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Digital Music In China in
2018
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96% of the consumers in China are
listening to licensed music

Source: [FPI Music Consumer [nsight Report 2018
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Digital Music in China Few Years
ago

2006 : AR RRIB K
the largest physical pirate market and growing internet
piracy

2008: FFIERZE

serious market growth shackled by a rampant online piracy
rate
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Reasons behind the Change of Copyright Environment in

China
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e Timing: the generation of digital music
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e Key: guidance and governance from Chinese authorities
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e Core: support of licensed music from consumers to market

players
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The Generation of Digital Music in China
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e Roughly since 2010, we have seen a
steady growth of internet users in
China thanks to the popularity of
smartphones and mobile internet.
Consumption of digital music has
become a trend ever since.

Number of internet users in China
(in 100 million)

7.1

4.6
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 Synchronously, the global market
scale of digital music gross value

nearly doubled from 4.3 billion USD P RN X N N e N ST
in 2009 to 7 billion USD In 2015.
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Milestone Guidance and Governance from Chinese Authorities (1/4)
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e On December 14, 2010, Ministry of Culture of China announced that it
will immediately reinforce its regulation and elimination of online
music websites with illegal content in order to safeguard the copyright
environment of digital music market in China. As a result, a large
number of online music websites who used to have enormous visit traffic
was shut down in succession. What’ s more, the largest online music
search engine of that time, who has repeatedly been criticized by
domestic and international public opinion for its long—term connivance
of pirate music content, has announced to start its self-rectification.
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Milestone Guidance and Governance from Chinese Authorities (2/4)
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* National Copyright Administration of China on July 8, 2015 issued a
“Notice on Ordering Online Music Service Providers to Stop the
Dissemination of Unauthorized Music Works”, ordering the providers to
cease the provision of unauthorized music works with a deadline on the
very last day of July in 2015. This documentation has been universally
considered as the harshest one in Chinese music history.
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Milestone Guidance and Governance from Chinese Authorities (3/4)
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e State Administration of Press, Publication, Radio, Film and Television
on November 17, 2015 issued the “0Opinions on Vigorously Promoting the
Development of the Music Industry in China”, with a focus on copyright
protection and market regulation as a safeguarding measure. To be
specific, the documentation includes pushing forward the third amendment
to the Copyright Law of P.R.C., reinforcing the copyright protection of
all music content with a focus of digital music content and severely
cracking down on infringement and piracy of unauthorized dissemination
of music content.
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Milestone Guidance and Governance from Chinese Authorities (4/4)
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 For several years in a row, Chinese authorities have been proactively
running a campaign called “Jianwang” against online copyright
infringement. The campaign, jointly launched by the National Copyright
Administration of China, the Cyberspace Administration of China, the
Ministry of Industry and Information Technology and the Ministry of
Public Security, usually lasts longer than four months in every year.
Supporting anti—piracy efforts and cracking down copyright infringement
constitute a significant part of the yearly campaign. During the
campaign, service providers will be pushed to enhance their internal
copyright supervision systems and overall compliance with regard to
copyright protection. -
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Support of Licensed Music from Consumers to Market Players
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The concept of anti—piracy in China is getting gradually recognized by Chinese
consumers. With the help of a higher percentage of licensed digital content,
the younger generation in China is forming the recognition towards licensed
content and respect of creation and innovation.
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Under the coordination and urging of the National Copyright Administration of
China, the major domestic digital music service providers, major music labels
and certain copyright companies jointly signed the "Declaration on Self-
discipline of Digital Music Copyright Protection” to promote the wide range
licensing and orderly dissemination of music content.
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Tencent Music Entertainment
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Role and Mission of TME (1/4)
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» Tencent was among the very first online music providers to provide licensed music and

start its anti—piracy efforts in China dating back to the release of its first stand-
alone product QQ Music.
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e In 2013, Tencent teamed up with 7 music labels to form the “Digital Music Copyright

Protection Alliance” and cooperated with hundreds of well-known artists to launch
campaigns calling on Chinese consumers to pay respect to intellectual property rights.
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o Starting from 2014, Tencent Music established copyright strategic cooperation
relationship with Warner Music, Sony Music and later Universal Music.
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Role and Mission of TME (2/4)
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Starting from 2013, Tencent has started the package cooperation with the one and only
publishing rights collective management organization in Mainland China, Music Copyright
Society of China, taking the advantage of rich managerial experience of the collective
management organization to form better copyright protection.
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The bilateral cooperation not only consolidates legitimate licensing of publishing
rights for digital music on Tencent platforms but also has far-reaching influences
including: i) forming joint efforts in cracking down online infringement and keep the
Internet under the governance of law; ii) raising the sense of compliance and copyright
protection by organizing roundtables or seminars with related parties in the music
industry; iii) spreading the concept of copyright protection to a wider coverage of
Chinese consumers. |
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Role and Mission of TME (3/4)
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e In 2015, Tencent took the lead to sublicense 1.5 million songs to NetEase Music, which was later
considered as a positive signal of the start of music sublicensing in China. In the following
years, Tencent reached similar sublicensing agreements with Ali Music, Taihe Music, Changba,
Yingke, Kuaishou, Apple Music, Spotify, KKBOX and others, totaling more than 10 other digital music
providers.
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e In 2017, Tencent Music Entertainment, Ali Music, and NetEase Music have successfully agreed on
cross licensing of digital music with each other following the guidance of National Copyright
Administration of China, which contributes to a highly competitive but widely open industrial
environment of digital music with 99% of the digital music content can be accessed by Chinese
consumers through any of the major providers. Such practice has led to a wider range dissemination
of digital music on the basis of adequate music licensing, and also facilitated the practical
consumer needs of listening to music using as few Apps as possible.
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Role and Mission of TME (4/4)
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e Tencent Music Entertainment has developed and established a technical platform to achieve automatic
copyright management of music library with tens of millions tracks capability, some of the
functions include:
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automatic analysis and library access through ddex protocols on a large scale basis.
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automatic scanning and screening of sensitive and inappropriate content based on given commands.
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intelligent early warning of expiring license and automatic removal of content under an expired license.
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intelligent management of sublicensing records and content distribution capabilities.
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complete records of copyright information, such as licensor information, licensing term, licensing territory, share of
rights, songwriter information, performer information, ISRC, UPC, ISWC and etc.
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Social Responsibility of TME
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Respect laws and regulations; make consistent anti—piracy efforts
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Fngage in active competition; form an open licensing environment
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Focus on consumer welfare; give back to music industry
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