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Key misconceptions about eBay we will address today

:> “eBay lacks commercial incentive to address counter feits”

« “eBay does nothing about counterfeits on their site s”

‘ e These perceptions are wrong  and we will show you why...
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First, some of the challenges we face

Together, we are facing a global rising
tide of counterfeits...
... and buyers that want counterfeits

eBay never possesses the product

Volume of site traffic is challenging

eBay cannot be an expert in...
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Fastest growing industry: ~7% of world
trade

Sellers think stating “it's fake” is OK

We can't tell if it's authentic

104M live listings

6M+ new listings each day
~£900 traded per second
38 sites globally

Over 50K categories
Thousands of brands
Millions of SKUs

18K+ Rights Owners’ IP
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The impact of counterfeits on eBay’s business model

Counterfeits are bad for:

Buyers » Reduce buyer trust and many leave

_J

o Difficult for legitimate sellers to compete
Good sellers J P
» Lower average selling prices (ASP)
e They are illegal
eBay « Costs to eBay
) * Reduce revenues due to lower selling prices
Our brand is also under attack — from counterfeiters and their

phishing friends
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Bad experiences are the top reason for buyer declin

e

Reason for Leaving

Bad

) Personal Pricing
Experiences

Financial

. Consideration
Limits

Reason for Buying Less

Consideration Bad

Experiences

Financial
Limits

Personal

Pricing

Source: eBay Top Buyer Lapse/Decline Research—June 2006
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Buying a fake is one of the most damaging bad exper

“What did you do after this bad experience:
Item was listed as genuine, but was actually a fake

86%
Loss of business / Negative word of
decrease in spend mouth
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Key misconceptions about eBay we will address today

« “eBay lacks commercial incentive to address counter feits”

“eBay does nothing about counterfeits on their site s”

‘ * These perceptions are wrong and we will show you wh y...
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We are constantly evolving our global approach

counterfeits off the site because it's

 We have always fought to keep
Historically
the right thing to do

Evolving our approach the global fight against counterfeits,

we are seeking new ways to get the

J * In the face of growing complexity in
fraudsters

-- New initiatives
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Global Operations

More than 2,000 people worldwide dedicated to trust and safety

Vanc:ouveg7 51
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Our approach to attacking counterfeits on eBay

Prevention
Education

Educate the
community

Stop
counterfeiters at
Front door

Detect PSUs
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Detection

Proactive detection of

blatantly infringing
Action RO reports

Community reports

Enforcement

Remove “bad”
listings

Restrict / warn /
educate
Inadvertent
infringers

Suspend repeat
and criminal
infringers

Refer to law
enforcement
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Education: Context

Spectrum of offenders

“lgnorants”

-

 Ignorant of law and
their violations, want
to follow law

» Education can change
behavior
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Criminals

» Behavior not
changed by threats
or education

e Must Suspend

* Criminal prosecution
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eBay Against Counterfeit — Home Page Campaign
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eBay Against Counterfeit — Home Page Campaign

Anti CF Campaign Launched Q3 2007:
- Buyer Focus

- Home Page Placement Links to Landing
Page.

- Partnered with Authentics Foundation,
Industry Trust for IP Awareness. Also links
to UK Office of Fair Trading advice on
counterfeits.

Information to consumers on:

- Why do we care?

- What are we doing to stop it?
- What can you do?

- How can | find out more?
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Education: Buying guide project - UK Pilot

* Simply search for “DVD” from
the Home Page
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Education: Buying guide project - UK Pilot

* Look for the Link in the Reviews
& Guides Section in the right
margin

« =>“FACT’s Guide To Buying and
Selling DVD’s Safely”
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Education: Buying guide project - UK Pilot

« Great buyer education tool
 FACT/eBay Joint Buying Guide
 Pilot project launched this year

RO controls the content and the
message

Great Buyer Education Tool
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Detection:

eBay’s proactive efforts remove millions of listing

S a year

» eBay cancels millions of
listings per year

» eBay’s proactive efforts
regularly exceed rights
owner reports

What we look for in proactive searches
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We look for blatant
terms - text, title

Authenticity
disclaimers
(eBay Policy)

Evidence of piracy

Fraudulent
behavior- the
User’s Profile

“Fake”
“Replica”

“Bid accordingly”
“Looks authentic”
“No box, no
papers”

®* DVD-R/CD-R
® Mod chips
® Quality references

Feedback, prior
offences, PSU,
other listings




New feedback system collects information on suspect ed
counterfeits
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Enforcement: How we attack counterfeits

Action RO Reports eBay’s Proactive Efforts
Rights Owner Proactive Community
(via VeRO) searches reports
What we do « Cancel reported listings » Cancel blatant infringing listings
* Restrict and suspend * Restrict and suspend accounts
accounts
Effectiveness « ~100% removed  ~50%

» 95% of live listings removed ¢ These are listings you never see
before listing ends

% removed in
12 hours

90% (majority in 4 hours) 80% (majority in 4 hours)

We need Rights Owners to report!
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Favourite searches

« Save multiple search terms
* Have results emailed to you daily
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Why do suspended users get back on the site?

Challenges e 600M links between users
» Challenged by mass registration from Asia

Bad guys circumvent eBay ¢ Prepaid credit cards
* Business of creating accounts
» False registration details
* Proxy IPs / reset cookie information

What are we doing « Spent millions on system infrastructure
« Actively working referrals
« Delays based on type of previous suspension

We have proactively blocked >100k previously suspen ded users
over the past 18 months
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We work closely with Law Enforcement

We have 60 investigators worldwide
We trained >25K agents in 2006

Our work has led to multiple arrests:

Seller of fake sunglasses and designer watches

* eBay worked with Rochdale Trading Standards, providing key data

* Result: seller ordered to repay £103k, plus 9 months imprisonment
suspended & 180 hours community service

Seller of Fake Sportswear & Fashion clothing
« eBay worked with Oldham Trading Standards providing key data
« eBay’s role: Supplied transaction history, listings, billing details,
gave live testimony, all free of charge
« Collaborated with 20 rights owners who also gave evidence:
» Abercrombie & Fitch, Nike, Lacoste, Adidas and Prada
* Result: Seller convicted Liverpool Crown Court after 2 week trial
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New Initiatives focus on items favoured by counterf eiters

Emphasis on seller-based restrictions

¢ Volume limits on sellers who have not satisfied
requirements for:

Obstruct — Minimum time selling on eBay, Feedback
Counterfeiters & — PayPal verification
Reduce RO reporting — On-going manual reviews
burden * Delay before listings appear in search

» 1 days (and most 3-day) listings eliminated
* Cross border trade restrictions

Leverage Community * Buyer Feedback on suspected counterfeits

Guard the back door » Previously Suspended User detection
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Results: Community has generally embraced restricti ons

. Many sellers inconvenienced some have left, some have sued, lots
have complained

. Some legitimate trade has been impeded

. But many positive responses recognising the communit y benefits (e.qg.,
level playing field for sellers)

“It's official: eBay is doing a massacre! Many count erfeiters have been suspended!!”
“It's worth jJumping through a few hoops if buyers k now they can trust you!”

“Thumbs up! | don’t care who it inconveniences as | ong as it seriously inconveniences
those that are selling fake and dodgy goods”
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What next? There is still more to be done

I's an arms race against the counterfeiters, butw e must:

Continue to review and learn from current initiati ves

Improve detection of previously suspended users

Evolve seller verification

Action counterfeit-related feedback from buyers

Collaborate further with brand owners
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The Bigger Picture
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Counterfeit is an Internet problem, not an ‘eBay only’ issue.
We are not perfect. We can always improve. But no one does more.

eBay and ROs are working to manage downstream consequences. But we
need concerted LE and Government measures to tackle the problem
upstream.

Overwhelming majority of ROs responsible. Some, however, overreach.

For some ROs, the issue is not about counterfeit — it is about maintaining
the ‘cachet’ of their brand, preserving selective distribution mechanisms, or
simply shifting costs of protecting IP rights to others.

We will always try and help ROs reduce costs (e.g. through Bulk Reporting
Tools, use of the API etc). But the reality is that we can’t tackle this problem
alone. We need them to report.

‘Imagine the cost of protecting IP in a world where eBay and VeRO does
not exist...’
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Shouldn’t we shift the liability burden onto ISSPs?

* No. Intermediaries should not be held liable for third party content on their
sites when they have no ‘actual knowledge’ of the infringing content.

« Liability should rest with the sellers of the counterfeits. The reality is that we
can’t crack this problem without ROs reporting. We have to work together
to crack the problem.

 Shifting liability onto online intermediaries like eBay will not only do nothing
to address the problem; it will arguably make the problem worse as it will
remove the incentive for many ROs (the only experts in their products) to
report counterfeit items.
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What about Parallel Imports?
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We will always uphold the law as a responsible corporate citizen. In many
areas, eBay goes well beyond its legal requirements. And as a RO itself,
eBay believes in strong protection for IP rights.

On parallel imports, we should, however, question whether the law should
be changed and whether it strikes the right balance between the interests of
Rights Owners and those of consumers.

For some goods, there may be legitimate safety reasons for prohibiting
parallel imports e.g. pharmaceuticals. However, for others, the real
motivation is often price differentiation and market segmentation.

We should therefore view some of the current restrictions on parallel
Imports as unjustified barriers to trade which result in price discrimination
and consumer detriment.

We should therefore review international trademark law to examine how
best to promote free trade without undermining IP rights.
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Thank you
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