential for the
creation of wealth, and that economic freedompseaequisite for growth.
“Secure and freely tradable property rights makeriger economies,” he
said. Property rights include human and non-hureaources, and
intellectual property. Software piracy curtails gperity, he explained,
because it represents fewer property rights, iessiom, less growth, less
wealth, and therefore less happiness. He pointethatthere is a high
correlation between piracy and poverty, and thagstors and innovators
prefer economic freedom conditions in which theoperty rights are
protected. Leon cited a recent study by the Inteonal Data Corporation
(IDC), which found in 107 countries studied, 60%software is pirated.
Armenia with 93% piracy takes first place, Southiéd at 34% is at numbe
89, and the USA with the least piracy at 20% at Inen107. According to the Business Software
Alliance (BSA), said Leon, if South Africa couldraeve 10% less piracy in four years, it would ceeat
1650 new high-tech jobs, inject R9 billion into theonomy, and increase tax revenue by R1 billion.
“Cutting piracy,” he said, “is part of the packagfea freer, richer economy”.

Mark Reynolds, SMS&P Lead at Microsoft South Africa, presentad:
per spective on how piracy affects vendors. “From an industry perspective,
piracy makes it very difficult to attract investdosthe country and to do
business,” he said. He noted that one third od@ftware in South Africa is
pirated, and said that intellectual property is‘life blood” of Microsoft’s
business. “From a local perspective, Microsoft'-piracy division gets the
largest portion of the marketing budget,” he sddrk mentioned that
Microsoft is currently investigating 70 companibattare involved in
counterfeiting Microsoft products and pointed dattif these 70 dealers sell
two PCs a day, Microsoft loses R4 million a momtégitimate sellers cannot
compete with those selling pirated software. “Wersgptime educating
customers, partners and consumers on how licemginks, and the negative
¥ impact of piracy,” he said. Most of the piracy occbecause some computer
sellers will purchase one legitimate programmeiastill it on multiple computers. It is not possilibr
Microsoft to combat piracy alone, said Mark, lawglagislation such as King Ill and the new companie
act. Microsoft looks to government therefore tasissith legislation, education and enforcement.

Raymond Wright, Managing Director of Network Alliance, presentéd:
per spective on how piracy affects partners. With 24% of South Africans
unemployed, the goal is clear, he said: “...more jolesent employment,
modern infrastructure, and a higher quality of’lifeustomers use pirated
software for a variety of reasons, he said: To sagaey and improve cash
flow, because pirated software is already instalen they purchase new
hardware, because of confusion between procureamehimplementers,
and because volume licensing components are topleamRaymond said
his company comes face to face with software piwegn deploying new
solutions or services. “Vendors must comply wita thles,” he said, “which
means they cannot compete with those using piatedlicensed
software.” This means loss of licence and senésemue, and longer sales
cycles. Opportunities exist for partners to gaistomers by helping them to
get and remain compliant, said Raymond, and btasgithem “to buy the e




right software at the right quantities with a SAvasegy that helps reduce the total cost of sowar
ownership”.

Charl Everton, Chairperson of the Business Software AllianceAB&nd
Anti-Piracy Lead at Microsoft, dealt witBest practice to reduce piracy.
She outlined the International Data CorporatioiX)) five step roadmap
to reduce software piracy, implemented very sudafgdy Russia: (1)
Legislate: Legislation must be aligned to the otijecof reducing piracy,
she said. Civil damages, for example, are not atlgrserving as a
deterrent. In addition, proving copyright infringent is challenging and
costly. (2) Educate: Businesses should be eduedtedt good governance
and pirated software related risks, while educatimpaigns for the general
public should be aimed especially at the youthH®prce: Existing
enforcement should be expanded and capacity bgildiproved via
training of law enforcement officials including o, customs, prosecutors
and judges. (4) Collaborate: Industry should prammitblic-private
partnerships and support cross-border coopergfdhead:

Government should lead by example by supportingstrgt in reducing piracy and implementing a
Software Asset Management (SAM) plan in the pusdictor. Charl ended by saying: “The opportunity
for piracy is very real; the opportunity to redysieacy is also very real because of the IDC roadarap
the IT industry’s relationship with the South Afiic government.”

MacDonald Netshitenze, Acting Chief Director of Commercial Law in the
DTI's Consumer and Corporate Regulation Divisiol€RD), provided a

L egislative update of the reforms and reviews underway for 2011 tglou
2013. “Policies and laws should be predictable pnodide certainty,” he
said, adding that whether the laws were considgoed law by all affected
is “another issue”. The CCRD mandate focuses oswoer protection,
estate agency reform, credit issues, the new cogact and intellectual
property policy and legislation. MacDonald saidtttiee amendment to
existing IP legislation had been suspended bedaeseompanies act had
been prioritised and because the Portfolio Commitied requested
improvements to the amendments post input fronpthmic. He added that
asui generis alternative (proposed at the FMF’s IPR Roundt&0l#0) was
not an option. IP policy that includes softwaraies has been drafted, he
said, and would be relayed to cabinet for permissioget input from the
public in due course. At that point the IT industrguld be able to comment on software issues. 4elea
engage the DTI,” he said. “Software issues wilcheered for, but who will win, | don’t know,” he deld.




Mkhuseli Vimba, Director of Education and Capacity Building a th
DTI, dealt with:Education and capacity building. He detailed a 2009
meeting between President Jacob Zuma and theareatiustry
regarding the concerns of the latter over piraleg,rieed to review
copyright legislation, and the lack of awarenesmtdllectual property
law. Mkhuseli pointed out that the SA Police Seeyithe SA Revenue
Service and the National Prosecuting Authority hawested interest in
combating piracy under the Counterfeit Goods At that government
and the IT industry are partners in the fight agpiracy. A campaign
called Operation ThengaEyakho (buy original, bgio&l) has been
launched in the Eastern Cape, KwaZulu-Natal andobjpo, aimed at
universities, schools, consumers, SMEs and logaElaforcers. “Piracy
affects job creation and the South African econdrhg,said. “Copyright
contributes 5% of GDP, therefore we must fight gjra “Prosecutors
don’t understand the scourge of piracy,” Mkhusaldsadding that

the DTl was therefore not only training law enfarmnt agencies but also holding information sessions
with the judiciary. “The benefits of fighting pirp@re known,” he said, “and therefore consumerstmus
be mobilised to say no to stolen goods”.

Mandla M nyatheli, Chief Director of the DTI's Office of Company aif@l
enforcement (OCIPE), talked onforcement and capacity building,
thanking Microsoft for recognising the central rofethe DTI in piracy
reduction. “The DTI's job is to accelerate econogniowth, create
employment opportunities, reduce economic ineqgealiand ensure equity,”
said Mandla. Initially there was no political buy+iegarding the importance
of piracy reduction, but government now knows tBaitith Africa is losing

R2 billion each year through pirated goods and, fleatexample, illegal
downloads are expected to expand at 15% a yeattlwerext five years and
are already costing the local music industry R200an a year. Initially the
DTI did not focus on software piracy, he said,tdsad no capacity to identify
counterfeit programmes. This has changed throughy“good cooperative
arrangements between the DTl and Microsoft” andesthe inception of
training via the US. “To possess or produce cotieitegoods is a criminal offence,” he said. “We mus
stop the trend of piracy and counterfeiting; onteensned, we must make sure it doesn’t happen again.”

In his closing remarksSunil Geness, President of the Information Technology
Association (ITA), said, “The ITA, which represe$2 IT companies, has
been in existence for 77 years, studying upcomaigyand legislation and
acting as a lobbying association on behalf of thentlustry”. He said that the
software piracy convention had revealed that soltvparacy is real, that it
impacts IT and software developers, and that thei®doing a lot of work to
wipe out the “scourge of piracy”. Sunil called dro$e present to lead by
example by refusing to buy pirated goods and edug#teir children,
community and organisations about the negative angipiracy on the
economy. “If South Africa is suffering,” he saidyé are suffering”. He
suggested that vendors and partners review thefil@step framework to
reduce piracy, and participate in presenting inftion to government.




Registration table

Programme, Topics & Speakers

08h30-09h00 | Registration & finger breakfast

09h00-09h15 | Software piracy inhibiting industry growth Leon Louw | Executive Director, Free Market Foundation
09h15-09h30 | A perspective on how piracy affects vendors Mark Reynolds | SMS&P Lead, Microsoft South Africa
09h30-09n45 | A perspective on how piracy affects partners Raymond Wright | Managing Director, Network Alliance
09h45-10h00 | Best practice to reduce piracy Charl Everton | Chairperson, Business Software Alliance

10h00-10h15

Legislation update

MacDonald Netshitenze | Director: Commercial Law, DTI

10h15-10h30

Awareness and education campaigns

Mkhuseli Vimba | Director Education and Capacity Building, DTI

10h30-10h45

Enforcement and capacity building

Mandla Mnyatheli | Chief Director: Company and IP Enforcement, DTI

10h45-11h00

Wrap up

Sunil Geness | President, Information Technology Association

11h00-11h30

Coffee, tea, pastries

MC

Adrian Schofield | President, Computer Society South Africa
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Press Release

The press release below was mailed to 1,000 jastsglrior to the convention.

Software piracy inhibiting industry growth

Leon Louw, Free Market Foundation (FMF) Executivieebtor, speaking at a software piracy convention
hosted by the Free Market Foundation (FMF) andrf@mation Technology Association (ITA) in
Bryanston on Thursday, March 24, said that the dimexperience shows that high rates of software
piracy coincide with economic stagnation, espegialliT-related contexts. It also coincides witlglner
rates of corruption, unemployment and lost govemmevenue.

“Countries with high rates of software piracy teénde economically backward and characterised by
corruption and poor governance,” he said. “Convgyggosperity increases as piracy falls and the of
law is upheld.”

Louw cited a recent study by the International D@taporation (IDC) which found that countries which
succeeded in reducing piracy by ten per cent iny®@ars instead of four experienced over 30 per cent
faster growth in the IT industry along with highrates of growth in the economy and in tax revenue.

Such correlations do not, of course, imply a dimisal link in either direction, but the overwhilg
coincidence worldwide between such factors as Igir@cy, corruption, poverty and unemployment
rates, on one hand, and enhanced performanceimgrall areas for which there are published ¢edi
on the other, is strong evidence for what a govemtrshould do if it wants its country to be a wirmi
nation.

Louw also cited research by eminent jurist, RoBexdter, which shows that countries that promote and
embrace innovation, including IT, and protect ilgetual property rights under the rule of law,
outperform those that don’t. After rigorous anadysf the evidence, Cooter’s conclusion is that “All
nations now have the opportunity to escape pou®rigeveloping ... a good legal framework [with
effective] property and contract laws.”

The International Property Rights Index (IPRI), comprised of three components, one of wisch
intellectual property rights (IPR), shows a powkduorrelation between respect for and enforcemét o
(ie the absence of piracy) and prosperity for all.

“My research on thélabits of Highly Effective Countries shows that virtually every quantified indicator
of human and environmental well-being has a bsttere in richer countries,” said Louw.

“The world’s experience presents us with four basiths: (1) the only proven way for countries to
prosper is economic liberalisation, (2) the moatistically significant component of liberalisatien
improved rule of law, (3) effective protection abperty rights is a requirement of the rule of land
(4) a core aspect of property rights is intelletpraperty. In other words, if the government is@es
about prosperity for all, it has to be serious dlmutailing software piracy and other violatiorfs o
property rights.”



