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— DOING BUSINESS WITH CHINA —

China has been reaching out to new markets for centuries. Funded by
the Chinese Ming emperor, a Muslim eunuch set out in 1405 with a fleet
of 317 ships holding almost 28,000 crew men to Brunei, Java, Thailand,

India, Africa, Arabia... and America! Itisalleged Zheng He reached

America 74 years ahead of Christopher Columbus.
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David Gibbons

| had no idea what would be stirred up
when we decided to embark on this special
edition of the magazine focussing on doing
business with China. Hundreds of you
came out of the “woodwork” to share your
experiences, as Mark Pinner said, “the
good, the bad and the ugly” See page 43.

An amazing number of you in North
America, including Canada and Mexico
responded to Tricia Judge’s online Int'l
ITC survey. She's never had quite a
responsewlike that, nor have we, to
capturing your thoughts. Many of you
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wished to remain anonymous and we
respect that, but your experiences are
“gold” for those just embarking on this
journey. | was surprised to learn that 70.3
percent of you have already purchased
Chinese cartridges. Thereis no middie
ground of course and it was just as
interesting to learn that 30 percent of you
have not. See Judge's article on page 22.

The issue of bad quality and health
concerns related to Chinese produced
toner continues to be a hot topic wherever
I go. In Frankfurt, Moscow and Chicago
| hear of embarrassed distributors selling
products that don’t meet local and regional
environmental and health standards. Of
course, it has become another case of
blaming big bad China. Graham Galliford
addresses the toner issue on page 12.
lan Elliott argues on page 6 that there
is no underlying reason why products
manufactured in China should be of lesser
quality than similar products manufactured
in more mature economies elsewhere in the
world.

But it's become popular with some to
argue that everything in Chinais bad, in
some sort of defense to maintain the status
quo, to keep things the way they have
always been.

Candle makers warned their customers
that electric lights would burn down their
houses in the early 1900s. Coach and
carriage makers warned that brand new
automobiles would cause their owners to
suffer organ failure. Nor would | want to
be fax machine or VHS tape sal esperson
today either. Change is here to stay, as
it always has been, and we cannot be the
ostrich referred to by Steve Weedon on
page 46 and pretend the future will remain
the same. It won't.

How can | help you? Come to China
and let us walk you through the maze
to find suppliers you can trust and earn
good profits. This journal will help you
understand the issues and will help you to
grow your businesses. Come to Zhuhai,
Chinain October to the largest, dedicated
office, print and copier supplies expo on
the planet and let us help you further.

Director, RT Media Co., Ltd.
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Right or wrong

questioning Chinese pr¢

is likely to



dyduct quality
continue

— lan Elliott

There is no underlying reason why
products manufactured in China should
be of lesser quality than similar products
manufactured in more mature economies
elsewherein the world.

Chinese technol ogy has advanced
rapidly over the last few decades, an
advance no more vividly demonstrated
by way of a Chinese launched, and
Chinese operated, robotic lander on
the far side of the moon, currently
conducting research that may one-
day help lead to the development of a
permanently manned lunar base.

To possess the cutting-edge
technology necessary to place arobot on
the moon should conclusively disprove
the notion that Chinese products are
inherently inferior. Of course, thisis
just one example but, for anyone who
has seen and experienced Chinese
infrastructure in terms of architecture,
transportation, manufacturing facilities,
and scale, etc., they also should know
there is no underlying reason why any
of the products made in China should be
inferior.
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200 million iPhones are
made in China every year.
How many other globally
recognized, high-tech, mass-
market devices are produced
with such consistently high
quality anywhere elsein
the world? Except, perhaps,
for ink and laser cartridges already
manufactured in China by various
OEMs!

So, why isit, in our less than
glamorous world of ink and toner,
that we constantly experience new
headlines for poor-quality aftermarket
cartridges coming out
of China? Whether itis
for claims of poor print
performance, infringement
of third-party intellectual
property, toxic materiasin
plastics, carcinogensin the
toner powder, etc., thelist
of headlined deficiencies seems never-
ending.

Thereasonsfor thisaretwo-fold.

First, because some of the products are
undoubtedly poor quality and regardless

of how isolated these occurrences may
be, they represent a shortcoming that
justifies some of the headlines and,
second, because Chinese new-build

200 million iPhones are made in China
every year. How many other globally
recognized, high-tech, mass-market devices
are produced with such consistently high
quality anywhere else in the world?

cartridges (NBCs) are a disruptive threat
toward the old order.

Let'sdeal with these two sets of
circumstances separ ately.

Weall know that prices (for example
in the Amazon marketplace) for new-
build cartridges are often at, or below,

what we would expect the bill of material

(BOM) cost to be. This means two

things. First, manufacturers are skimping

on the materials to reduce the cost and,
secondly, poor quality (inconsistent)
products, that didn't meet their original
customers' requirements are being
liquidated, at or below cost, rather than
being re-worked or destroyed.

Weall know, at least for the three
or four Chinese top-tier manufacturers

(with a combined market
capitalization in excess of
US$4 hillion), there's no
excuse for an inferior design
that resultsin poor quality
performance, and there's

no excuse for ignoring the
build requirements necessary
to consistently meet a specified
performance standard.

There is no reason why a NBC from
atop-tier manufacturer should not
consistently match the performance of
an original brand cartridge.

Few should doubt the ability of atop-
tier Chinese manufacturer to

There is no reason why a Chinese new-build develop aspecification for
cartridge from a top-tier manufacturer should
not consistently match the performance of

an original brand cartridge.

manufacturing a product that
isat least the equivaent, in
terms of performance, to that of
the original brand product it's
designed to replace. However,
more may doubt the commitment, or
current ability, of atop-tier manufacturer
to utilize technology to ensure it
consistently meets that manufacturing
specification.

Technology may, for example, involve
the use of robotics designed to eliminate
human error in the manufacturing
process but, perhaps more importantly, it
may also require the use of information
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CHINESE QUALITY

technology to help manage (for example)
the raw material supply chain. If the
right materials are not in the right place
at the right time, how often may an
agreed BOM have been sacrificed to
meet a customer-committed delivery
date rather than delaying production
until the specified components become
available?

Whichever way you look &t it, it's no
good spending money implementing
world-class Enterprise
Resource Planning (ERP)
software, and then limiting
its use to store datathat is
later downloaded into Excel
spreadsheets for mission-
critical operating decisions.
This approach doesn't work,
it sidesteps the controls and
efficiencies that effective use of software
brings and can often be a shortcoming
responsible for inconsistent product
quality.

If the Chinese manufacturers wish
to remove themselves as targets for
headlines denouncing the performance of
their products, then they must implement
the processes and discipline necessary to
achieve consistent quality performance.

Until enough controls and processes

arein placeto prevent these issues,
those who stand to lose the most from
the threat of disruption will continue

to do everything possible to exploit the
weaknesses. Thiswill be accomplished,
at least in part, by sponsoring headlines
designed to cast doubt on the capabilities
of the potential disruptors. It'sno
different from the Tesla detractors
headlining a negative story about an
auto-pilot incident, the Airbnb detractors

If the Chinese manufacturers wish to
remove themselves as targets for headlines
denouncing the performance of their
products, then they must implement the
processes and discipline necessary to
achieve consistent quality performance.

headlining a client who trashed a room,
or the Uber detractors headlining arogue
driver incident. Those who stand to lose
the most will invest some of their profits
to highlight incidents that harm the
reputations of the disruptors because this
iswhere the greatest threat to their future
profit comes from.

However, it's not just the negative
headlines centered around product
quality that serve to limit market

penetration of Chinese NBCs. There's
alegacy distribution system in place
that protects the existing manufacturers,
the wholesalers, the distributors, and

the buying groups, and that servesto
protect the old order to the detriment of
the resellers and their customers. Until
aternative technology is available to
the resellers that allow them and their
customersto “pull” the products they
prefer instead of being “pushed” the ones
their suppliers are currently
motivated to provide, Chinese
alternatives, regardless of their
quality, are likely to continue
to experience limited success.

If technology solutions
become available which are
subsequently embraced by
the resellers, the barriers that
have helped preserve the legacy players
market share are more likely to be
broken down. However, even if these
technology developments do occur, it
will beto no avail unless the Chinese
NBCs-manufactured alternatives that
could, in these circumstances, finally be
facilitated into the distribution network
are not 99.9 percent reliable, 99.9
percent of thetime. Ml
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Examining

the QUAIITY
of lONers

Graham J. Gdliford is aworld-renowned consultant,
researcher, writer and speaker for the global imaging
industry. His work has encompassed technologies

in avariety of printing components and products

but has worked primarily in the field of toner-based
printing technology since 1974. He can be contacted
at graham@gallifordconsulting.com.

— Graham Galliford

There have been recent reports about
the bad quality and health consequences
of Chinese produced toner. Where does
bad quality come from?

Just as with any product from any
country, the quality of toner depends
on the manufacturer of that product
and the decisions that are made by
the formulator, and the purchasing
and manufacturing departments. The
composition of any powder toner
consists of pigment, polymer, wax,
charge control agent, bulk additives and
surface additives.

In general, lower-cost raw materials,
wherever they are sourced, are likely
to contain “impurities” that could
possibly be undesirable from a health
and safety perspective. A variety of such
trace materials have been identified as
potential health hazardsin toner. One
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category of the materials of concern
include Volatile Organic Compounds
(VOC) —including Styrene, Benzene,
ethylene glycol, formaldehyde,
methylene chloride, tetrachloroethylene,
toluene, xylene, and 1,3-butadiene.

Such materials, if present in toner, can
be released into working the environment
during the fusing/fixing stage of the print
process. Asthe toner that is transferred
from the photoconductor to the paper
or other substrate is heated reaching
130°C to 180°C any VOC content of the
toner is volatilized and exhausted from
the print engine by the machine cooling
system through the fan and duct to the
spacein which it is being operated.

Other sources of environmental
pollutants from toner are toner dust and
loose toner surface additives. All toners
comprise finely divided particles that
have a mean particle size of anywhere
from five to ten microns. This mean
is only the middle point of the toner
particle size range, and toner can contain
particles of size well below five microns
and well above ten microns

The removal of particles from any
source of dust that penetrate into the gas
exchange region of the lungs depends
on avariety of factors, but significantly
depends on the diameter of the particle.
Hazardous particulate size is primarily

less than five microns, and particle sizes
of 2.5 micron (PM2.5) are often used in
the U.S. to describe non-respirable dust.
The particle size distribution (PSD) - the
range and percentage content of toner
particles by size of any toner - depends
on the toner composition and the toner
production conditions. With respect to
toner dust, less careful, and typically
lower-cost manufacturing, can be
responsible for toners that “ dust.” Such
toners might have a mean particle size
that matches that required for operation
in a particular engine. but have a psd
that istoo broad or has a high fractional
content of ultra-small-sized toner
particles.

In addition, the surface additives
that are used to promote toner powder
flow, durability and charging need to
be processed in the production of the
toner such that they are sufficiently well
attached to the toner particle surface to
prevent their release from the surface
of the toner particles during the entire
printing process.

This processis highly agitating:
starting with the agitative processes
in the print engine of delivery from
the toner reservoir, application to the
developer roller, transfer to the paper
or substrate and on to the downstream
processes of printing. The typical

surface additives used in toner are ultra-
small in size compared to the toner,
with sizes ranging from eight to 250
nanometers, well below the PM2.5
particle size considered to be dangerous
from arespirability perspective. Typica
materials used include silicon dioxide,
auminum oxide and titanium dioxide.

In addition to the dust respirability
factor, there has been recent attention to
the question about the effect on health
of ingestion of titanium dioxide. The
scanning el ectron microscope (SEM)
picture below shows surface additives
as very small white dots on the toner
particle.

The foregoing gives someidea
of the range of issues regarding the
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QUALITY OF TONERS

development and manufacturing of
toner, and these matters concern all
toner manufacturers worldwide. That
the manufacturing of toner, particularly
for the aftermarket, has shifted
geographically from Europe and the
North Americato Asiabrings the focus
to that region. Production in Chinais

of course an important devel opment of
this trend. The other aspect of this shift
isthat there has been development of
raw material supply in Asiain support.
Sources of locally manufactured toner
ingredients have been established and
developed. Some of those companies are
new to the toner manufacturing industry
and have been on a*“learning curve”
regarding the requirements of materials
for toner.

With this geographical shift, new
manufacturing capacity, as well as
transferred production capacity, has been
established. Simultaneously, there has
been constraint on production caused
by the softening of demand, particularly
for types of toner most popular in the
aftermarket. Thisimbalance in the
“push-pull” between the available
capacity and market demand has
generated severe price competition

and depressed profitability in the toner
manufacturing industry, particularly
in the more recently developed toner
manufacturing in Asia

The natural response by toner
manufacturers in attempts to mitigate
thisisto economize and attempt to
reduce unit cost by reducing raw material
and manufacturing costs. For some
manufacturers, this means that they are
using lower quality polymer, pigment,
magnetite, wax, and other ingredients
and increasing production throughput
rates with consequential degradation of
PSD and integrity of the toner and its
additives.

In general, but not universally, lower
cost raw materials, and the use of raw
materials, that are not designed for
toner use, resultsin issues of high VOC
content and content of undesirable
trace materials. The changes madein
raw material compounding conditions
to increase throughput rate resulting in
higher heat and energy input can cause
degradation of raw materials and the
creation of VOC fractions.

Higher production throughput rates
in fine grinding to reduce energy

cost content per kilo and changes to
classification to maximize product yield,
both strategies to reduce product cost
potentially increase the likelihood of
“dusting” of toner in use.

There is no such thing as “ Chinese
toner” as a homogenous set of products.
As has always been the casein the
toner industry, irrespective of location
of manufacture, there are within toner
manufacturers professionally oriented,
responsible manufacturers, which
develop and manufacture their products
responsibly with the objective of
maintaining standards of performance
and minimization of any negative
environmental or health impact.

There are also those companies that
do not follow the same policies. It is
important in any purchasing decision,
whether as areseller or user, that the
full cost of purchase rather than the
priceis considered, as poor quality can
significantly impact cost. The efficacy
of Chinesetoners, just like toner from
any other geographical regions, vary.
Not all are bad or good. Buyers should
be conscientiousin their evaluation of
products before they purchase. ll
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Chinaonly joined the World
Intellectual Property Organization
(WIPO) in 1985. Some, when learning
of this, are surprised and that’ s because
in the West can trace back the origins
of patents at least 2500 years ago to
the City of Sybaris, originally part of
Ancient Greece and now part of southern
[taly.

The elders of the city granted
protection rights to anyone who
“invented” something of luxury. Usually
recipes for meals or refreshments. The
inventor would get exclusivity for a
year and therefore have a short-term
monopoly to exploit, but the inventor
had to lay open the exact process,
ingredients and steps for all to see.

The question iswhy did it take China
so long to join the WIPO? Wasiit that
they were not inventors or was it more to
do with the open culture and the way in
which totalitarian rule decided how the
civilization should be controlled?

Throughout history, the Chinese have
been recognized as prolific inventors:
gun powder, the compass, paper, print
and so on. So, thisis not the reason.

The fact isthat the through the ages

the ruling dynasties didn’t believe that
useful inventions should be monopolized
for the financia benefit of afew when
the masses could benefit from the new
modern technology.
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\d Four ancient Chinese inventions (clockwise from top left): printing, gunpowder, papermaking and the compass.

Cal Lunissaid to have invented paper
in Chinamore about 1914 years ago. He
decided to use plant fibersin his process
resulting in athinner, whiter parchment
that when dried and cut created a perfect
substrate for painting, printing, drawing,
writing, flying (kites) and a
host of other uses. He took
his invention to the emperor,
who decreed that every village
should be taught how to make
it so that the greater population
could benefit. No patent, no exclusive
period for exploitation, just a decision to
alow the people to benefit. Lai received
perhaps the greatest reward of al in
being known as the inventor of paper for
eternity.

Aswith most inventions, thereis
no such thing as an original thought.
Someone somewhere has had the same

Issue108 | www.RTMworld.com

thought, taken past technologies and
inventions and made them better, faster
or cheaper. Lal was certainly aware of
papyrus parchment used by the Egyptians
2,000 years before. He improved it, used
what was local and made history. Today

The Chinese file more patents than any other
country. Three times as many as the U.S. who

is now in second place.

a sheet of paper goes along way, has
thousands of uses and costs about half
acent. Youwill find it in every corner
of theworld and it goes down as one of
man’ s most successful inventions. A bit
like the wheel or fire.

Had paper been invented in modern
times in the West, no doubt it would have
been patented and exploited and far less

successful. It isnot a stretch to envision
a paperless world many decades ago
since the need to have a substrate to
draw, or write, upon is universal. Paper’s
success as an intrinsic part of global

life for aimost 2,000 years prevents the
newer patented technologies
which are already here, from
creating the paperless world.
The entry cost issimply too
high compared with half a
cent, and of course, you need a
source of power. No batteries needed to
read a sheet of paper. By theway, did |
mention you can use both sides, recycle
it, screw it up and throw it in the waste
paper basket only to be able to retrieve
it, flatten it out, and use it again? What
an invention! We won'’t see a paperless
society any time soon.

Chinawas a late starter to patents.
The U.S. led the world in patent filings,
double that of European countries for
many, many decades. Now the table has
turned. The Chinese file more patents
than any other country. Threetimes as
many as the U.S. who is how in second
place. Now Chinawants to protect its
own technologies as it morphs from a
replicator of products invented elsewhere
to atechnology-driven economy leading
the world into the future. The sleeping
giant has awakened. In 1979, Deng
Xiaoping declared an open policy for
China. “To berich is beautiful,” he
declared. The West was quick to exploit
the cheap labor and moved production



China's “four great new inventions’ in modern times: (clockwise from top left): cash-
free mobile payments, high-speed rail, bike-sharing and E-commerce.

from Taiwan and Hong Kong to lower-
labor-cost Chinese factories. Chinese
government-supported, state-owned
enterprises, giving land and money for
building factories filled with German-
made machines.

Thousands upon thousands of
companies began producing whatever
the Western consumer needed. A typical
worker would work six days aweek
at ten-hour shifts, sleep in dormitories
holding up to 16 peopleto aroom for
about $160 a month in pay. Today it
isalittle different. Dorms give way to
high-rise apartment blocks for workers,
salaries have quintupled, the
pedal bikes have given way
to motor cars to a point where
there are so many cars, it is
quicker to use a pedal bike.
Infrastructure investments
over the years have built good
highways, fast “bullet” trains up and
down the country, the world’ s longest
bridge from Hong Kong to mainland
China, and space landings on the dark
side of the moon. The small towns have
become new cities, the skyscrapers fill
the horizon and the pace of changeis
phenomenal. What’ s next?

China achieved in a decade what it
took the British 150 years to accomplish
in the industrial revolution in order to
bring people out of abject poverty. It
hasn’t happened by chance. Every step
has been carefully planned and thought
through. China has a 50-year plan, it

has patience, it is determined and it
sitson threetrillionin U.S. dollars.

It has invested much back into the

US, prompting Warren Buffet to say,
“Whether we like it or not, we all work
for the Chinese.” The Chinese consumer
market is now growing fast, they have
plenty of money and there is nothing
they won't buy. They now have more
millionaires than the U.S. and Prada,
Channel, Dior, Louis Vuitton, Rolls
Royce and Bentley are all selling more
in Chinathan any other marketplace.
Chinese workers now get more paid
time off than atypical US worker. GDP

Today a sheet of paper has thousands of uses
and costs about half a cent and it goes down safe compatibles that fully
as one of man’s most successful inventions.

value in Chinais now nearly 20 percent
of the world economy, and sets Chinaon
acourse to be world’ s biggest economy
soon, taking the top spot from the U.S.
When this happens, it will signal the first
time that a“developing country” nudges
aleading " developed country” to the
sidelines. Chinawill want its say on the
world stage, the West will not be happy
about it. The world is being all shook up,
as Elvis used to sing.

| figured out along time ago that you
can’'t compete with China, so run toward
it and see what it can do for you. The
Chinese ideology of building “cluster”

citiesto dominate world marketsin one
government supported areais something
not replicated in the West, but it has huge
benefits and impact. Sock City, located
in Datang, Zhejiang Province, dominates
the world sock markets producing 19
billion pairs ayear, Shenzhen dominates
the world electronics' markets and
Zhuhai dominates the world' s cartridge
consumable markets with more than 600
companies located in and around the city.
Zhuhai is not going away. It isimpacting
the global marketplace. It produces
arange of qualities, very poor, poor,

not so bad, ok, pretty good, very good,
outstanding and excellent.
Some world class companies
produce the best, patent-

comply with E.U. and U.S.
regulations at prices far below
aremanufactured cartridge
price. These world class companies will
continue to grow while patent infringers
will get sued and forced out and poor
quality companies disappear asthey lose
customers.

Chinaisadominant forcein our
industry. Thereisthe worst and the best
there. Thereis as much fear for them
doing business with the West as the
West isfearful of doing business with
them. But it is the place to do business,
if you want to survive and prosper in the
year of the pig. W
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The Sino-American

Cartridge Industry:

Strange Bedfellows
Make Prcgress



The North American imaging supplies
marketplace has been severely impacted by
the introduction of new-built cartridges from
China. Thisisnot news.

Industry analysts and their intelligence
support the trend of consumption of new-built
cartridges and away from remanufactured
cartridges. The internet has driven this trend
as bargain-basement-priced cartridges are
sold widely across platforms.

What are the North American cartridge
dealersdoing? The Int’| ITC reached out
to its database to ask about the impact of
Chinese companies and their products.

Theinvitation to take part in the survey
was extended and astounding ten percent
of those invited to take the survey did so.
Clearly, the issue was of importance, and the
comments the survey takers made bore that
out. While the survey consisted of only five
questions, the complex nature of the Sino-
American cartridge industry relationship
made for complicated answers.

The top takeaway? L ow-cost new-built
cartridges are in demand. Meeting that
demand is not done easily. Cartridge dealers
are being quite creative — and diverse —in the
way they maintain sales of remanufactured
cartridges while also buying new-builds
to meet the demands of the marketplaces.
However, almost all admit that their
relationship with their Chinese vendorsis far
from seamless. And the Chinese cartridges
can be of high-quality, but quality is
inconsistent.
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1. The strong showing in the “other” category was because those
respondents had purchased the cartridges through a well-known North
American intermediary.

“We have purchased some through Static Control Components and
wholesalers such as Supplies Wholesalers and Arlington Industries,”
said Bill Henry, American Laser Products in Wisconsin. Many other
respondents shared similar experiences. It seems a smart way to enter
the new-build marketplace, via awell-established wholesaler.

2. It isno surprise that the larger the company, the better the
experience with Chinese suppliers.

“Being alarge company in the industry, we did an in-depth supplier
review. Since we took the time to correctly choose our suppliers, our
experiences have been positive,” said Tim Matuska, of Katun, based
in Minnesota. “May | add, the customer serviceisfar superior than
North American suppliers.”

There were very few wholly positive responses, as many cited
communication problems.

“Our experience has been mixed. Unless there are very clear
communications on purchase orders with photos of the exact product,
there are many times you get something that you weren't expecting.
Also, they will change something on an approved product, for a
reduced production cost, without approval. We now make vendors
pay afine, double the cost of the purchase order, if anything changes.
If the company is truly the manufacturer, we tell them we are willing
to pay ahigher cost for a better product, and once approved, no
changes. We now have an employee in China, just to facilitate better
communications and quality control.”—Anonymous, Western States
dedler.

“They were friendly and had decent customer service,” said Craig
Cheek, Ameritek Document Solutions in Alabama. “ The language
barrier was alittle challenging at times. The prices were good so we
finally decided to give them atry.
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3. It comes as no surprise that the clear majority (70.3 percent) of
North American respondents had purchased Chinese cartridges. This
fallsin line with what other industry analysts have reported, that there
isaclear shift towards new-built cartridges. It isinteresting, too, that
30 percent have refused to try them.

The positive respondents were forthright about the need to switch.
“The quality has greatly improved over the last few years,” said Tom
Landis, Cartridge World in Pennsylvania. “And it has enabled us to
remain competitive.”

“Our experiences have been pretty good,” said an East Coast
remanufacturer who prefers to remain anonymous. “It beats the heck
out of remanufacturing the cartridges yourself!”

“The quality is better than expected, even better than our
remanufactured toner. The cost isless than half. We still mainly
use remanufactured toner. We use compatible toner for the smaller
cartridges,” Vincent McHenry, Laser Lab in Pennsylvania. “1 have
more respect for the Chinese companies and their products since we
started using them.”

As one of the anonymous respondents from the Midwest said,
“Buyer beware.”

That seemed to be the theme of many of the respondents.

Even those that responded positively had some caveats for buyers.
“If you've put in the upfront work necessary, and implemented your
quality procedures, the outcome will be positive,” said Matuska (of
Katun).

“Prices are good but we have found the quality to be poor especialy
in the color cartridges,” said Bill Henry, American Laser Productsin
Wisconsin.

“1 was very skeptical aswe build our own 100-percent
remanufactured North American supplies, said Roy Raghubir, Triple
A-1 Services, Toronto, Canada.

“We are very satisfied and the prices are cheaper per cartridge
versus our cost of components with our labor excluded. But, some
high-speed cartridges do not live up.”

“We have had both positive and negative experiences,” said
Enrique Yuni, Ink Services of Dade, LLC in Florida. “Many of them
sell good quality products. And for the most part, we have had good



experiences. Those manufacturers that want
to be good are really good. However, If their
culture isto compete just by price, they are
probably selling garbage.”

Some use the new-builds to supplement
their offerings while they wait for the
remanufactured alternative to become
available. “1 have purchased them when my
regular remanufacturing partner is not yet
producing a particular cartridge,” said Neal
Brush of LasersImagein Virginia. “I have
actually had some very good luck with most
of the ones | have used. | do always go back
to my US-based remanufacturing partner
when they release their product.”

Those respondents with reservations cited
failures and, once again, poor communication
for reasons they had mixed or negative
experiences. “ The quality of product varies
greatly,” said Paul Mervis, Encore Imagesin
Maryland. “ And technical support isvirtualy
non-existent.”

In one word? “ Spotty,” said Ken Benjamin
from Greentreein California. Another
respondent used the word “sketchy” to
describe her experience.

“They have cheap and thin plastic shells,
bad seals, and early failures,” said Irwin
Brooks, Iguana Inks and Toner in Utah.
“Don't buy them.”

“BAD. They use partsin cartridges that
are not OEM size so that they cannot be
remanufactured. Generally, just poorly
made. And so cheap, they are hard to
compete with on the internet,” shared an
anonymous respondent from the Southeast.

Here'satwist aswell. At what point does
the Chinese cartridge with sufficient quality
become too expensive? “ Ten years ago, we
lost 10,000 Canadian dollars (US$7,513) on
bad quality cartridges. This supplier refused
to give us acredit,” said Shri Bran, Tonex
OSS, in Surrey, Canada.

“Now more quality companies have good
products, but prices have gone up quite a
bit on most of the cartridges. Now they are
getting close to where we can efficiently
remanufacture them in our country (for a
competitive price). Larger companies are
manufacturing aquality product, but prices

are quite high. Another problem is they

set aminimum order quantity on most of
the cartridges and have along lead time.
Then they want to receive the money first
and send the goods later. Sometimes you
get the product after the printers have been
discontinued.”

“Our experience has been neutral to
negative,” said Richard DiPasquale, Printer
Componentsin New Y ork. “While Chinese
compatible cartridges have filled in some
gaps, the risk has generally not been worth
thereward as the quality istoo inconsistent.

”

What isyour opinion of Chinese
companiesin theindustry in general?

This question allowed the respondents to
unleash their love— or frustration— with
the Chinese manufacturers and the products
they are producing. Clearly, this group was
divided into two camps: those that see these
cartridges as a necessary evil, and those that
wish they would just go away.

However, there are other issues
beyond price and quality. Our

respondents question Chinese sales
tactics. The products also damage

the environment in a way that
remanufactured do not.

They also pose alitigation risk as they
present potential intellectual property issues.
Finally, amost all decry the economic impact
of the new-built cartridges on the North
American marketplace.

“1 wish they were not available, it iskilling
our industry in the United States,” said Scott
Hallmark from Laser Imaging in Texas.

“There isthe issue of unfair competition
in that they steal intellectual property, then
build exact duplicates and undermine the
OEM and the remanufacturing industry,”
Brush said. “The cartridges are impossible
to compete against when the customer only
cares about price.”

“While their ability to engineer and market
acartridge is extremely fast and inexpensive,

they are not producing to a high enough
quality standard to be successful in the
various conditions here in the United States’
said DiPasquale. “ Patent infringement is also
of the utmost concern and most resellers do
not have the time or resources to monitor it.”

“The quality was decent in monochrome,
but inconsistent in color. Some SKUs were
ok in color and others were bad,” Cheek
said. “The low prices have hurt our margins
and have definitely disrupted the traditional
domestic remanufacturing industry.”

“They won't let go of any sale. They offer
what you asked for, but if you seek alower
price, they adjust down the quality. If you
ask for higher quality, they claim they have a
near-OEM quality option,” said Gaby Salido,
XTRA from Hermosillo, Mexico. “Let’'s face
it, their prices are unbeatable. | still don’t
know how they are able to offer those very
low prices. | wonder if they are dumping
them here?

“They make a very cheap product. It's not
recyclable. And if it's defective, they say to
throw it out,” said John Gemmell, High Tech
Laser Products Ltd., Markham, Canada.
“The low-end toners work ok and are very
cheap to buy. But they end up in landfills.
Their products are not reusable, hurting
North America' s economy. Remanufacturing
jobs arelost. How long do we wait for our
politicians to get involved?’

“1 long for the good old days before China
invaded our industry,” said Mike Henry,
Macro Solutions LLC in Oregon.

Clearly, thereis no cut-and-dried answers
for successfully or easily doing business
with China. However, doing business with
Chinais not easily avoided. This creates a
new dimension to an already complicated
business. So, in summary, let’slet afew
industry veterans have the final word.

“I am sorry to use them but use them
| must in order to remain competitive,”
said William Stevens from Newwave
Technologiesin Ohio.

“1 would prefer that they not bein the
industry, but | understand that we must deal
with the reality of global competition,” Bill
Henry concludes.
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ci advice could you
give to the people wanting

to deal with China?

Christian Pepper
LD Products

Business in China is like anywhere
else in the world, but the language
barrier and cultural differences
can breed misunderstandings and
frustration on both sides. Chinese
business people operate very
differently to Westerners. It’s not
uncommon to find vendors quickly
vertically infegrating and competing
with you, so you must be very sure to
protect your frade secrets.

The more you invest in
building personal relationships—
by going to China regularly and
spending time with your partners—
the stronger you will be, and it’s
the best way both parties will stay
on track for a mutually profitable
partnership.

Remember the supply chain can
take two to three months, so you
must have the capital and planning
capabilities to manage these
challenges. Keep an eye on the geo/
political climate between China and
Western markets (most notably the
USA) where frade regulations and
tariffs cause uncertainties that makes
it very hard to plan medium and
long-term decisions and partnerships.

Bevlen Sudhu
Green Office

We have been doing business in
China for over two decades and
it has been a learning experience
through out the journey. The markets
are constantly changing and the
Chinese have a huge role to play,
both from a positive and negative
perspective. Positive that they are
passionate and driven for innovation
but negative that they gaining
market share throughout the world,
sometimes limiting opportunities for
local business due to their low cost
model. Building long term relationship
with the Chinese will ensure a
reciprocal partnership and market
understanding to help model your
business accordingly.
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Thesearch for Print asa Service
in SOHO and Small to Medium
Businesses

In an effort to retain customers, grow
market share, and decrease uncertainty,
OEM and resellers have long viewed
contract-based plans as the best—
simplifying the sale of hardware,
supplies, and maintenance into a
single plan. The popularity of MPSis
both evidence of this notion, aswell
as a preferred means for establishing
contracts. That said, traditional MPSis
primarily designed for and adopted by
larger organizations. The chart below
shows for the electrophotographic
market for A3 and A4 devices, the
selling mode for the sum of revenue
for hardware, supplies, maintenance,
solutions and services.



ut advice could you
give to the people wanting

to deal with China?

Jayenda Patel
Patel Traders

The Chinese are extremely
innovative when it comes
| to technology and they are
continuing to improve their English
communication skills with the use of
apps like WhatsApp and WeChat.
Since | first started participating at
the RemaxWorld Expo some five
years ago, | have seen hundreds
more Indian people making the trip
to Zhuhai to look for good prices.
However, the demand for better
quality has now become a more
important factor in order to sustain
trust in the market. Quality is as
important as price when comes
to having a competitive product.
The Chinese understand it and are
responding to it with innovative
product features.

e —— . ———

Figure 1: Office Environment EP Integrated Forecast* $M by Company size
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deals are usually sealed over a hard-

earned and trustworthy network of
Guanxi—personalized social networks
of power. my advice is to learn about
the concept of Guanxi of you want to
fully understand the dynamic, Chinese
business landscape. It has broad
cultural and business implications that
stress the importance of associating
oneself with others focusing on tacit
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As one migrates down to SMB print plans are multi-faceted. Users get

customers, MPS has far lower
penetration—with the majority of sales
being transactional. That said, benefits
to customers from subscription-based

abetter view of their printing needs and
habits, but they also eliminate the hassle

of managing their printers and supplies—

leading to a seamless print experience.
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mutual commitments in a hierarchical
manner,







For example, subscription plans can
start via Internet-based assessments to
provide recommendations. Customer
criteria, such as company size, vertical
market, number of people who print,
how they print, and the types of
documents they print, could be input
into a recommendation tool—suggesting
the most appropriate device or devices
for their needs. Once the devices are

satisfaction. And because vendors and
resellers could resolve many product

issues remotely, service costs could be
reduced—allowing for higher margins.

While it does not appear that anyone
has yet found the exact type of program
that would cause arapid shiftin SMB
buying practices, Keypoint Intelligence
does believe that trends are right for
users to shift to contract-type printing

delivered, packages.
remote New build compatible toner and Thanksin part
monitoring ink cartridges are expected to o “asaservice’
fﬁ;“gf;gs increase their market share around ‘r’;:gi':g?rom
provider the world, to the detriment 9f OEM smartphone plans
solveissues and remanufactured cartridges. 1 tagevision
remotely. programs and

Supplies could be delivered proactively,
S0 customers never run out of toner or
ink. If usage patterns change, supplies
delivery could be adjusted to the correct
frequency without any user intervention.
And if product featuresimprove in the
future, upgrades could be rolled out
automatically.

The main benefit to vendorsisa
consistent and dependable revenue
stream, but other benefits include higher
customer retention rates and a greater
overall spend due to increased customer

even razor blades, customers of all types
are growing more acquainted with (and
building preference for) subscription-
based products and services. To address
the shift in buying behavior, OEMs and
resellers have developed a variety of
subscription programs for lower-volume
users that would put supplies, hardware,
and even maintenance under contract
package pricing model s—either monthly
or based on print volume.

Keypoint Intelligence plans to
further investigate the wants, needs,
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What advice could you
give to the people wanting
to deal with China?

Romania

Victor Matache
Toko

The world is in permanent change and
business challenges are significant.

In order fo maintain competitiveness
in the field of production and trade with
industrial products, it is almost imperative
to work with a Chinese partner.

To develop a successful collaboration
with the Chinese partner, you must first find
one that has a common objective.

We, for example, have searched for
Chinese partners that are manufacturers
of materials for the cartridges
remanufacturing industry.

We first contacted Chinese exhibitors at
the Paperworld Frankfurt fair. We identified
a few potential partners and started
working tfogether.

After a few orders with each of them,
we were able to identify the producers
and select the best ones. (good and
stable quality products, good logistics,
good commercial conditions, fechnical
support).

We fried searching online on the
Alibaba platform, but we have not been
able to identify real producers. There are
mostly merchants, resellers.

The most relevant experience in
developing cooperation with Chinese
partners was through participation in
RemaxWorld Zhuhai Exhibition.

First of all, the presence at the exhibition
and af the Summit of the exhibition,
allowed us to meet the main producers
of materials, spare parts, toner, and ink
cartridges.

In addition, we visited the factories of
some partners and potential partners.
These visits are very relevant for partner
evaluation: seriousness, reliability,
development potential, quality control
capacity, logistics, organization of
production.

In conclusion, experiences with Chinese
partners are very beneficial if they are well
managed. We have learned that we do
not need to look for the best prices but the
most stable quality.

Mutual visits with partners are a
binder that strengthens collaboration
development.”







and interest around subscription print
plans of avariety of typesin 2019. In
the meantime, the expectation is that
vendors will continue to offer new
innovative plans—particularly those
focused on the SMB market. It's all part
of an effort to convert customers from
ad-hoc transactional buying to what they
hope will be an easier purchase to make
and to manage over the years.

NBCsWill Continueto Grow Market
Share Across Globe

New build compatible (NBC) toner
and ink cartridges are expected to
increase their market share around the
world, to the detriment of OEM and
remanufactured cartridges. Despite
complaints from
some quarters

While more resellers in the

concern for quality and a concern
regarding intellectual property issues
among traditional resellers. Of course,
thisisvariable. HP, Lexmark, Canon,
and Epson have fiercely combatted
NBCs on patent issues over the years;
Keypoint Intelligence believes that this
has informed traditiona resellers of the
risks. On the other hand, as the quality
of NBCs hasimproved over time, one
would expect NBCs to spread more into
the traditional channels—especially

if OEMs are unable to keep up their
intellectual property enforcement.

One development that may help keep
NBCs out of the traditional channels
is Canon’s current complaint with
the United States International Trade
Commission
regarding certain

that they areless  pited States see NBCs as bad  China-made NBC

fé&bl;tga;any for the industry, the majority of  toner cartridges
resellers in Europe see them as itclamsviolate
remanufactured i c ot
cartridges, their good for the industry. anon patents.
exceptionally Should Canon

low-end user unit prices will continue
to attract users and some distribution
channels.

The situation with NBCs varies by
geography. In the United States, for
the most part (though not entirely),
NBCs are mainly available on the
Internet while traditional channels
have tended to avoid NBCs and favor
OEM and remanufactured cartridges.
Keypoint Intelligence observes that
this appears to result from both a

win aGenera Exclusion Order, which it
is seeking, this could reinforce traditional
channel reluctance to carry NBCs. But

if Canon fails, that could provide a new
opening for NBCs to spread wider across
the traditional channels.

In Western Europe, NBCs have broken
out of the Internet and are available in
many other channels.

Figure 2 illustrates the widening gap
between attitudes toward NBCs among
U.S. and Western European resellers.

Figure 2: Reseller Views on New Build Compatible Cartridges
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Source: U.S. Office Channels Survey (Keypoint Intelligence-InfoTrends, 2017)
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aI advice could you
give to the people wanting

to deal with China?

Aaron Leon
LD Products

[t's 2019 and supply chains are
global. What difference does it
make if they are Korean, Mexican or
Canadian? I've been buying from
Chinese companies since 2004 and
| found you only get what you pay
for. There are three to four grades
of suppliers: if you want the lowest
price, you will get the lowest quality.
If you pay a little more, you can get
quality as good as domestic suppliers.
The Chinese are generally easy to
work with, entrepreneurial and smart
business people.

Ivan Rosales

Cartridge World North
America

| work on a daily basis with Chinese
suppliers and partners due to my
position as Operations Manager for
North America.

Firstly, do not assume it is all clear
once you have settled a verbal or
written commercial understanding.
Repeat over and over the terms and
conditions until you have a written
agreement signed.

Ask for alist of current customers,
and copies of their quality awards,
translated by a certified translator, to
verify their quality.

Ask for a warranty clause in your
agreement in case the products are
not what you ordered.

Ask for price reduction and you will
obtain quality reduction, so don’t go
that way!







While more resellersin the United
States see NBCs as bad for the industry,
the majority of resellersin Europe

see them as good for the industry. It
appears that within Europe, NBCs will
be increasingly troublesome to both
remanufacturers and OEMs, Keypoint
Intelligence expects that to become more
pronounced.

In other areas of the world, such as

the developing
economies

continues to be squeezed out of the
equation, OEMs will face a market
where the third-party alternative is not
priced 30 percent below the OEM price,
but rather 70 percent or 80 percent below
the OEM price. Overal pricing will
eventually haveto fall; the retail value of
toner and ink cartridges will shrink more
quickly than the demand for cartridge
units.

Because

OEMs will face a market where the NBCscould

L”afi‘:/‘iam”;i third-party alternative is not priced h_a"‘?f_a
NBCs hove “ 30 percent below the OEM price is'rg;;tcﬂﬁt
already largely but rather 70 percent or §0 percent . cartridge
wiped out below the OEM price. market in the
remanufacturing traditional

at thelocal level. OEMs have afar
smaller market share in those countries;
NBCs are the second largest cartridge
type. Only very low-cost refill services
are able to compete against NBCs on
price; refill is actually quite largein
many of these countries.

Keypoint Intelligence expects that
NBCswill continue to gain market share
across the globe. While remanufacturing
has so far been most impacted by NBCs,
remans provide pricing cover for OEMs.
To the extent that remanufacturing

channels, Keypoint Intelligence plansto
offer amulticlient study in 2019 aimed at
better understanding the current view on
NBCs within the traditional distribution
channels such asretail, stationers, OE
dealers and MPS providers.

OEMsWill Keep Targeting NBCs,

Internet for Illegal Supplies Activity
Efforts on the part of OEMs to protect

their supplies market fromillegal

encroachment can take many forms.

In the United States and to adegreein
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aI advice could you
give to the people wanting

to deal with China?

South Korea

James Hwang
Cooperative

Since the Compatible cartridge
business industry relies so heavily
upon China, you need to consider
how to improve your relationships
with suppliers and be a frue business
partner with each other. Here are
three key points from my experience
for long-term success

1.develop an intimate
understanding and trust about their
production systems by building good
relationships and by sharing things
transparently.

2.don’t consider the cheapest-
priced products otherwise you will
experience big damages and losses;

3.don’t claim any poor experiences
orally. Keep related evidence like
photos and video related to the
defective products which reveal the
problems and share these with your
Chinese supplier to avoid having the
same problems again

Dennis Haines
Badger Office Supplies

Doing China business can be
difficult, but it can also be very
rewarding with its world-class
factories producing at a fraction of
“normal” prices.

For every fantastic supplier
however there is a rogue, looking to
make a fast buck. Their talk is cheap,
and they will tell you what you want
to hear. If something sounds too
good to be frue, it probably is. |
had the personal experiences of visit
factory A in the morning, then B in the
afternoon, both the same place but
completely rebranded. The factory
inspection had been completed,
but the goods were replaced while
| had lunch. In another case, | had
fantastic products delivered for six
months, then received a container of
old shredded newspapers! Caveat
Emptorl
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Western Europe, one mainly sees news
stories about patent enforcements efforts
that take the form of lawsuits. In the
United States, lawsuits may proceed in
tandem with appeals to the United States
International Trade Commission, for
either general or limited exclusion orders
that direct U.S. Customs authorities to
interdict and exclude from entry products
that are deemed to violate patents.

In other areas of the world, where
patent enforcement may be difficult or
next to impossible, one hears more about
anti-counterfeiting raids. Interestingly,
many of these raids appear to take place
in the Middle East and Africa; to an
extent they also seem to take placein
Asiaand Latin America

OEMs do not have limitless resources
to protect their intellectual property
around the word. They need to target
their limited resources where they think
that they will have the greatest impact.

To alarge degree, at least for the

United States and Western Europe,
Keypoint Intelligence expects OEMs to
focus on NBCs, as opposed to remans.
It is expected they will target Internet
resellers and their suppliers. Thisis
both an attempt to demonstrate that it's
policing the Internet as well as send a
message to other resellersthat NBCs
are not safe to sell. In some ways, the
second point can be more important than
thefirst.

Policing the Internet may not just be
about patents. Keypoint Intelligence
believes there remains ongoing issues
related to product descriptions, claims,
and other matters related to third-party
supplies. Frequently, product that claim
to be remans appear to be NBCs instead.
Products tout various environmental and
workplace standard seals that may or
may not be real. And commonly, when
acustomer buys one product based on
the description and photographic image
at the point of purchase, what arrivesis
not the same product. The question is:

Arethese new areas where OEMs will
intervene or are these issues ultimately
for the consumer to protest?

Another issue around NBCs relates
to potential toxicity of the cartridges.
Within Europe, recent news has strongly
suggested that some new build cartridges
sold in Europe may have excessive levels
of decaBDE, aflame-retardant chemical
that according to many European
countriesistoxic (and its use is strongly
regulated). And tests conducted by
Xerox on Chinese manufactured toner
have also revealed worrying levels of
styrene, which may have a negative
impact on human health.

Because NBCs pose a serious
threat not just to OEMs but also
remanufacturers, Keypoint Intelligence
expects legal enforcement will only
strengthen when it comesto OEMs
vs. NBCs—even if tactics may change
depending on changes in the market or
differing geographies. |
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5 QUESTIONS

5 QUESTIONS

Dealing with China

HYB Toner’s President Vincent Chen says building trust is the key

Do you see Chinataking on amoreor
less of a significant rolein theimaging
suppliesindustry in the future? Why?

Y es. The Chinese products and their
manufacturers are definitely getting
more important to the imaging supplies
aftermarket. There are many different
reasons, but in my opinion, some Chinese
manufacturers have improved their
engineering development and strength. At
the same time, of course, we a so notice
that those who fail to deliver quality
products are fading away.

What questions areyou asked
the most from foreign companies
wanting to deal with you asa Chinese
company?

Most of our customers don’t treat us
any differently from other international
suppliers. It’' strue that some have had bad
experiences with some Chinese suppliers
and became more cautious. From the
guestions we are asked, | can tell you that
the worst experience they suffer fromis
the stability of the products.

What advice would you giveto an
inter national company wanting to deal
with any Chinese company?

There are dways good and bad business
peoplein every nationality and our
customers have suffered serious problems
with their suppliersin other countries
too. So, we shouldn’t “label” companies
simply by their nationality. Aslong asthe
manufacturers or suppliers are working
with aprinciple that isin line with your
standards, then you can get a deeper
understanding of these companies, their
business styles and how they manage
their quality control.

Gradually, you can decideif these
companies are trustworthy or not.

How important isit for foreigners,
wanting to do businesswith China, to
actually visit China?

From the outset, all buyers should
have done some research and had a
conversation with the experienced
representative of the suppliers. In my
experience, our smartest customers have
their own “FAQS’ which help them to
identify if asupplier isworthy or not.
E-commerce, however has allowed
many businessmen to become lazier in
communicating with their suppliers. They
are doing less due diligence to discover if
suppliers are suitable or not. | think this
isthe reason why problems are occurring
more. It’s like the marriage between a
boy and girl who only know each other
for aweek. Y ou can imagine how risky
the marriage will be.

Providing consistent quality and non-
infringing products ar e impor tant
for your company, yet not all Chinese
companies hold the same values.
Why?

Many company owners didn’t
realize the industry potential
when they started out in
business. They only wanted
apiece of market share and
were surprised at how
quickly thisindustry
developed.

While our initial
purpose at HY B

was not to build acompany that would
sit on top of the industry pyramid, |
found our people are not the kind that
like losing the trust of our customers.
The rel ationships we have with our
customers are mutually beneficia with
many customers helping usto further
develop our products. With such a
huge responsibility, you alwaystry to
find every means possible to invest in
and improve your quality systemsto
ensure the consistency of your products.
Customers are very demanding in their
expectations for trouble-free products.
Thisthinking is reasonable, so we will
never stop the development of patents
and systems to meet the needs of our
customers. l
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5 QUESTIONS

Dealing with China

Ding Li, CTO at Apex Microelectronics invites you on a field trip

Do you see Chinataking on amoreor less
of asignificant rolein theimaging supplies
industry in the future? Why?

Chinamust take on amore significant rolein
theimaging suppliesindustry in the future. Its
huge population and booming economy have
caused Chinato have amore asignificant role
on the world stage. In keeping with this trend,
both for homes aswell as business, thereis
agrowing demand for the imaging industry
too. Chinese enterprise has the advantage
of resources and commerce from its huge
domestic market. Thisisall true for Apex
which has devel oped, mass produced and
released controller chips for multifunctional
laser printersin 2018. Another kind of
controller chipisin itsvalidation phase.

We expect to continue being more active
in meeting both domestic and international
demands required by the imaging industry.

What questions are you asked the most
from foreign companies wanting to deal
with you as a Chinese company?

The speed of releasing new products,
patents, and product quality isthe biggest issue
among our customers. In response, | would
like to say Apex has accumulated a significant
18 years of deep understanding about chip
technology. Our highly-educated, experienced
chip design engineers are able to accelerate
the speed to release the new products. At the
same time, our well-qualified and experienced
I P engineers focus upon patent analysis, risk
avoidance, and patented product design. We
verify the chipsin our Provincia Printer SoC
Chips Engineering Center and Provincial
Research Center using newly-equipped test
and analysis devices, valued at $7.5 millionin
2018. By providing a strong quality system,
we can address any concerns customers might
have.

What advice would you giveto an
international company wanting to deal with
any Chinese company?

Takeafield trip. | welcome
any foreign friend to visit and
explorethe full process of chip

devel opment and the breakthroughs we made
in technology innovation. Visitorstell ustheir
on-sitevisitsto Apex opens their eyesto the
level of commitment in terms of research,
devel opment, manufacturing and quality
control. | believe such aredl, face-to-face
communication will make us strong partners.

How important isit for foreigners,
wanting to do businesswith China, to
actually visit China?

Thereisan old Chinese saying, “To see one
timeis better than to hear ahundred times.”
For foreigners who want to do businesswith
China, it is not enough to smply contact a
company online. Thereisonly oneway to
experience Chinese culture and advances
in technology. Y ou must visit and travel on
China’s high-speed trains, climb the Great
Wall and visit Apex’s experimenta and testing
centers, and automated production lines. |
urgevisitorsto use Apex’s 3D X-ray analysis
equipment to take a stereogram of chips. |
believe the impression formed by foreign
friends will have a deep impact upon them and
they will be encouraged to do business with
Chinese companies.

Ding Liis Chief Technology Officer (CTO) at Apex Microelectronics Co.,Ltd
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Providing consistent quality and non-
infringing products areimportant for your
company, yet not all Chinese companies
hold the same values. Why?

Most Chinese companies hold such values
about providing consistent quality and non-
infringing products. Having valuesis easy,
however, but it is hard to realize. We have
gained our current market position because we
have focused on intellectua property rights
and technical competence. Thisincludes
encryption analysis, chip design, product
testing and patent analysis technologies.
Thisiswhy Apex can design non-infringing
patented products with high quality and
firmware resistance. Those Chinese companies
that cannot realize the above values are limited
in technology or patent knowledge. Asan
industry leader, Apex iswilling to work with
more Chinese companies to achieve common
development and to provide clients with
design-consistent quality and non-infringing
products.




The Search for Consistent Quality

Cartridge World’s Mark Pinner share his experiences in dealing with the Chinese

| can confidently say that
historically, we have worked
with pretty much every ink &
toner vendor in the world. Our
quest was always to find vendors
that could provide our franchise
network with high-quality,
reliable, cost-effective, and | P-
safe products—with most of our
activity focused on China.

| don’t mind admitting
that there were disastrous
encounters, but in the end, it was
an invaluable learning process
that exposed us to the good, the bad, and the
ugly.

Cartridge World has always searched for
afair price and consistent-quality with IP
indemnification from the parts. Consistency
was the continual hurdle in our adventures.

Toillustrate our challenges, hereisa
typical scenario with avendor. It started
when requesting a TN450 sample for testing:

» testing would identify that the product
did not meet specification.

* The vendor would reply: “No problem,
we will send another sample.”

* The second sample would show an
improvement but not to specification.

* The vendor would reply: “No problem
we will send another sample.”

* The third sample would show further
improvement and meet specification.

With this third sampling, we thought
we had landed that Holy Grail vendor and
product. It wasn't a happy ending...

However, as each sampleimproved in
print quality with different, higher-quality
componentsit al'so eroded the supplier’s
margin. Ten containers later wefinally had a
relationship we had hoped for with a supplier
delivering the expected quality consistency.

Guess what happened next?

Someone changed the formulas. The
quality suddenly took a nosedive, and the
relationship with the vendor went sour
because they chose to risk the relationship
and business volume by changing our
approved build model components with
cheaper onesto increase their margin per
cartridge.

In 2012, we thought we had the solution.
After evaluating and approving a product-
build, we would bring all containersinto
afacility in North America and test al
cartridges before they were packed into
Cartridge World branded packaging for our
franchise owners.

The theory was great and the outcome
for our franchise owners should have been
perfect: high-quality, fair-priced, and I P-
indemnified cartridges. Goodbye bad and
ugly; hello good.

The plan was an unmitigated disaster. On
average, we rejected 22 percent of product
due to poor print (and sometimes as high as
80 percent). We had massive, debilitating
stockouts and increased processing costs for
the test center.

On yet another occasion, we became so
confident with a couple of vendors that we
had the cartridges molded in the corporate

Mark Pinner

Cartridge World blue and yellow—
only to have 100 percent of thefirst
testing container fail.

Thankfully, everything changed in
2016 when Dr. Richard Yu of Suzhou
Golden Green Technologies set up the
Cartridge World Global Procurement
Center (CW-GPC) in the epicenter
of the aftermarket manufacturersin
Zhuhai, China. Staffed with industry-
leading technical, procurement, and
quality management individuals, our
GPC procurement team—armed with
local knowledge—began sourcing
products from local vendors using our own
build-specific component specifications.
Today, our GPC quality team carries
out what we call our “triple” quality check
where:

» quality teams check products during
production and after production;

« further sampling is carried out once
the order has been completed and is only
released to our Zhuhai-based GPC warehouse
once when the shipment passes testing;

* A third sampling is carried out once
the order arrives at the GPC and products
that pass are Cartridge World branded and
packaged for containers and shipped across
the world to our distribution partners.

Since the China-based GPC started
providing our network with ink and toner
cartridges,
our
franchise
owners have
enjoyed a
very low
1.72 percent
average
fallurerate,
and that is
definitely
good. M

Chief Executive Officer of North America & Global Chief Technology Officer

We are looking for area devel opers, re-sellers, and master franchisees across the world to sell Cartridge
World products and services. If you are interested in joining our new franchise concept and global
brand, as well as having access to our Premium Series triple checked cartridges, contact us today.
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The aftermarket in Latin Americais
undergoing a consolidation process,
especially in the more mature countries
such as Brazil, Mexico, Colombia and
Argentina. We are seeing less rotation
of large distributors, many of which
were active in the market a decade or
more ago.

This consolidation is even more
evident in large urban centers as
vendors seek an increase in profitability
and in turnover thanks to the new
price war brought on by the new built
cartridges and supplies from China.

The truth is that the aftermarket’s
share of the supplies market has not
significantly increased its share over the
originals. The cake is being divided into
the same sized proportions. Customers
simply rotate between the different
distributors according to who can best
respond to their economic, quality or
time needs.

Does that mean all is said and done?
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Certainly not. There are still great
opportunitiesin Latin America. It may
not be the industry’ s golden era but
there are still healthy options to explore
new business opportunities.

In this scenario, it is not easy to seek
strategic alliances or new distribution
channels. Ignorance, geographical and
cultural distances, uncertainty about
payment compliance, respect and
promotion of the brand, are several
of the many unknowns. Is the best
candidate the one who has the biggest
or the most luxurious car?

How to design a good partner ship

An aliance is not only commercial:
it also implies a personal relationship.
Not every candidate is the right one,
even if they promise arain shower of
containers.

Asafirst step, it is necessary for the
Chinese manufacturers to:

- look for a competent seller, who

can interpret the local conditions to sell
your product;

- get information about the reputation
of the potential distributor;

- know the other products a seller
represents, which will speak alot for
themselves;

- ensure there are no conflicts with
the products you sell;

- establish an agreement detailing
responsibility regarding prices,
advertising and promotion, market
research, storage and distribution;

- consider financial solvency of the
potential distributor; and

- know the market share for each
product category and how the products
will be treated within the overall
portfolio.

Exclusive or authorized distributor ?

Those Chinese companies looking for
adistributor of their own brand, face
the unknown of defining the degree



of exclusivity that the distributor
will provide. Will the distributor be
exclusive and be given the official
authorization?

| recommend the first, renewable
agreement should have term no longer
than 12 months. This allows both
parties to learn more about each other
and to define the business model.

Whereisthe Cheese?

The Latin consumables market tends
to be more healthy in those cities that
are removed from the larger centers.
The volumes are still attractive but
the price war is not so intense and the
distributor can be more trustworthy.
The cities of the interior also need
reliable suppliers that can provide
commercial and technical support. They
are aware that their location forces
them to pay higher prices. It is quite a
complex task for any local entrepreneur
to develop an efficient network of

commercial agreements, which implies
an investment in logistics, travel and
time. Thisis akey aspect that should be
evaluated before making an agreement.

Local logistics

The global market tends to have,
erroneously, a homogeneous outlook
on Latin America. Just because most
contries have Spanish as their national
|language does not mean they have the
same character. To think that is naive
and could be arecipe for disaster. Each
country has its own specific political,
economic and cultural characteristics.

Take note China: thereis no silver
bullet for thisindustry that allows a
single distributor to reach the entire
region. The few distributors that have
been successful in developing sales
logisticsin several Latin countries
have always achieved this through
agreements with local companies and
not through direct sales. Beware of

anyone who offers to cover multiple
countries within the continent without a
local base in each of them.

A commercial and technological
partner

Whatever the product or service
offered (toners, inks, parts, finished
goods), you should not lose sight of
the technical nature of the sale. It is
necessary for both companies to develop
together technologically if commercial
development isto be achieved. It is
essential that all personnel be suitably
trained and well-versed in all the
products and their characteristics. ll

Gustavo Moalinatti holds a degree in architecture from
the University of Buenos Aires, Argentina. As publisher
of Guia del Reciclador—a Spanish language trade
magazine first published in 2002 for the Latin American
printer cartridge aftermarket—nhe has organized more
the 20 technical and MPStraining eventsin several
countriesincluding Brazl, Argentina, Colombia,
Venezuela, Chile & Perti. For more information please
contact info@guiadelreciclador.com or visit www.
blogdel delreciclador.com
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Steve Weedon

Ostriches: Pull Your Head Out

See what is really going on.

“Some of us are busy
and some of us are busy
complaining.” This quote
from Debasish Mridha
aptly sums up the state of
the consumables industry
at this point in time.

Valid complaints
areal well and good,
adistraction from the
main business of the day
perhaps, but when valid,
complaining in the correct
way can achieve results
that produce a benefit.
If an OEM genuinely
believes that its Intell ectual
Property Rights are being
infringed then making formal complaints,
suing the suspected offender, does often
lead to a settlement that rights the wrongs.

All too often, however, threats and law
suits are driven by an emotional red mist
in front of the offended party’s eyes. No
matter the truth, the facts or indeed how
little evidence was accumulated, such blind
rage demands action.

Strike first and ask questions later.

It is acommon tactic seen as delivering
only an upside. The damage is already
done against the accused as soon as the
first publication sniffs out the juicy morsel
and plastersit across their “breaking online
news’ column. Customers become fearful
and wander off to find other, lower profile
suppliers. Of course, that is why the tactic
works and is favored by OEMs particularly
with chip complaints. Eventually, technical
expert opinions take precedence, the red
mist evaporates, logic and common sense
prevail, and in many cases the OEM looks
for adeal to walk backwards without
getting apublic red face. It's called a
“voluntary dismissal”.

Now, we have all sorts of groups
using similar tactics. That red mist is
everywhere. It is caused by fear: fear of
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changes that are happening in our industry
and its knock-on effect to the traditional
way of business. Run away and hope
“China’ does not affect your business or
run towards “ China” and see what it can
do for you. | recommend the latter. But a
third option taken by many, would be to
bury your head in the sand like an ostrich.
The ostrich approach is simple enough.
Find other ostriches, group together and
complain as loudly as possible, without all
the facts or worse, knowingly create fake
news.

“Remanufacturing is the only option for
the future. Everything from Chinais bad
quality, cheap and infringing.” “Chinese
manufacturers use toxic materials. Chinese
manufacturers all fail DecaBDE safe EU
levels.” These chants are on the basis that
if oneisdoing it, then they are all doing
the same. What nonsense!

The ostriches flock together, red mist in
front of the entire herd and because it suits
their argument, they band ALL Chinese
firms together and label them ALL as bad,
toxic producing, low quality, IP infringers
who do not comply to EU or USA rules.

If they argued “afew Chinese
manufacturers are world class, high quality
producers who have their own Intellectual

Property portfolios and have
invested mega millions for
many yearsinto |IP and are
good companies, BUT all
the rest are scumbags’ their
complaints would fall on
deaf ears.

One US publisher
knows no boundsand is
completely anti-China,
since the propaganda
supports the ostrich herd.
Actually, it weakens their
arguments even more.

| understand the red mist,

losing sales and cartridge

volumes to online stores
fed by Chinese NBC manufacturers who
disregard IP and sell only on alowest
price strategy. It's bad for everyone. The
OEMs need to make the formal complaints
and sue them if they have cause to do so.
The nonsensical white papers, articles and
speeches churned out by the ostrich herd
continue to tar and feather al Chinese
manufacturers alike. Their transparent
propaganda and invalid complaintstry to
render all new built cartridges as being
illegitimate. It is afalse, weak argument,
yet it will never stop the legitimate Chinese
manufacturers.

As Shakespeare put it, “the lady doth
protest too much, methinks.”

Ostriches, lift your heads and see what is
really going on. Patent Safe Compatibles
(PSC's) are legitimate, have better quality
and provide greater profits!

Steveis an award winning CEO who has held senior
management positions at various OEMs as well as Katun
Corp and SCC. He was the original founder of The
Recycler Magazine and of trade showsin Europe. He
also established Static Control's Worldwide Subsidiaries
and relocated to the US to become executive vice
president. Steve headed up the global Cartridge World
network after it wasacquired in 2016.
<steveweedon@utec.com.mo>



David Gibbons

A Misplaced Australian in China

A good friend and
highly-respected authority
recently introduced me at
an international forum we
were attending. He was
trying to best describe
how, and why, | left my
Australian homeland eight
years ago to settle in the
global heartland of the
printing supplies industry
in Zhuhai, China.
The movewas a
daunting one, and he,
among many others,
wondered how | would
cross the cultural divide.
And if | would stay. Like many, | was
convinced by propaganda that the Chinese
led the world in human rights abuse, that
it was dictatorial, and the 1.415 billion
people living here have no freedom and are
incredibly poor.

Not true. | had to learn quickly that
many lies have been told about Chinain
the past. And still are being told.

People here are wealthier than they were
eight years ago when | first arrived. The
middle class now numbers 400 million—
more than the entire population of the
U.S,—and many drive the latest model
BMWs, Mercedes, Audis and Teslas.
General Motors sold 175,489 Cadillac-
brand carslast year in China, making
Chinasurpassthe U. S. as the premium
brand's largest market worldwide. China
isthe biggest global market for three
major U.S. automakers. In 2017, Buick
sold 1,229,804 cars in China, Ford sold
951,396 and Chevrolet sold 538,671—all
manufactured in Chinawith profits going
back to the U.S.

Similarly, U.S.-based Boeing predicts
that Chinese airlines combined will buy
7,690 new planes worth $1.2 trillion over
the next two decades. That will further

boost the U.S. economy unless the “trade
war” sends the Chinese off to Airbus
instead.

Sure, like anywhere else in the world,
the poor are never far away from you.
However, here in China, the cultural
expectation is not to beg, but to find a task
to earn some money. Many find themselves
acart and collect recyclable paper,
cardboard, plastics and metals. Many have
asmart phone in hand as they tow their
over-sized loads.

The Chinese have immense respect and
pride for their leader Xi JinPing. They
would rather have him than many other
choices of leader offered by western
democracies. Government is viewed like
the grandfather sitting at the family Sunday
table who is revered and respected because
he has the best interests of the family at
heart. Sure, Chinais tough on gambling
(casinos are banned in mainland China),
pornography, drugs, guns and crime.

Militarily, it'simportant to note the
U.S. has not won any wars or military
interventions since World War 1. Instead
it has suffered major defeats or created
messes that it struggles to get out while
spending trillions of dollars (mostly added
toitsnationa debt). China, conversely has

invested those trillions into
building infrastructure, the
fastest trainsin the world,
landing a probe on the
dark side of the moon and
building better cities.

Do you remember where
you were at the time of
the Tiananmen Square
protestsin 198971 do.
And | remember how we
collectively accused China
of abusing human rights.

Y et more Americans
have died from gun
violence in the last 50
yearsthan in all of the warsin American
history. Since 1968, more than 1.5 million
Americans have died in gun-related
incidents, according to data from the U.S.
Center for Disease Control and Prevention.
40,000 last year alone. Amnesty
International is addressing it as the human
rightscrisisitis. Yet Americans refuse to
give up their guns.
| can walk the streets at night in many
large Chinese cities with no fear at all.

Inventiveness and diligence are in the
very DNA of the Chinese. They will
find awork-around solution to meet
your manufacturing needs. They will cut
corners and find quicker, cheaper waysto
fulfil your requests. Y ou do, like anywhere
else, have to manage this and apply al due
diligenceif you want ongoing satisfaction.
We should not reject Chinafor al the
preconceived opinions we may still hold.

It will probably be ten years before
| venture back home to Australia
permanently, so why do | stay? Because
of the opportunities China presents. Itis
aplace where an inventor’s dream can
be easily realized. And made profitable.
There may be opportunities here that
can earn you money and help make your
dreams come true too. M
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Tricia Judge

Working Towards a Better Future Together

The greatest benefit of being a member in an association is the networking and camaraderie

that goes on among members.

Much was said last month
about industry associations
in these pages. However,
the folksin the International
Imaging Technology Council
(Int'l ITC) were till talking
after deadline. | thought
it important to share their
thoughts.

Some business owners
might say their scheduleis
demanding enough, thank
you very much, and the
thought of adding one more
commitment to their busy
calendar is unbearable. Then
there is the added expense,
which, while nominal, may
prove a burden at a particular moment in
time. So why should they try to cram time
into their already-hectic schedulesto join
an industry association or other professional
organization?

Because membership in an industry
association offers numerous benefits and will
keep business owners on top of important,
ever-changing issues, trends and legislation
within their marketplace. Many professionals,
however, believe the greatest benefit of being
amember in an association is the networking
and camaraderie that goes on among
members.

Some Int’l ITC members have maintained
their membership for decades, and others
have gone even further and been board
members for the same period. Last month, |
wrote about the reasons for membership. As
its executive director, | am in touch with the
information and issues that flow through here
daily, so my enthusiasm is understandable.

That’swhy | am turning the column
over to some of my member sthis month:

“Being asmall company, it's important
to me to be part of an association. It helps
me make sure | am aware of industry trends.
The trade shows are great, but they tend to
focus on the bigger dealers. | go to them to

meet friends and new contacts and hopefully
learn and share someideas. | feel that |
make a difference and the association helps
validate that. Looking forward to working
with the Int'l ITC and a prosperous 2019 for
everyone!”

—Jim Vitiello, President, CEO,
Datasource, Ink, Illinois, USA

“We belong because of the certification and
initial training. We see some hids now that
require that. We also belong because we feel
it's good for the industry to standardize as
much as possible and because of all the work
you do and your association does to help
protect our rights and keep us informed about
what's going on in the industry.”

—XKirk Peck, LaserCycle USA,

Louisville, USA

Here are thoughts from
founding members:

“Static Control is proud to be a member
of the inner circle of the Int'l ITC. Static
Control has long understood the importance
of bringing the industry together to help
tackle the issues that remanufacturers face
around the globe. As a united group, we can
work together to increase the recognition
of remanufactured goods from government

agencies and private
businesses, along with
continuing to build the
reputation of high quality
thanks to STMC-certified
cartridges.”

—FErwin Pijpers,
Senior Vice President,
Static Control
Components, North
Carolina, USA

“At the end of the day,
if you are not willing to
support your own industry,
whois? Thelnt'| ITCis
the voicefor all legitimate
cartridge remanufacturers
around the world.”

—Jeff Bendix, President/CEQ,
Bendix Imaging, South Dakota,
USA

| hope you are inspired to spend some time
with industry friends (or competitors), al
to help the marketplace better. No matter
where you reside, the Standardized Test
Method (STMC) Committee, ASTM F05
Business Imaging Products and your regional
trade association are looking for members. |
promiseyou'll get more out of it than you put
in. @

Judge has served as the executive director of the
International I maging Technology Council, a
not-for-profit trade association serving imaging
supplies remanufacturers and dealers, for

17 years. Judge was the executive editor of
Recharger magazine. A lawyer for 30 years,
Judge also has litigation experience. Judge's
work has been published in Recharger magazine,
and several other industry magazines, and has
won critical acclaim for her writing and industry
advocacy. She has assisted in the preparation of
six friend of-the-court briefs. Judge has presented
the position of theindustry to the I nternational
Trade Commission. She can be contacted by
email at tricia@i-itc.org
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