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November 4, 2011

To: Federal Trade Commission Commissioners and the Director of the Bureau of
Competition

via fax
Greetings:

As Attorneys General, we represent 36 states and 3 U.S. territories that are home to
186.2 million consumers and 184,131 manufacturing businesses with 6,720,200
employees. Our states and territories receive $801.3 billion annually in
manufacturing imports from around the world. Over the past decade, our states have
been hard hit by the decline in domestic manufacturing. Indeed, from 2001 to 2008
alone, some 2.04 million jobs across the U.S. have been replaced by manufacturing in
China, India, Mexico and Russia. While we recognize that our manufacturers must
compete in the global economy, our companies should not be forced to compete on
an unfair playing field. That is why each of us is seeking ways to use the traditional
power of our offices to address the unfair advantage that results when foreign and
other manufacturers use stolen information technology, including pirated software, to
illegally slash their costs. Such unfair competition hurts law-abiding businesses in
our states, costing jobs and slowing economic recovery.

Competition is the bedrock of free enterprise. Healthy, fair competition — whether
between U.S. companies or between U.S. and foreign producers — creates
opportunities for innovation and growth that provide consumers with greater choices,
better products and lower costs. It also offers producers access to new markets,
customers, innovation, revenue growth and the ability to create new jobs in our
states. Open markets in the U.S. are based on these principles. Competition is
unfairly distorted, however, when a manufacturer gains a cost advantage by using
stolen information technology, whether in its business operations or manufacturing
processes. It offends our sense of fairness when such wrongdoers reap a commercial
advantage from their illegal acts.

Theft of intellectual property is endemic in countries to which our manufacturing jobs
have been transferred. Indeed, the piracy rates for software in some of our largest
trading partners are above 80% and in some cases, above 90%. The theft of our
intellectual property represents economic losses not only to U.S. information
technology companies, but also real losses to law-abiding manufacturers doing
business in our states that pay the costs of legally acquiring information technology.
In the course of researching this issue, we have encountered compelling examples:

e A California-based apparel manufacturer must compete with an Indian
manufacturer that steals over $14 million in software;

e A Washington-based paper mill must compete with a Mexican paper
manufacturer that uses over $10 million in stolen software;

® An Indiana-based parts manufacturer must face a Chinese competitor that
steals over $5.2 million in software.



The importance of the manufacturing sector to the U.S. economy cannot be overstated. One in six private
sector jobs depends on the U.S. manufacturing base. Every $1 in sales of products manufactured in the
U.S. contributes $1.40 in output from other sectors, the largest multiplier among all sectors of our
economy.

Many of our states have laws that can be used to address this harm, including statutes patterned after the
Federal Trade Commission Act, other consumer protection laws and, in the case of Washington and
Louisiana, statutes specifically designed to address this problem. We believe that the use of stolen
information technology causes precisely the type of anti-competitive harm that these statutes are intended
to remedy. In fact, the original focus of the Federal Trade Commission Act (on which the state versions
of the Act are based) was on unfair methods of competition that impacted competitors, not consumers.
Theft of information technology is the type of competitive wrong that falls easily within the traditionally
broad definition of unfair methods of competition.

We are committed to exploring the enforcement of these and other state statutes to attack this problem
and to ensure a level playing field for manufacturers selling their goods in our states. We urge you to
consider how the unfair method of competition prohibition in Section 5 of the Federal Trade Commission
Act itself can be brought to bear on this problem at the federal level. Your leadership in this effort is
particularly important given the fact that not all states have enacted versions of the Federal Trade
Commission Act or other laws that could be used to address these serious competitive problems.
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Bureau of Labor Statistics, 2010

U.S. Census, 2008

U.S. Census, 2010

U.S. Census, 2010

Bureau of Labor Statistics, 2010

Bureau of Labor Statistics, 2000-2010

Keystone Job Loss Model. Bureau of Labor Statistics, Census, Bureau of Economic
Analysis (2001-2008)

Bureau of Labor Statistics, 2010

Bureau of Labor Statistics, 2010

Total IT jobs gained in US due to 10% reduction in software piracy over 4 years (BSA)
broken down by state level distribution (BLS)

[f] * Average IT worker wage (Bureau of Labor Statistics 2010)

Total GDP gained in US due to 10% reduction in Piracy (BSA) broken down by state
level distribution (Bureau of Economic Analysis)



