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ANTICOUNTERFEITING CONSUMER
PROTECTION ACT OF 1995

THURSDAY, DECEMBER 7, 1995

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON COURTS AND
INTELLECTUAL PROPERTY,
COMMITTEE ON THE JUDICIARY,
Washington, DC.

The subcommittee met, pursuant to notice, at 10:05 a.m., in room
B-352, Rayburn House Office Building, Hon. Carlos J. Moorhead -
(chairman of the subcommittee) presiding.

Present: Representatives Carlos J. Moorhead, F. James Sensen-
brenner, Jr., Bob Goodlatte, and John Conyers, Jr.

Also present: Thomas E. Mooney, chief counsel; Joseph V. Wolfe,
counsel; Jon Dudas, assistant counsel; Veronica Eligan, secretary;
Betty }Vheeler, minority counsel; and Stephanie Peters, minority
counsel.

OPENING STATEMENT OF CHAIRMAN MOORHEAD

Mr. MOORHEAD. The Subcommittee on Courts and Intellectual
Property will come to order.

Today, the subcommittee is conducting a hearing on H.R. 2511,
the Anticounterfeiting Consumer Protection Act of 1995. I would
like to commend my friend and colleague from Virginia, Mr.
Goodlatte, for his leadership in introducing this bill, which is co-
sponsored by Chairman Hyde, Ranking Minority Member Conyers,
myself, and several members of the subcommittee. A companion
bill in the Senate, S. 1136, was unanimously approved by the Sen-
ate Judiciary Committee on October 26.

Current law recognizes that a problem of criminal trademark
and copyright counterfeiting exists but does not do enough to deter
and prosecute counterfeiters. Criminal counterfeiting has risen to
a new level. In 1982, the cost of U.S. piracy to U.S. industries was
approximately $5.5 billion. Today, American businesses lose 35
times that amount, more than $200 billion a year.

The combination of high profits and low risk of prosecution has
made trademark and copyright counterfeiting a favorite activity of
organized crime syndicates. Law enforcement agents from the U.S.
Customs Service have said combating criminal activity connected to
counterfeiting is starting to look like attacking the drug trafficking
problem.

These same agents recently coordinated raids in New York and
Los Angeles that netted $27 million in counterfeit merchandise and
supported indictments of 43 members of a Korean crime syndicate.

(1
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We are happy to have Mr. Steve Walton here today to answer our
questions about this and similar experiences of the Customs Serv-
ice.

The price of counterfeiting goes well beyond lost revenues and
damaged business reputations; it can cost lives. Several fatal auto-
mobile, airplane, and helicopter crashes have been associated with
faulty counterfeit machine parts. Name-brand prescription and
over-the-counter drugs have also been counterfeited. Millions of
bogus pills containing inferior, or even harmful, ingredients have
been distributed to unsuspecting consumers who intended to pur-
chase medicine.

Searle discovered the distribution of more than 1 million bogus
birth control pills after several women complained of unusual
bleeding. Tylenol, Advil, Tagamet, Ceclor, and Zantac are all other
famous name-brand pharmaceuticals that have been counterfeited.
We will hear today from Ms. Angela Small on how toymakers are
concerned that cheap knockoffs present choking hazards and may
contain toxic paints or dyes.

H.R. 2511 proposes key amendments to both criminal and civil
laws in response to the growing threat to criminal counterfeiting.
It improves the ability of law enforcement officers to detect and ar-
rest counterfeiters. It also allows for meaningful prosecution of all
levels of a criminal organization involved in the counterfeiting.

H.R. 2511 provides for civil fines against importers of seized
counterfeit goods, and it allows trademark owners the option of
statutory damages in civil cases. The bill also allows trademark
owners to review appropriate shipping information to determine
whether the cargo contains counterfeited goods.

Finally, this bill ensures that seized counterfeit goods are de-
stroyed rather than returned to the importer for reshipment to an-
other port of entry.

Once again, I support H.R. 2511, the Anticounterfeiting
Consumer Protection Act of 1995, and I thank the gentleman from
Virginia for introducing it.

[The bill, H.R. 2511, follows:]
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To control and prevent commercial counterfeiting, and for other purposes.

IN THE HOUSE OF REPRESENTATIVES

OCTOBER 19, 1995

Mr. GOODLATTE (for himself, Mr. HYDE, Mr. CONYERS, Mr. MOORHEAD, Mr.
McCoLLun, Mr. FRANK of Massachusetts, Mr. GEKaS, Mr. SMITH of
Texas, Mr. COBLE, Mr. CANADY of Florida, Mr. BONO, Mr. HEINEMAN,
Mr. FLANAGAN, and Mr. DAvIS) introduced the following bill; which was
referred to the Committee on the Judiciary

A BILL

To control and prevent commercial counterfeiting, and for
other purposes.

—

Be it enacled by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
SECTION 1. SHORT TITLE.

This Act may be cited as the “Anticounterfeiting
Consumer Protection Act of 1995”.

SEC. 2. COUNTERFEITING AS RACKETEERING.
Section 1961(1)(B) of title 18, United States Code,

is amended by inserting “, section 2318 (relating to traf-

O 00 N N e W N

ficking in counterfeit labels for phonorecords, computer
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1 programs or computer program documentation or packag-
2 ing and copies of motion pictures or other audiovisual
3 works), section 2319 (relating to eriminal infringement of
4 a copyright), section 2320 (relating to trafficking in goods
5 or services bearing counterfeit marks)”’ after ‘“sections
6 2314 and 2315 (relating to interstate transportation of
7 stolen property),”.
8 SEC. 3. APPLICATION TO COMPUTER PROGRAMS, COM-
9 PUTER PROGRAM DOCUMENTATION, OR
10 PACKAGING.
11 Section 2318 of title 18, United States Code, is
12 amended—
13 (1) in subsection (a), by inserting ‘“a computer
14 program or computer program documentation or
15 packaging or’' after “copy of”’;
16 (2) in subsection (b)(3), by inserting “‘com-
17 puter program,”” after ¢ ‘motion picture,””’; and
18 (3) in subsection (¢)(3), by inserting ‘‘a copy of
19 a computer program or computer program docu-
20 mentation or packaging,” after ‘“‘enclose,”.

21 SEC. 4. TRAFFICKING IN COUNTERFEIT GOODS OR SERV-
22 ICES.
23 Section 2320 of title 18, United States Code, is

24 amended by adding at the end the following:

HR 2511 IH
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‘“(e) Beginning with the first year after the date of
the enactment of this subsection, the Attorney General
shall include in the report of the Attorney General to Con-
gress on the business of the Department of Justice pre-
pared pursuant to section 522 of title 28, on a district
by distriet basis, for all actions involving trafficking in
counterfeit labels for phonorecords, copies of computer

programs or computer program documentation or packag-

O 00 ~1J O th &~ W N

ing, copies of motion pictures or other audiovisual works

10 (as defined in section 2318 of title 18), eriminal infringe-
11 ment of copyrights (as defined in section 2319 of title 18),
12 | or trafﬁckihg in goods or services bearing counterfeit
13 marks (as defined in section 2320 of title 18), an account-
14 ing of—

15 “(1) the number of open investigations;

16 “(2) the number of cases referred by the United
17 States Customs Service;

18 “(3) the number of cases reférred by other
19 agencies or sources; and

20 ‘“/(4) the number and outcome, including settle-
21 ments, sentences, recoveries, and penalties, of all
22 prosecutions brought under sections 2318, 2319,
23 and 2320 to title 18.”.

*HR 2511 IH
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SEC. 5. SEIZURE OF COUNTERFEIT GOODS.

Section 34(d)(9) of the Act of July 5, 1946 (com-
monly known as the Lanham Act) (15 U.S.C. 1116(d)(9))
is amended by striking the first sentence and inserting the
following: “A court may order the seizure of an aireraft,
vehicle, or vessel used in connection with a violation of
this Act. The court shall order that service of a copy of

the order under this subsection shall be made by a Federal

O 00 N O i b W N =

law enforcement officer (such as a United States marshal

—
(=]

or an officer or agent of the United States Customs Serv-

—
o

ice, Secret Service, Federal Bureau of Investigation, or the

Pt
N

United States Postal Service) or may be made by a State

p—
w

or local law enforcement officer, who, upon making serv-

o
PN

ice, shall carry out the seizure under the order.”.

—
w

SEC. 6. DISPOSITION OF MERCHANDISE BEARING COUN-

it
(=)}

TERFEIT AMERICAN TRADEMARK AND CIVIL

—
~

PENALTIES.

—
oo

Title VI of the Act of July 5, 1946 (commonly known
as the Lanham Act) (15 U.S.C. 1114 and following) is

[
(=2 ]

amended by inserting after section 34 the following:

304
—

“SEC. 34A. (a) Any merchandise bearing a counter-

(3]
[\S]

feit mark (as defined in section 45) imported into the

(30
w

United States in violation of section 42 shall be seized by

N
y S

the appropriate Federal official and, in the absence of the

N
W

written consent of the trademark owner, forfeited. Upon

[so]
[=,}

seizure of such merchandise, the appropriate official shall

HR 2511 IH
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1 notify the owner of the trademark, and shall, after forfeit-
2 ure, destroy the merchandise. Alternatively, if the mer-
3 chandise is not unsafe or a hazard to health, and the offi-
4 cial has the consent of the trademark owner, the appro-
5 priate official may obliterate the trademark where feasible
6 and dispose of the goods seized—
7 “(1) by deliverv to such Federal, State, and
8 local government agencies as in the opinion of the
9 appropriate official have a need for such merchan-
10 dise;
11 “(2) by gift to such eleemosynary institutions
12 as in the opinion of the appropriate official have a
13 need for such merchandise; or
14 “(3) more than 1 year after the date of forfeit-
15 ure, by sale by appropriate officials .at public aue-
16 tion, except that before making any such sale the of-
17 ficial shall determine that no Federal, State, or local
18 government agency or eleemosynary institution has
19 established a need for such merchandise under para-
20 graph (1) or (2).
21 “(b)(1) Any person who directs, assists financially or

22 otherwise, or is in any way coneerned in the importation
23 of merchandise for sale or publie distribution that is seized

24 under subsection (a) shall be subject to a civil fine.

*HR 2511 IH
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1 “(2) For the first such seizure, the fine shall be equal
to the value that the merchandise would have had if it
were genuine, according to the manufacturer’s suggested

retail price, as determined under regulations prescribed by

2
3
4
5 the Secretary of the Treasury.
6 “(3) For the second seizure and thereafter, the fine
7 shall be equal to twice the value that the merchandise
8 would have had if it were genuine, aceording to the manu-
9 facturer’s suggested retail price, as determined under reg-
10 ulations prescribed by the Secretary of the Treasury.
11 “(4) The imposition of a fine under this subsection
12 shall be within the diseretion of the court, and shall be
13 in addition to any other civil or eriminal penalty or other
14 remedy authorized by law.”.
15 SEC. 7. RECOVERY FOR VIOLATION OF RIGHTS.
16 Section 35 of the Act of July 5, 1946 (commonly
17 known as the Lanham Act) ( 15 U.S.C. 1117), is amended
18 by adding at the end the following:
19 “(e) In a case involving the use of a counterfeit mark
20 (as defined in section 34(d)) in connection with the sale,
21 offering for sale, or distribution of goods or services, the
22 plaintiff may elecf, at any time before final judgment is
23 rendered by the trial court, to recover, instead of actual
24 damages and profits under subsection (a), an award of

25 statutory damages for any such use in the amount of—

*HR 2511 IH
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1 “(1) not less than $500 or more than $100,000
2 per counterfeit mark per type of goods or services
3 sold, offered for sale, or distributed, as the court
4 considers just; or
5 “(2) 1if the court finds that the use of the coun-
6 terfeit mark was willful, not more than $1,000,000
7 per counterfeit mark per type of goods or services
8 sold, offered for sale, or distributed, as the court
9 considers just.”.
10 SEC. 8. DISPOSITION OF EXCLUDED ARTICLES.
11 Section 603(e) of title 17, United States Code, is
12 amended in the second sentence by striking “as the case
13 may be;” and all that follows through the end and insert-
14 ing “as the case may be.”.
15 SEC. 9. RECORDKEEPING REQUIREMENTS.
16 Section 42 of the Act of July 5, 1946 (commonly
17 known as the Lanham Aect) ( 15 U.S.C. 1124) is
18 amended—
19 (1) by inserting ““(a)” after “SEC. 42.”; and
20 (2) by adding at the end the following:
21 “(b)(1) The owner, registrant, or authorized user of
22 a trademark registered under this Act, and any authorized
23 agent or representative thereof, shall be entitled to obtain
24 from the appropriate Federal officers in a timely manner

*HR 2511 IH
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1 the following information when contained in a vessel or

2 aireraft manifest:

3 “(A) The name and address of each importer or
4 " consignee and the name and address of the shipper
5 to such importer or consignee, unless the importer
6 or consignee has made a biennial certification, in ae-
7 cordance with procedures adopted by the Secretary
8 of the Treasury, claiming confidential treatment of
9 such information.

10 “(B) The general character of the cargo.

11 “(C) The number of packages and gross weight.
12 “(D) The name of the vessel or aircraft.

13 “(E) The port of loading.

14 “(F) The port of discharge.

15 “(G) The country of origin of the shipment.

16 ~ “(2) The documentation relating to the entry into the

17 United States of imported merchandise shall contain such
18 information as may be necessary to determine whether the
19 merchandise bears an infringing trademark in violation of
20 subsection (a) or any other applicable law, including a

21 trademark appearing on goods or packaging.”.

O

+HR 2511 IH
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Mr. MOORHEAD. The gentleman from Virginia.

Mr. GOODLATTE. Thank you, Mr. Chairman.

I want to thank you for holding this hearing on the
Anticounterfeiting Consumer Protection Act of 1995, which I intro-
duced in the House of Representatives on October 19. I greatly ap-
preciate your strong support of this important legislation which
will strengthen the ability of law enforcement to combat the rapidly
growing problem of counterfeited goods and services.

Now, I want to say that the reason I have all these consumer
products over here isn’t because we are getting close to Christmas
but to give some examples of this. But I think this is also a timely
time of the year to be talking about this because consumers should
be wary of what they buy, not only because they are getting coun-
terfeit products that cost the U.S. jobs but they are also getting un-
safe products, inadequate products, and I will get to some of those
in a moment.

Companion legislation, S. 1186, was introduced by Senator Hatch
and was recently reported out of the Senate Judiciary Committee
by unanimous consent and awaits consideration by the full Senate.
I am hopeful that H.R. 2511 will move as easily through the legis-
lative process in the House. Your scheduling this hearing certainly
speeds us well on our way.

No one should be fooled in believing that counterfeiting is just
a penny ante, victimless crime involving $5 fake Rolex watches and
Ray Ban sunglasses, not that they wouldn’t be concerned about this
problem. We will hear today from today's witnesses that it has a
huge price tag attached with over $200 billion in lost revenue each
year. We are talking about highly sophisticated criminal activity
involving billions of dollars, high-tech equipment, organized crime,
gangs, and terrorists.

Sadly, we are also talking about an activity that potentially
threatens the health and safety of every one of us. Many of you
probably saw this ad back in August voluntarily run nationwide by
a manufacturer of a popular antidandruff shampoo, Head and
Shoulders, warning consumers that counterfeits of their product
contain bacteria that could cause infection in users with weak im-
mune systems.

Here is the real thing. Here is the counterfeit. And quite frankly,
there is very little way for the consumer to tell the difference.

We have got to find tougher laws to get these off the market. The
only way you can tell these two containers apart is with the recy-
cling markings on the bottom of the bottle. The labels are nearly
identical.

Substandard counterfeit parts in automobiles and airplanes en-
danger travelers. This includes defective brakes. We have with us
two examples of brake shoes, one made properly by the legitimate
manufacturer out of metal, the other made out of a composite type
compressed wood that is clearly insufficient and defective and has
caused automobile accidents.

Counterfeit versions of medications in medical equipment threat-
en the sick. These criminals stop at absolutely nothing. Not even
our babies and children are safe from counterfeits.
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A counterfeit version of a popular infant’s formula was discov-
ered on store shelves in 16 States. This fraudulent formula had the
potential to kill children who may be allergic to it.

Ms, Angela Small is here to tell us about the problems that her
company, which manufactures the Mighty Morphin Power Rangers,
has had with counterfeits that threaten the safety of young chil-
dren. While rare, counterfeit toys are a problem to which every
parent must be attuned.

The job of parents playing Santa Claus each holiday season be-
comes increasingly more complicated. The economic impact of coun-
terfeiting is substantial. The reputation of legitimate companies
can be ruined because of a lack of consumer confidence resulting
when lower quality counterfeit goods are on the market.

The U.S. Customs Service estimates that 750,000 jobs were lost
due to foreign counterfeiting of U.S. products. In 1994, the U.S.
software industry lost more than $2.8 billion in piracy in North
America alone. Once sold primarily in the black market, counterfeit
software can now be found in retail stores fooling unwary cus-
tomers and stripping the producers and sellers of legitimate sales.

Just look at the wide variety of counterfeit software I have here.
Here is a genuine Microsoft Windows Program, including the
hologram seal on the back. Here is a counterfeit Microsoft Windows
Program with the hologram seal on the back. In fact, the hologram
has the Windows logo in the hologram. These were on shelves
shortly after the first legitimate sale and look how good the coun-
terfeits have become. It is virtually impossible to tell the difference
between the fake and the real thing, down to the hologram and cer-
tificate of authenticity.

One software disk was picked up by a software executive on the
street in China for about $6. This right here, has dozens of valu-
able software programs on it valued between $10,000 and
$20,000—complete programs, not just portions of them. This would
be an incredible loss of business to a number of different software
producers. Although this counterfeit was produce in Asia, similar
fakes are available throughout the United States.

Organized crime is cashing in on counterfeiting because the
chances of going to jail are slim. There are low risks and high prof-
its. These enormous profits can then be used to fund other criminal
activities such as extortion and drug smuggling. Most counterfeit-
ing is tied to other crimes.

Let’s look at this fake designer bag discovered during a raid by
the New Jersey State Police. Roughly 100 such handbags, cut open
between the outer material and inner lining, were discovered in a
shipment of more than 8,000 counterfeit bags worth over $400,000.
Drug sniffing dogs identified heroin residue that had leaked from
packets that had been inserted and sealed into the phony bags. It
appears that the bags imported from Korea had been loaded with
narcotics in Asia and smuggled into this country disguised as coun-
terfeit handbags.

Due to weak laws and inconsistent enforcement of existing laws,
counterfeiting provides a unique, relatively risk-free avenue for
them to pursue other activities such as drug trafficking. My legisla-
tion will make counterfeiting a more serious offense by increasing
criminal penalty and jail time for trafficking in counterfeit goods.
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It calls for greater involvement by all Federal law enforcement
agencies, including the FBI, U.S. Marshals, Secret Service, Post Of-
fice and Customs in combating counterfeiting. It will prevent seized
goods from reentering the marketplace by requiring those goods to
be destroyed. Existing statutes are strengthened and civil fines are
increased by taking them to the value of genuine goods.

In addition, statutory damage awards of up to $1 million per
trademark are provided. Product counterfeiting and piracy are out
of control. Criminals involved in this activity are increasingly more
sophisticated, organized, and ruthless. My legislation will give law
enforcement the tools it needs to make our fight against counter-
feiting as sophisticated and modern as the crime itself.

I welcome our witnesses and look forward to your testimony.

Mr. MOORHEAD. Thank you.

[The prepared statement of Mr. Goodlatte follows:]

PREPARED STATEMENT OF HON. BOB GOODLATTE, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF VIRGINIA

Mr. Chairman, I want to thank you for holding.this hearing on the
Anticounterfeiting Consumer Protection Act of 1995 which I introduced in the House
of Representatives on October 19. I also greatly appreciate your strong support of
this important legislation which will strengthen the ability of law enforcement to
combat the rapidly growing problem of counterfeit goods and services.

Companion legislation, S. 1186, introduced by Senator Hatch was recently re-
ported out of the Senate Judiciary Committee by unanimous consent and awaits
consideration by the full Senate. I am hopeful that H.R. 2511 will move as easily
through the legislative process in the House. Your scheduling this hearing certainly
speeds us well on our way.

No one should be fooled into believing that counterfeiting is just a penny ante,
victimless, crime involving five dollar fake Rolex watches and Ray Ban sunglasses.
We will hear from today’s witnesses that it has a huge price tag attached—with over
$200 billion in lost revenue each year. We are talking about highly sophisticated
criminal activity involving billions of dollars, high-tech equipment, organized crime,
gangs and terrorists.

Sadly, we are also talking about an activity that potentially threatens the health
and safety of every one of us.

Many of you probably saw this ad back in August, voluntarily run nationwide the
manufacturer of a popular antidandruff shampoo warning consumers that counter-
feits of their product contained bacteria that could cause infection in users with
weakened immune systems.

Substandard counterfeit parts in automobiles and airplanes endanger travelers.
Counterfeit versions of medications and medical equipment threaten the sick.

These criminals stop at absolutely nothing; not even our babies and children are
sate from counterfeits. A counterfeit version a popular infant formula, was discov-
ered on store shelves in sixteen states. This fraudulent formula had the potential
to kill children who may be allergic to it. Ms. Angela Small is here to tell us about
the problems that her company which manufactures the Mighty Morphin Power
Rangers has had with counterfeits that threaten the safety of young children. While
rare, counterfeit toys are a problem to which every parent must be attuned. The job
of parents playing Santa Claus this holiday season has become increasingly more
complicated.

The economic impact of counterfeiting is substantial. The reputation of legitimate
companies can be ruined because of the loss of consumer confidence resulting when
lower quality counterfeit goods are on the market. The U.S. Customs Service esti-
mates that 750,000 jobs were lost due to reign counterfeiting of U.S. products.

In 1994 the U.S. software industry lost more than $2.8 billion to piracy in North
America alone. Once sold primarily in black markets, counterfeit software can now
be found in retail stores, fooling unwary customers and stripping the producers and
sellers of legitimate sales.

Just look at the wide variety of counterfeit software I have here. Knockoffs of
Microsoft’'s Windows 95 were on the shelves shortly after the first legitimate sale—
and look how good the counterfeits have become. It is virtually impossible to tell
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the difference between the fake and the real thing—down to the hologram and cer-
tificate of authenticity.

One software disk, picked up by a software executive off the street in China for
about $6 contains software valued at between $10,000 and $20,000. Although this
counterfeit was produced in Asia, similar fakes are available throughout the U.S.

Organized crime is cashing in on counterfeiting because the chances of going to
jail are slim.

There are low risks and high profits. These enormous profits can then be used
to fund other criminal activity such as extortion and drug smuggling.

And most counterfeiting is tied to other crimes, just look at this fake designer
handbag discovered during a raid by the New Jersey state police. Roughly one hun-
dred such handbags cut open between the outer material and the inner lining were
discovered in a shipment of more than 8,000 counterfeit bags worth over $400,000.
Drug sniffing dogs identified heroin residue that had leaked from packets that had
been inserted and sealed into the phoney bags. It appears that the bags, imported
from Korea, had been loaded with narcotics in Asia and smuggled into this country
disguised as counterfeit handbags. Due to weak laws and inconsistent enforcement
of existing laws, product counterfeiting provides a unique relatively risk-free oppor-
tunity for criminals to pursue other activities such as drug trafficking.

My legislation will make counterfeiting a more serious offense by increasing crimi-
nal penalties and jail time for trafficking in counterfeit goods. It calls for greater
involvement by all federal law enforcement agencies including the FBI, U.S. Mar-
shals, Secret Service, Post Office and Customs in combating counterfeiting.

It will prevent seized goods from re-entering the marketplace by requiring those
goods to be destroyed. Existing statutes are strengthened and civil fines are in-
creased by pegging them to the value of genuine goods. In addition, statutory dam-
age awards of up to $1 million per trademark are provided.

Product counterfeiting and piracy are out of control. Criminals involved in this ac-
tivity are increasingly more sophisticated, organized and ruthless. My legislation
will give law enforcement the tools it needs to make our fight against counterfeiting
as sophisticated and modern as the crime itself.

I welcome our witnesses and look forward to your testimony.

Mr. MOORHEAD. There are still a few seats in there if you want
to find them so you don’t have to stand up.

We will have two panels this morning. Qur first witness will be
Mr. Philip J. Hampton II, who is the Assistant Commissioner for
Trademarks, for Patent and Trademark Office, U.S. Department of
Commerce. Until his nomination, he served on the board of gov-
ernors of the National Bar Association and as a member of its exec-
utive committee. He holds a bachelor’s and master's degree from
the Massachusetts Institute of Technology and a law degree from
the University of Chicago. We welcome Assistant Commissioner
Hampton.

Also here today is Mr. Steve Walton, the Deputy Assistant Com-
missioner, Office of Investigations, for the U.S. Customs Service.
Mr. Walton is responsible for the investigative, interdiction and in-
telligence services of the Customs Service. These missions include
investigating counterfeiting, drug smuggling, money laundering,
and other criminal operations. Mr. Walton is a graduate of the Uni-
versity of Maine, and he is a Navy veteran. Mr. Walton will not
be testifying, but he has graciously agreed to answer questions we
}nay have about his experiences with combating criminal counter-
eiting. ‘

Welcome, Deputy and Commissioner Walton. We have a written
statement from our first witness, Mr. Hampton. I ask unanimous
consent that it be made a part of the record. I also ask that you
please summarize your statement in 10 minutes or less, to the ex-
tent that you can, although there is no bell that is going to go off.
Thank you.
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STATEMENT OF PHILIP G. HAMPTON II, ASSISTANT COMMIS-
SIONER FOR TRADEMARKS, PATENT AND TRADEMARK OF-
FICE, U.S. DEPARTMENT OF COMMERCE

Mr. HAMPTON. Good morning, Mr. Chairman and members of the
subcommittee. I am Phil Hampton, the Assistant Commissioner for
Trademarks, the Patent and Trademark Office. This morning I am
joined by two of my colleagues from the PTO, Ms. Carlisle Walters,
an attorney specializing in trademark law, and Mr. Peter Fowler,
an attorney specializing in copyright law.

I am honored to be here today and I would like to thank the
chairman and members of the subcommittee for providing me with
this opportunity to present the administration’s views on H.R.
2511.

H.R. 2511, the Anticounterfeiting Consumer Protection Act of
1995, is a critical piece of legislation which proposes to amend ex-
1st1ng law to strengthen provisions for seizing and exposing of
counterfeit goods, prosecuting counterfeiters and those connected
with counterfeit activity, and establishing penalties, both civil and
criminal, to act as an effective deterrent to counterfeit activity.

I wish to thank the chairman and members of this subcommittee
for the time and study they have devoted to this important activity.

As the Assistant Commissioner for Trademarks, I am concerned
that the unchecked proliferation of counterfeit products, both in the
United States and abroad, will undermine the viability of legiti-
mate U.S. businesses and trivialize U.S. intellectual property own-
ers and intellectual property in general, one of the most important
assets of this country.

Trademark and copyright owners have demonstrated that coun-
terfeiting of U.S. products is increasing worldwide; that serious
criminal elements are becoming involved in counterfeiting activity;
and that losses to U.S. businesses are substantial and growing.
This is truly troubling news.

In preparing for this testimony, I was particularly struck by a re-
cent statement made by Dempster Leech, a private investigator. In
his testimony prepared for the Senate Judiciary Committee’s hear-
ing on the companion Senate bill, Mr. Leach stated that of all the
criminal activities undertaken by one of the ‘most notorious New
York-based gangs, watch counterfeiting was the steadiest source of
income. The gang wasn’t just making counterfeit watches, it was
involved in a range of criminal activities, including violent crimes,
all funded by illicit profits made from the sale of counterfeit watch-
es. This demonstrates why H.R. 2511 is important. Counterfeiting
has become a big business for criminals.

During the last decade, Congress has responded to the increase
in trademark counterfeiting by passing the Trademark Counterfeit-
ing Act of 1984. This law established civil and criminal remedies
to curb the problems existing at the time. It is clear that almost
10 years later additional legislative action is necessary to effec-
tively prevent counterfeit activities in today’s marketplace to seize
and dispose of counterfeit goods and to adequately compensate
trademark and copyright owners for their losses and for damage to
the goodwill enjoyed by their businesses and the reputations of
their products.
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Establishing effective enforcement regimes to protect intellectual
property and to stop counterfeit activity worldwide has been a high
priority in bilateral discussions with our trading partners. The
United States needs strong and effective anticounterfeiting laws
such as those proposed in H.R. 2511 to set a standard for the rest
of the world and to give our negotiators credibility in these discus-
sions. Therefore, the administration supports this bill as a crucial
measure to stop the importation and distribution of counterfeit
goods in the United States.

In my testimony, I will discuss the bill in the context primarily
of the technical proposals suggested by the PTO. These technical
proposals are intended to improve the clarity and effectiveness of
the provisions of the bill where it raises issues which are within
the PTO’s area of expertise.

To this extent, my comments today represent the position of the
administration with respect to H.R. 2511. However, I will defer to
the Departments of Justice and Treasury with respect to those is-
sues within the expertise of those agencies.

Because the bill seeks to effect changes to a number of different
laws, I will briefly summarize the provisions of the bill relevant to
our technical proposal. Again, I would like to emphasize that we
believe the enactment of this bill would make a significant step to-
ward—forward in the fight against counterfeit activity.

Section 2 of the bill would amend the racketeer influence and
corrupt organizations’ law, RICO, to include counterfeit activity in
the definition of racketeering activity. This provision would add to
existing civil and criminal remedies for counterfeiting.

Specifically, the bill would include in the definition of “racketeer-
ing activities” acts presently indictable under title 18 in section
2318, which pertains to trafficking in counterfeit labels for phony
records and copies of motion pictures or other audiovisual works,
section 2319, which pertains to criminal infringement of copyrights,
and section 2320, which pertains to trafficking in counterfeit goods
and services.

The administration supports this amendment. However, the PTO
recommends that this section of the bill be further amended to in-
clude as a racketeering activity under RICO section 2319(a), title
18, which pertains to the unauthorized fixation of trafficking in
sound recordings and music videos of live musical performances.
Individuals or entities involved in such bootlegging, the activity
prescribed in section 2319(a), should be subject to the same pen-
alties as other counterfeiters.

Section 3 of the bill would amend title 18 prohibiting trafficking
in counterfeit labels for phonorecords and copies of motion pictures
or other audiovisual works. It would also prohibit the activity of
knowingly trafficking in counterfeit labels related to computer pro-
grams or computer program documentation or packaging.

The administration vigorously supports this amendment. How-
ever, the PTO believes that there may be some ambiguity in the
proposed language. Therefore, we respectfully suggest three
amendments to this section of the bill. These amendments are de-
tailed in our written submission. We believe that the changes
would clarify the intent of this section.
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Section 5 of the bill would amend the provision of section 34 of
the Trademark Act of 1946 regarding civil actions arising from the
use of counterfeit marks.

Section 5 would expand the list of persons who may carry out
seizure orders under the section and authorize a court to order the
seizure of an aircraft, vehicle, or vessel used in connection with a
violation of the Lanham Act.

As detailed in our written submission, the PTO respectfully rec-
ommends for the purposes of clarity and consistency that this later
provision be moved within section 34 of the Lanham Act.

Section 6 of the bill would amend section 34 of the Lanham Act
regarding injunctive relief and civil actions arising under the
Lanham Act by adding a new subsection which in part mandates
destruction by the appropriate Federal official of counterfeit mer-
chandise seized pursuant to section 42 of the Lanham Act. This ac-
tion could be taken after notice to the trademark owner unless the
goods do not present a health and safety hazard and the trademark
owners consent to otherwise dispose of the goods obtained. If the
goods are not destroyed, the section requires the obliteration of the
trademark and distribution of the goods in a manner specified in
the section.

The PTO respectfully points out that this provision would appear
to be parallel to but inconsistent with the analogous provisions of
section 1526(d) of title 19. The PTO would be pleased to work with
the subcommittee to develop appropriate and consistent language
for this provision.

Section 7 of the bill would amend section 35 of the Lanham Act
pertaining to monetary relief, to establish statutory damages in
cases involving the use of a counterfeit mark in lieu of actual dam-
ages and profits.

The administration supports this amendment. However, the PTO
believes that there may be some ambiguity in the proposed lan-
guage. Therefore, as detailed in our written submission, we respect-
flﬁll}g ll'tlacommend a small change in the language in this section of
the bill.

Section 9 of the bill would amend section 42 of the Lanham Act
forbidding the importation of goods bearing infringing marks or
names, in part to require disclosure of certain information and cus-
tom entry documentation as necessary for Customs to determine if
a trademark infringement exists.

As drafted, this provision would mandate an increase in the
amount and kind of information Customs currently requires at
entry because Customs would have to require specific information
to determine whether the imported merchandise bears an infring-
ing trademark. This could increase the paperwork requirements
imposed on importers at the time—at the same time the Customs
Service is attempting to streamline its entry procedures.

The administration is concerned about the potential adverse ef-
fects of delaying statistical information on imports that is likely to
result from the entry documentation requirements in this section.
Therefore, we respectfully suggest that this provision be amended
so that the document requirements will not unduly impede Cus-
toms’ and the Economic and Statistical Administration’s efforts to
efficiently process import documentation.
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This would ensure that goods entering the United States will not
be unduly delayed and that statistical import information may be
timely released for balance of trade and other purposes. The ad-
ministration would be happy to work with the subcommittee on
this amendment.

In conclusion, I would like to reiterate the administration’s sup-
port for this bill. We believe that the bill will contribute substan-
tially to the eradication of counterfeit products in the United
States. We believe that this is a laudable goal and that the bill will
increase the effectiveness of U.S. law yielding immediate positive
effects in its battle against counterfeiting.

I recommend that the changes we propose be made to improve
the clarity and effectiveness of H.R. 2511. I want to repeat that the
PTO would be pleased to provide technical assistance to the sub-
committee should it wish to pursue the points we raised or any
other matters related within the PTO’s area of expertise.

Finally, I wish to thank the sponsors of this bill for their leader-
ship and the chairman and the subcommittee for their strong inter-
est in this bill to strengthen our anticounterfeiting laws in the
United States. I would be pleased to answer any questions the com-
mittee may have concerning my testimony.

Mr. MOORHEAD. Thank you, Mr. Hampton.

[The prepared statement of Mr. Hampton follows:]

PREPARED STATEMENT OF PHILIP G. HAMPTON II, ASSISTANT COMMISSIONER FOR
TRADEMARKS, PATENT AND TRADEMARK OFFICE, U.S. DEPARTMENT OF COMMERCE

Mr. Chairman and Members of the Subcommittee, I am Philip Hampton, the As-
sistant Commissioner for Trademarks at the U.S. Patent and Trademark Office. I
am honored to be here today, and I would like to thank the Chairman and the Mem-

_bers of this Subcommittee for providing me with this opportunity to present the Ad-
ministration’s views on H.R. 2511. H.R. 2511, the Anticounterfeiting Consumer Pro-
tection Act of 1995, is a critical piece of legislation which proposes to amend existing
law to strengthen the provisions for seizing and disposing of counterfeit goods, for
prosecuting counterfeiters and those connected with counterfeit activity, and for es-
tablishing penalties, both civil and criminal, to act as an effective deterrent to coun-
terfeit activity.

I wish to thank the Chairman and Members of this Subcommittee for the time
and study they have devoted to this important activity.

As the Assistant Commissioner for Trademarks at the U.S. Patent and Trade-
mark Office (PTO), I am extremely concerned that the unchecked proliferation of
counterfeit products, both in the United States and abroad, will seriously undermine
the viability of legitimate U.S. business and trivialize U.S. intellectual property, one
of our most important assets. Trademark and copyright owners have demonstrated
that counterfeiting of U.S. products is increasing worldwide; that serious criminal
elements are becoming involved in counterfeiting activity; and that losses to U.S.
businesses are substantial and growing. This is troubling news. 1 was particularly
struck by a recent statement made by Dempster Leech, a lEln'ivat;e investigator, in
testimony prepared for the Senate Judiciary Committee’s hearings on the senate
companion bill to H.R. 2511, S. 1136. Mr. Leech stated that, of all the criminal ac-
tivities undertaken by one notorious New York-based gang, watch counterfeit was
their steadiest source of income. This gang wasn't “just” making counterfeit watch-
es—it was involved in a range of criminal activities, including violent crimes, all
funded by illicit profits made from the sale of counterfeit watches. This is why H.R.
2511 is important: counterfeiting has become big business for criminal elements.

Effective measures are needed to prevent counterfeit activity, to seize and dispose
of counterfeit goods, and to compensate trademark and copyright owners for their
losses and damage to the good-will enjoyed by their businesses and the reputation
of their products. Such measures have, of course, been the subject of bilateral dis-
cussions with our trading partners. Strong and effective U.S. anti-counterfeiting
laws, such as those &)roposed in H.R. 2511, are necessary to set a standard for the
rest of the world and to give our negotiators credibility in these discussions. There-
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fore, the Administration supports this bill as a crucial measure to stop the importa-
tion and distribution of counterfeit goods in the United States.

In my testimony, I will discuss the bill in the context primarily of the technical
proposals suggested by the PTO. These technical proposals are intended to improve
the clarity and effectiveness of the provisions of the bill where it raises issues that
are within the PTO’s area of expertise. To this extent, my comments today represent
the position of the Administration with respect to H.R. 2511. However, I will defer
to the Departments of Justice and Treasury with respect to those issues within the
expertise of those agencies.

For the sake of clarity, I will briefly summarize the provisions of the bill. Again,
I would like to emphasize that we believe enactment of this bill would mark a sig-
nificant step forward in the fight against counterfeit activity.

SYNOPSIS OF H.R. 2511, “THE ANTICOUNTERFEITING CONSUMER PROTECTION ACT OF
1995”7

Section 2 (“Counterfeiting As Racketeering”) of the bill amends § 1961(1)(B) of the
Racketeer Influenced and Corrupt Organizations Law (RICO), 18 U.S.C.
§1961(1)B), to include counterfeit activity in the definition of “racketeering activ-
ity.” Pursuant to RICO, such activity is prohibited and may be the subject of an ex
parte temporary restraining order for seizure of property and subject to criminal
penalties, including disposition of property (18 U.S.C. §1963) and subject to civil
remedies, action for which may be sought by the U.S. Attorney General or the in-
jured party (18 U.S.C. § 1964).

Section 3 (“Application to Computer Programs, Computer Program Documenta-
tion, or Packaging) of the bill amends 18 U.S.C. §2318, regarding trafficking in
counterfeit labels for phonorecords and copies of motion pictures or other audio-
visual works, to add the activity of knowingly trafficking in a counterfeit computer
program or computer program documentation or packaging as a prohibited activity
subject to the penalties provided in the section.

Section 4 (“Trafficking in Counterfeit Goods or Services”) amends 18 U.S.C.
§2320, regarding trafficking in counterfeit goods or services, to require the Justice
Department to include cases pertaining to counterfeiting in its periodic report re-
quired under 28 U.S.C. §522.

Section 5 (“Seizure of Counterfeit Goods”) amends section 34(d)(9) of the Trade-
mark Act of 1946 (Lanham Act), 15 U.S.C. § 1116(dX9), regarding civil actions aris-
ing from the use of counterfeit marks, to expand the group of persons who may
carry out seizure orders under the section; and to authorize a court in a civil action
to order seizure of an aircraft, vehicle, or vessel used in connection with a violation
under the Lanham Act.

Section 6 (“Disposition of Merchandise Bearing Counterfeit American Trademark
and Civil Penalties”), amends section 34 of the Lanham Act, 15 U.S.C. §1116, re-
garding injunctive relief in civil actions arising under the Lanham Act, to mandate
destruction by the appropriate Federal official of seized counterfeit merchandise,
after notice to the trademark owner, unless the goods do not present a health and
safety hazard and the trademark owner’s consent is obtained, in which case the
trademark shall be obliterated and the goods may be distributed as specified in the
Section; and to provide civil fines, at the court’s discretion, as specified in the Sec-
tion for first and subsequent seizures under the Section, for persons who direct, as-
sist financially or otherwise, or are in any way concerned with the importation for
sale or public distribution of the merchandise seized.

Section 7 (“Recovery for Violation of Rights”) amends section 35 of the Lanham
Act, 15 U.S.C. §1117. regarding monetary relief, to establish statutory damages in
cases involving the use of a counterfeit mark, in lieu of actual damages and profits.

Section 8 (“Disposition of Excluded Articles”) amends §603(c) of the Copyright
Act, 17 U.S.C. §603(c), regarding import prohibitions, to delete the provision permit-
ting Customs to return the goods to the country of export. By this amendment, de-
struction of the prohibited goods is required.

Section 9 (“Recordkeeping Requirements”) amends section 42 of the Lanham Act,
15 U.S.C. §1124, forbidding the importation of goods bearing infringing marks or
names, to permit trademark registrants, authorized users or their agents to obtain
from appropriate Federal officials certain information contained in vessel and air-
craft manifests and to require disclosure of certain information in customs entry
documentation as necessary for Customs to determine if a trademark infringement
exists.
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PROPOSALS TO AMEND H.R. 2511

The Administration supports H.R. 2511. We believe that the bill will contribute
substantially to the irradication of counterfeit products in the United States. We be-
lieve that this is a laudable goal and that the bill will increase the effectiveness of
U.S. law and yield immediate positive effects in the battle against counterfeiting.
In the spirit of further ensuring the effectiveness of this bill, the PTO offers several
technical comments that we believe will add to the clarity of the language proposed
in Sections 2, 3, 5, 6, and 7, as described below. Additionally, the Administration
expresses its concern with the entry documentation required in Section 9 of the bill,
as described below.

1. Section 2, “Counterfeiting as Racketeering,” of H.R. 2511 proposes to expand
the definition of “racketeering activity” under 18 U.S.C. § 1961(1)}B) to include acts
indictable under 18 U.S.C. §2318 (pertaining to trafficking in counterfeit labels for
phonorecords and copies of motion pictures or other audiovisual works), 18 U.S.C.
§2319 (pertainin%ﬁto criminal infringement of a copyrights, and 18 U.S.C. §2320
(pertaining to trafficking in counterfeit goods or services). i

Section 2 should be further amended to include 18 U.S.C. §2319A (pertaining to
the unauthorized fixation of, and trafﬁckin% in, sound recordings and music videos
of live musical performances) within the list of indictable acts under 18 U.S.C.
§ 196 1(1XB). Individuals or entities involved in “bootlegging,” the activity proscribed
}n 18 U.S.C. §2319A, should be subject to the same penalties as other counter-

eiters.

2. Section 3, “ pplication to Computer Programs, Computer Program Documenta-
tion, or Packaging,” of H.R. 2511, amends 18 U.S.C. § 2318 (pertaining to trafficking
in counterfeit labels for phonorecords and copies of motion pictures or other audio-
visual works) to prohibit the trafficking in counterfeit labels related to computer
programs. We support this amendment. However, the PTO believes there may be
some ambiguity in the proposed language. The bill would insert in the list of objects
to which a counterfeit label may not be affixed the phrase “computer program or
computer program documentation or packaging.” While it is trafficking in counter-
feit labels affixed to copies of computer programs that should be prohibited, in the
case of comé:uter program documentation and packaging, the problem is actually
counterfeit documentation and packaging (not counterfeit labels affixed to such doc-
umentation and packaging).

The PTO respectfully suggests that the legislative history of the H.R. 2511 or the
amendment itself should make clear that the amendment is intended to prohibit the
trafficking in counterfeit computer program documentation and packaging. The PTO
would be happy to work with the Subcommittee on this clarification.

The second ambiguity we perceive in the amendment to Section 2318 may also
warrant the insertion of the phrase “a copy of” before “a motion picture or other
audiovisual work,” to make clear that the prohibition relates to labels affixed to a
copy of a motion picture (i.e., the material object in which the motion picture fixed),
rather than the motion picture itself.

Third, consistent with the amendment to Section 2318(a), the bill would also
amend Section 2318(c)(3) to include “a copy of a computer program or computer pro-
gram documentation or packaging.” In this subsection, however, we believe the word
“copyrighted” should be inserted to modify “computer program,” since the current
subsection refers to copyrighted motion pictures and copyrighted sound recordings.

3. The first sentence in Section 5, “Seizure of Counterfeit Goods,” amends section
84(dX9) if the Lanham Act to grant a court the authority to order the seizure of
an aircraft, vehicle or vessel used in connection with a violation under the Lanham
Act. The PTO recommends that, for purposes of clarity and consistency, the pro-

osed sentence in the bill should be added, instead, to section 34(d)}1)(A) of the

anham Act. It is section 34(d)(1)A) of the Lanham Act that authorizes a court, in
a civil action under the Lanham Act with respect to specified uses of a counterfeit
mark, to grant an order, upon ex parte application, for the seizure of specified goods,
records and property. Whereas, Section 34(dX9) of the Lanham Act specifies who is
authorized to serve and carry out the seizure order. The sentence in the bill expands
the nature of the goods, records and property that may be seized under section
34(d)(1)(A) of the Lanham Act.

4. Section 6 (“Disposition of Merchandise Bearing Counterfeit American Trade-
mark and Civil Penalties”) amends section 34 of the Lanham Act to add a new sub-
section which provides for seizure by the appropriate Federal official of merchandise
bearing a counterfeit mark imported into the United States in violation of section
42 of the Lanham Act and establishes standards for disposition of the seized mer-
chandise by the appropriate Federal official. These provisions would appear to be
parallel to, but inconsistent with, the provisions of 19 U.S.C. § 1526(e). The PTO
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would be pleased to work with the Subcommittee to develop appropriate and consist-
ent language for this provision.

5. Certain language amending section 35 of the Lanham Act in Section 7, “Recov-
ery for Violation of Rights,” of H.R. 2511 should be clarified. The subsection, as it
currently appears in the bill, is reproduced below and the language we believe to
be vague is underlined:

(c) In a case involving the use of a counterfeit mark (as defined in section
34(d) in connection with the sale, offering for sale, or distribution of goods
or services, the plaintiff may elect, at any time before final judgment is ren-
dered by the trial court, to recover, instead of actual damages and profits
under subsection (a), an award of statutory damages for any such use in
the amount of——

(1) not less than $500 or more than $100,0000 per counterfeit mark per
type of goods or services sold, offered for sale, or distributed, as the
court considers just; or

(2) if the court finds that the use of the counterfeit mark was willful,
not more than $1,000,000 per counterfeit mark per typeof goods or
services sold, offered for sale, or distributed, as the court considers just.

In the language set out above, we believe that it is unclear what the phrase “for
any such use” pertains to. We recommend that the phrase be deleted to clarify that
the statutory damages pertain to the use of a counterfeit mark in connection wit
the sale, offering for sale, or distribution of goods or services. :

6. Section 9 of the bill would amend section 42 of the Lanham Act, forbidding the
importation of goods bearing infringing marks or names, in part, to require disclo-
sure of certain information in customs entry documentation as necessary for Cus-
toms to determine if a trademark infringement exists.

As drafted, this provision would mandate an increase in the amount and kind of
information customs currently requires at entry because Customs would have to re-
quire specific information to determine whether the imported merchandise bears an
infringing trademark. This could increase the paperwork requirements imposed on
importers at the same time the Customs service is attempting to streamline its
entry procedures. We are concerned about the potential adverse effects of delaying
statistical information on imports that is likely to result from the entry documenta-
tion requirements in this Section.

The Administration respectfully suggests that this provision be amended so that
document requirements will not unduly impede Customs’ and the Economic and Sta-
tistical Administration’s efforts to efficiently process import documentation. This
would ensure that goods entering the United States will not unduly delayed and
that statistical import information may be timely released for balance of trade and
other purposes. The Administration would be happy to work with the Subcommittee
on this amendment.

CONCLUSION

In conclusion, I reiterate the Administration’s support for this bill and I rec-
ommend that the changes proposed above be made to improve the clarity and effec-
tiveness of H.R. 2511. I want to thank the sponsors of this bill for their leadership,
and the Chairman and the Subcommittee for their strong interest in this bill to
strengthen anticounterfeiting laws in the United States. I would be please to answer
any questions the Committee may have concerning my testimony.

Mr. MOORHEAD. Mr. Walton, many people associate counterfeit-
ing with small street corner operations selling wrist watches and
sunglasses. However, I understand organized crime plays a large
and consistently growing role.

Can you elaborate on your agency’s firsthand experiences with
links between organized crime and counterfeiting, specifically Op-
eration Pipeline?

STATEMENT OF LEONARD S. WALTON, DEPUTY ASSISTANT
COMMISSIONER, OFFICE OF INVESTIGATIONS, U.S. CUSTOMS
SERVICE

Mr. WALTON. Yes, Mr. Chairman, thank you.
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I think what we have seen over the last—hard to put a time
frame on it, but say 5 to 10 years, is the evolution of counterfeit
trafficking, IPR-type activity from the kind of miscellaneous street
vendor sort of universe of activity to the highly organized, very
complex and, quite frankly, quite sophisticated sort of criminal or-
ganizational structure that takes into account a very large market
of activity involving millions of dollars of goods on a national and
international scale.

There are a lot of different reasons for that. I would say at the
outset that the analogy I would make is to drug organizations. The
structure is not all that different. In some cases, some of the coun-
terfeiters are in fact drug marketeers themselves in one form or
another and the sophistication associated with these large organi-
zations and the products manufactured, some examples. This sort
of thing is much more sophisticated than you used to see.

And recently our activities in New York with the Operation Pipe-
line kind of taught us how sophisticated this whole area of market-
ing and manufacturing of counterfeit goods has become. Very elabo-
rate software programs that—for example, with regard to counter-
feit clothing, there were some ski wear, I can’t remember which
trademark holder, even some of our really best people couldn’t tell
the difference because of just the process, the quality of the process
of the manufacturer.

In that case, which is still ongoing, but at the time that we exe-
cuted the Operation Pipeline arrest and seizures in New York and
some other cities, we recovered approximately $27 million in coun-
terfeit goods. I believe there were 43 trademark holders that were
affected.

It was a sophisticated organization, had very elaborate market-
ing and distribution networks from the street level on up. And
there were millions of dollars involved in the trade. That—that
was, I would have to say, 5 to 8 years ago, was relatively unheard
of. And I think it is the linkage to other types of crime. It is not
a crime, it is not a pattern of criminal activity that exists in a vac-
uum. It is linked to other things. It has almost now in my mind
at least a definition that would be consistent with that of tradi-
tional organized crime where you have any number of different
types of criminal activity being pursued by any one organization.
And I—to my mind in my experience the last, well, 20 some years
is that this is probably the biggest change.

Mr. MOORHEAD. Certainly a lot of the counterfeited products are
shipped in from overseas from places. Members of this subcommit-
tee have had a chance to go through the Customs operations in
Miami and in New York City, in Los Angeles, places of that kind,
and they seem to be doing a pretty fair job in those areas.

Do we have enough personnel to check the products that may be
coming in in containers and other things of that sort on ships from
overseas?

Mr. WALTON. Well, I guess one could make the argument there
are never enough people given the volume of international trade
and particularly the effect on international trade caused by the
multilateral and other agreements which of course GATT, NAFTA,
other things which have a tendency to increase international trade.
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This problem of counterfeit goods, a lot like drugs, isn’t going to
be, from our perspective, really solved by examining every single
thing that comes in. It is not the kind of thing that can be ap-
proached that way. Certainly intense examinations are good. We
try to do as many as we can, all the rest of it.

Our approach, though, perhaps nationally and internationally be-
cause we do have international initiatives, is intended to dry up
the source of the goods so that they don’t come here and to have
enough teeth in the law to discourage importers from engaging in
that activity.

To answer your question, I guess I would have to say that we
have as many people on it as we can and we have it done in a way
wherein at the same time we are looking for drugs or we are look-
ing for some other sort of specific type of violation, we are also
looking for this. But given the volume of traffic, I am not sure I
know what the rate of examination is, it is not my area, but I know
we are looking at it as much as ‘we can. But it is a difficult ques-
tion.

Mr. MOORHEAD. Obviously, a large part of the counterfeited
goods never come to the United States.

Mr. WALTON. Correct.

Mr. MOORHEAD. They are manufactured abroad; they are sold
abroad.

Mr. WALTON. Correct. )

Mr. MOORHEAD. But they take up the sales that would otherwise
be made by the legitimate manufacturer of the product.

Do you have any suggestions about ways that we might get at
this? I know through international agreement, getting other coun-
tries to enforce counterfeiting laws and so forth helps, but it would
appear that there is a great deal of it, maybe most of it, that goes
undetected. Do you have any suggestions?

Mr. WALTON. Well, I can say that probably going back maybe
about 10 years when in the Customs Service at least we began try-
ing to deal with this problem on a larger scale, an international
scale, quite frankly we didn’t get a lot of support from a lot of for-
eign governments in dealing with the problem.

In what has happened over the last 10 years through formal and
somewhat informal processes, we are really beginning to solicit
some cooperation from some foreign countries. Now how sincere it
is or how lasting it will be is another matter. But we actually have
efforts ongoing right now, for example, in China, to deal with this
problem. We have personnel assigned there and we are trying to
deal with it there.

I think, though, outside the law enforcement perspective, the
only way to me internationally that you can bring about the degree
of cooperation necessary to have any kind of meaningful or lasting
addressing of the problem by foreign nations is to treat it as a very
high diplomatic priority and I am not sure necessarily the United
States has ever done that. But to me ultimately that is where this
is going to have to go. It is not strictly a law enforcement problem
in the same sense that drug smuggling is not a law enforcement
problem.

Law enforcement can do so much. And while law enforcement
international initiatives are growing, the World Customs Organiza-
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tion now has taken this on in a series of resolutions: There is more
international activity; there is more international cooperation at
the law enforcement level. I don’t think that is going to be enough
and I think that perhaps there probably ought to be a greater pro-
file of it in the international arena. That is just my personal opin-
ion.

Mr. MOORHEAD. Mr. Hampton, can you explain how valuable a
trademark is to some companies and how counterfeiting can affect
that value?

Mr. HAMPTON. Again, there are some companies that—in this
country where their primary asset is their trademark, I think that
counterfeiting, as was stated earlier, can cost some companies up
to 40 percent of their profit margin because of counterfeited goods.

For example, Microsoft I think is a prime example of a major cor-
poration that is losing a substantial amount of money because of
counterfeits. It is very hard for me inside the Trademark Office to
give you a current dollar figure and I will defer to INTA and the
other witnesses on the second panel which will be able to give you
a more graphic demonstration of how this money is actually being
lost.

Mr. MOORHEAD. Do you believe that invoking the provisions of
RICO is the most effective way to address the connection between
organized crime and commercial counterfeiting?

Mr. HAMPTON. I don’t know if it is the most effective way but 1
think it would—it would definitely help, you know, because RICO
definitely would raise the ante for counterfeiters.

I think it is, you know, it is very important that RICO be used
so that we can get to the—almost like the secondary counterfeiters,
the people in the entire counterfeiting operation and not nec-
essarily the person actually selling the counterfeit goods. I think
that is one of the reasons why the RICO provisions are probably
a good thing. But again, I would like to defer specifics on that to
the Department of Justice.

Mr. MOORHEAD. John Conyers is the ranking minority member
of the full Judiciary Committee and he is here with us today. Mr.
Conyers.

Mr. CONYERS. Thank you, Mr. Chairman.

As a cosponsor of this bill, I am pleased that we are moving for-
ward with it. The couple of points that I need to make are that we
are approaching this from a criminal and civil point of view to try
to close the loopholes that are created by some of the existing legis-
lation.

I am a strong RICO antiracketeering statute supporter. It does
raise the ante, treble damages, and it gives the offended person the
right to really go after somebody. It makes a big difference, which
is why RICO laws are on the books, by the way.

In addition, my interest was stimulated by our recent trip to the
Far East in which this subcommittee got firsthand from many of
our corporate representatives what was going on and it opened our
eyes to the problems. When you start talking about 40 percent of
a computer software industry’s things are being ripped off, we went
into factories where this process was going on and it was a real eye
opener.
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In the auto industry alone, probably over 200,000 more people
would be working if auto parts forgers, counterfeiters, were put out
of business. And so from the point of view of Chrysler, Ford, Gen-
eral Motors, and others, that is a very big issue.

And of course this is not—we are not talking petty thieves and
individual larcenists now. We are talking about crime syndicates,
and the drug issue is now moving in very swiftly in this same kind
of activity. So I think the legislation is right on time and we will
be cooperating, I am sure, with you and all of our other witnesses
to make sure that we get a bill that is as effective as possible and
then follow through to make sure that it is enforceable and see
where we go from there. So all of your suggestions and ideas will,
I am sure, will be well received.

Thank you very much.

[The prepared statement of Mr. Conyers follows:]

PREPARED STATEMENT OF HON. JOHN CONYERS, JR., A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF MICHIGAN

I am pleased to be a co-sponsor of this bill which gives law enforcement officials
and intellectual property owners a fighting chance against counterfeiters. The legis-
lation is an additional step in ensuring that American jobs are not lost due the high
cost of counterfeited goods being sold in the economy.

Technology has given the counterfeiters the upper hand. New technology allows
products to be counterfeited easily and at low costs. We must therefore pass addi-
tional legislation to curb the current tide of counterfeited products.

Counterfeiters have created large and intricate profit-making organizations. Their
activities are not limited to the sale of counterfeited products, but include drug
smuggling and money laundering. Since, these organizations have become so com-
plex, it is imperative that the RICO anti-racketeering statute be applied to trade-
mark counterfeiters.

H.R. 2511 is a bill that we should support strongly. It closes loopholes in the
law—both criminal and civil—that often let wrongdoers off when they steal works
protected by our trademark and copyright laws.

In 1988 the International Trade Commission estimated that, at a minimum, coun-
terfeiting had become a $60 billion worldwide enterprise, and a more recent esti-
mate by Forbes Magazine says that American businesses are losing over $200 bil-
lion each year as a result of illegal counterfeiting.

Between 5-8% of all goods sold nationwide are counterfeit. In the computer soft-
ware industry, the estimates are that 40% of the industry’s total revenues are lost
to oo(:?unterfeited works. Countless American jobs are lost as a result of counterfeit
goods.

The U.S. auto industry is particularly susceptible to theft of their products by
counterfeiting, and estimates that it could employ another 210,000 people if it could
manage to put counterfeit parts suppliers out of business.

Quite frequently, counterfeiting activity is associated with organized crime, par-
ticularly in parts of Asia. Less than three months ago coordinated raids in New
York and Los Angeles led to the recovery of $27 million in counterfeit merchandise
and the indictments of 43 members of a Korean crime syndicate.

Counterfeiting is also a big public health matter. Everything from bogus birth
control pills that caused unusual bleeding in women, numerous pharmaceuticals,
and counterfeit toys with lethal led paint chips have all been reported. Earlier this
1y;ear, substandard counterfeited infant formula, bearing the false label of the well

nown Similac brand was sold in California and Kentucky prompting the FDA to
issue warnings in fifteen states.

Earlier this year, I traveled to China on a fact finding mission. One of the issues
of great concern was the illegal use of the Michigan-based Kellogg’s company’s logo
by Chinese companies. Trademark infringement of corn flakes clearly supports the
reality that any product with a trademark can be counterfeited and possibly used
in other criminal activity.

This bill will make the necessary changes in both the criminal and civil laws to
help prosecutors prosecute the syndicates, to give injured parties better relief in the
courts, to ensure that counterfeited goods are destroyed, and to give copyright and
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trademark owners tools that they can use as private individuals to check against
importation of counterfeit goods.
ome of America’s fastest growing industries, like computer software, motion pic-
tures, record companies and songwriters, suffer the biggest losses due to piracy.
These industries create thousands of jobs for America workers, and it is critical that
we ensure that their rights are protected.
1 want to acknowledge that this is a very important issue for American workers
and the health of the American economy.

Mr. MOORHEAD. Mr. Goodlatte, the author of the bill.

Mr. GOODLATTE. Thank you, Mr. Chairman.

Mr. Hampton, I very much appreciate the administration’s sup-
port of the legislation and also welcome your constructive sugges-
tions regarding changes to the bill which we will certainly review
carefully.

One of those I would like to get you to elaborate on a little more
deals with the provisions in section 9 that allow trademark owners
to review certain shipping information. Won’t that help prevent
counterfeiting to have that in there? And would you elaborate on
how you would differ on that?

Mr. HAMPTON. I think on section 9 I think the information is val-
uable, but again, there has to be a weighing between the value of
this additional information and the inconvenience to legitimate im-
porters by providing this information and also problems that could
occur in terms of the ability of various economic reports to be time-
ly distributed based on the gathering and collecting and analysis
of data that is being held up on the front end.

Mr. GOODLATTE. I notice that you also propose some changes re-
garding provisions dealing with knowingly trafficking in counterfeit
labels and you were specifically directing those toward some of the
performance industry, the intellectual property industry.

It seems to me in looking at some of these things here I have,
obviously Head and Shoulders gets a little beyond your area. But
do you think that the bill should be a little tougher on people who
actually participate in printing labels like this? Should we have
some provisions requiring that people know that the labels they
print are directed at the actual legitimate manufacturer of a prod-
uct, whether it be intellectual property as is the concern of your
agency, or anything else?

It concerns me that obviously it takes a very professional printer,
maybe a part of a criminal organization or it may be something
that is contracted out to a legitimate organization, but it concerns
me that we obviously have very talented people making these coun-
terfeit labels.

Mr. HAMPTON. I guess the only concern—I mean, I agree with
your comments that again to make a label that good for Head and
Shoulders shows that it is of high professional quality. I think that
we are trying to make sure that we don’t go too far, too sweeping
in this issue, because I guess the real point is are we really worried
about counterfeit labels or are we worried about trafficking in
counterfeit goods. And there is at least some discussion within the
administration that maybe it is like one step too far.

Mr. GOODLATTE. Right. But they are very directly related be-
cause the ease with which you can traffic these goods is I think
very directly related with how easily you can fool the consumer.
Obviously, printing and other manufacturing of the containers
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which these products come in is very much directly related to that
ease with which you can fool the consumer.

Mr. HAMPTON. I—again, I agree that—I agree with your points.
I think we were just pointing out that we do want to be careful not
to go too far and try to get in too many related—too many activities
that might truly be unrelated to the counterfeiting activity.

Mr. GOODLATTE. Well, of course, that label is, in effect, a counter-
feit itself.

Mr. HAMPTON. That is true. Again, I agree with you.

Mr. GOODLATTE. Mr. Walton, can you give us any idea of what
percentage of all of the counterfeit products that are manufactured,
either—well, let’s take, since you deal with Customs, coming into
this country can be intercepted by Customs?

Mr. WALTON. That is a very difficult question to answer, sir. I
think basically we have found that whether it is with regard to
these kinds of goods or with regard to any other kind of contraband
that we are trying to detect that approximately 80 percent of the
seizures or detections that we make are intelligence driven; that is,
that we either have an active investigation within the Office of In-
vestigations, my office, or there is some other indicator or profile.
The idea of the cold interdiction is pretty much a passe concept
with regard to pretty much everything, including drugs.

I think with the efforts that we have ongoing what we are trying
to do obviously is go for the perfect record. And to do that we would
like to have at least some information, some intelligence, perhaps
even an active investigation, and to do that we are putting our em-
phasis into the international arena to work it from the source,
much in the same respect we do with drugs or other things.

Other methodologies we employ, quite frankly, is a methodology
we use in drugs, the control delivery. We deliberately let it in, and
using law enforcement techniques, let it be delivered to an im-
porter and keep it under surveillance, of course, and then when we
feel—because we are trying to establish criminal knowledge—then
we will employ basically our traditional methodologies to arrest
and prosecute the violators.

The difficulty with interdicting it at the ports is that you don’t
always—you are not always able to get all of the elements of
knowledge that you need to show whether the violation was willful,
whether it was a result of negligence, or in some instances whether
or not the importer was aware that there might be goods in the
shipment, particularly in large importers.

So our methodology now is to basically go the extra steps in a
law enforcement sense to establish that because we think that is
the maximum impact of law. That is one of the reasons, by the
way, that we so strongly favor RICO. RICO allows us to go after
organizations. Law enforcement, the laws in this country basically
are event specific, each importation, each transaction. Very hard to
take apart an organization event by event. So with RICO, because
of the tools that RICO provides, now we go after the organization,
and that is a tremendous plus for us in our ability to deal with the
large-scale activity.

So to answer your question in the short sum, using all of the
tools we have available and all the methodologies that we have
available, we would like to hit an 80-percent rate. We would like
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to be able to become sufficiently knowledgeable about the different
types of goods, the current markets and whatever to profile and
screen all importations of those goods if in fact there are—they are
being imported, and to working it internationally as well as here,
employ all of our traditional law enforcement techniques to dis-
mantle the organizations, destroy them, and if they are importers
who are bringing these things in to establish the knowledge.

So you don’t just make the seizures all the time and say, well,
that was negligence or that won’t happen again, you know, you are
missing the knowledge elements. We want to carry these things to
a sufficient degree to establish once and for all whether or not the
importer knew that there were counterfeit goods being imported
and then take them out of business.

Mr. GOODLATTE. Wouldn't that shipping information that we pro-
vide for in section 9 help you to establish that intent?

Mr. WaLTON. Well, I have to tell you, sir, within the Customs
Service this has been the subject of frank and candid discussion,
I think is what they say here in Washington. Being law—I rep-
resent the agents, and to us everything is the embodiment of prob-
able cause, and—but we have to understand the Customs Service
is in a difficult position between its law enforcement responsibil-
ities and trying to prevent at least undue burden on importers in
terms of the importing process.

I will tell you this, that in—when we did the review of the Sen-
ate legislation and we looked at this, the Commissioner supported
this concept of trying to establish some way in entry documenta-
tion, some means by which or in connection with which the im-
porter would have to make a statement as to whether or not there
were goods subject to any trademark or other special provision in-
cluded. This does that. But within Customs—and Mr. Hampton has
alluded to the general issue—there are obviously those who have
tremendous responsibilities with regard to the trade community
and all the rest of it and it is a balance.

From the law enforcement perspective, of course, I am allowed
the luxury of having a gumshoe’s mentality and of course the more
we can get, the better from my standpoint. I don’t know if that an-
swers your question.

Mr. GOODLATTE. It does. Thank you.

Let me ask you, you mentioned control deliveries as one of the
mechanisms you use to try to uncover the network and establish
the criminal intent. Is that what is called Operation Pipeline?

Mr. WALTON. Pipeline involved a little of that, but yes, there
were—we used a lot of things on Operation Pipeline because it was,
as I think I may have mentioned before, one of the first times, and
for many of our agents involved in the case, the first time we had
ever seen an organization with that sophistication, complexity, en-
gaged in an activity on such a broad scale. It was real eye opener.

A lot of these things, it didn’t start that way. It—it began as a
lot of these cases do, as kind of event driven, kinds of seemingly
small market kinds of things, and as we got into it, we found out
the level of complexity and the extreme high value of goods and
whatever.

We did, I think, allow some stuff into the country on that
through the west coast. I believe we did allow some shipments in
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because if we had seized them it would have blown the whole
thing. And we were trying to identify everybody that we could and
trying to identify the full range of the organization.

The organization was so sophisticated that in the manufacture,
if you will, of counterfeit wearing apparel—I seem to recall ski
wear because I went to New York and I looked at it, they actually
had a software program driven by computers that absolutely rep-
licated the monogram or the symbol or the trademark. It was per-
fect.

I am trying to think of the names of some of the companies.
There were 42 trademark holders. I am thinking particularly eye
glasses. I know there were a lot of ski wear and a lot of other dif-
ferent things. And you could not distinguish the real trademark
and they were doing these by the hundreds of dozens every day.
So yes, we used a little of that.

I don’t think that was our main tactic, but we used that as part
of the process of preparing for the take-down which occurred basi-
cally over a period of 2 days. It was very complex because there
were different locations and sites.

There were three in New York City alone. One of those was in
Newark. And to get it set up and coordinated, execute the warrants
and make all the arrests, we were dealing with a lot of street level
gangs. These people are very hard to catch, so it is hard to set up
a dormitory. It is very complex logistics, unlike anything I have
seen except in a drug case. That is the only analogy I can draw.

Mr. GOODLATTE. How would this legislation help you in carrying
out those types of operations?

Mr. WALTON. Well, there are several different elements in the
legislation. I think probably the key one is the RICO because you
know, we were working—obviously we were investigating an orga-
nization, but everything we were amassing in the context of our
evidence was event specific. We really, for all the information that
we had regarding what the organization was doing, we didn’t have
a lot that dealt with that and RICO would have done that. It prob-
ably would have allowed us to take it down a little earlier. I would
say that with some certainty.

Mr. GOODLATTE. The Chairman mentioned the problem of goods
being sold, manufactured overseas and sold overseas but with U.S.
products that are being counterfeited and therefore losing U.S.
sales. Another area of problem we have is the practice of reexpor-
tation of goods. Can you explain that and why that has become a
problem?

Mr. WALTON. Well, yes. Until this legislation, my judgment any-
way, addressed that issue, basically the detection of counterfeit
merchandise, merchandise that would otherwise be prohibited, ex-
isting provisions of law allowed for the quote, reexport of the goods,
which is, in our judgment, delaying the problem. The stuff will
show up again, and we have run into that several times.

Mr. GOODLATTE. Or it will be sold somewhere else and have the
same effect on U.S. manufacturers.

Mr. WALTON. Right. All it is doing is displacing the issue. Nobody
who has invested in the manufacture of any goods and gone
through all the trouble of finding a buyer or whatever is simply
going to accept reexportation and take the goods back to the coun-
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try from which they originated and contribute them to charity or
something. That just isn’t going to happen. The stuff is going to
show up again. It might be transshipped through another country.
It might be introduced in some other way. It might be sold and re-
sold a couple of times to conceal the trail of the original parties to
the transaction. There are several different ways.

This legislation addresses that problem because now we can get
rid of this stuff. And we take that guesswork element out of it. We
won’t see that stuff again unless it comes in through a shredder or
something. I mean, we will take care of it and this—this is, I think
for us, very important.

" We actually have had—and 1 have to tell you it is not just in this
area. We have had contaminated seafood. We have had other at-
tempted importations wherein the reexport provisions were invoked
and the stuff shows up again. And so this addresses that problem,
I would think, very nicely.

Mr. GOODLATTE. I thank both of you, and I thank the chairman.

Mr. MOORHEAD. I want to thank this panel very much for com-
ing. The information you have given us will be very helpful.

Mr. MOORHEAD. Our first witness on panel two will be Ms. Cath-
erine Simmons-Gill, president of the International Trademark As-
sociation and general counsel to General Media International, Inc.
Ms. Simmons-Gill has also worked as chief trademark counsel to
Sterling Winthrop, Inc., partner at the law firm Schaefer,
Rosenwein & Fleming and senior counsel at Sears, Roebuck & Co.
She holds bachelor's degrees from the University of Illinois at Chi-
cago and Carleton College. She has a law degree from Northwest-
ern University.

Welcome, Ms. Simmons-Gill.

Ms. SIMMONS-GILL. Thank you, Mr. Chairman.

Mr. MOORHEAD. I would also like to welcome a fellow Califor-
nian, Ms. Angela Small. Ms. Small is the vice president of Legal
Affairs at Saban Entertainment, Inc., in Burbank. While you may
not know of Saban Entertainment, you almost surely know of their
popular television and film superheroes, the Mighty Morphin
Power Rangers. Ms. Small oversees Saban Entertainment’s legal
actions against hundreds of civil and criminal infringers in the
United States. Welcome, Ms. Small.

Our final witness is Mr. John Bliss, president of the Inter-
national Anticounterfeiting Coalition. The IACC is a nonprofit
trade organization dedicated to combating commercial counterfeit-
ing worldwide. Mr. Bliss served for 2 years as the senior legislative
and legal advisor to Senator Hank Brown and was the Republican
chief counsel for the Technology and the Law, Juvenile Justice and
Constitution Subcommittees of the Senate Judiciary Committee.
Mr. Bliss is a graduate of the University of California in San Diego,
has a law degree from Georgetown University. Welcome, Mr. Bliss.

We have your written statements, which I ask unanimous con-
sent be made a part of the hearing record. I ask that you summa-
rize in 10 minutes or less and that the members of the subcommit-
tee hold their questions until all of the witnesses have ended their
statements. We begin with Ms. Simmons-Gill.

HeinOnline -- 1 Anticounterfeiting Consumer Protection Act of 1996, P.L. 104-153, 110 Stat. 1386 30 1996



31

STATEMENT OF CATHERINE SIMMONS-GILL, PRESIDENT,
INTERNATIONAL TRADEMARK ASSOCIATION

Ms. SIMMONS-GILL. Thank you, Mr. Chairman, and good morn-
ing. My name is Catherine Simmons—Gill. I want to ask your indul-
gence for my lack of voice this morning. I seem to be dealing with
the things that 9-year-olds bring home.

I am the president of the International Trademark Association,
now known as INTA, and I am pleased to be here today to express
our support for H.R. 2511, the Anticounterfeiting Consumer Protec-
tion Act of 1995. I am particularly pleased to be here today because
I first became involved with anticounterfeiting legislation when I
was asked by the general counsel of Sears to become involved in
drafting the Anticounterfeiting Act of 1984 when a coalition was
needed between the retailing community and the luxury goods com-
munity, so I have watched t%is sort of legislation from its inception.

We would also like to thank you, Congressman Goodlatte, for
supporting the bill and sponsoring the bill and any other members
of the panel who have sponsored this bill. It has been a little over
a decade since the issue of counterfeiting has come first to the
House and the Senate.

In 1984, in an effort to stem the importation, distribution and
sale of counterfeit goods in the United States, Congress passed the
Trademark Counterfeiting Act of 1984. In those days, it was clear
to all of us that it was—there was almost an invitation to counter-
feit various products and the most that one could expect to experi-
ence as a counterfeiter was an occasional civil suit where one
ducked, said I won’t do it again, closed up shop and moved some-
where else. There were no meaningful civil penalties and almost—
and there were no criminal penalties, so it was a fairly good busi-
ness then and without penalty.

When we testified in support of that measure, INTA testified in
support of that measure in 1984, 1983 really, we noted that the
problems of counterfeiting had reached substantial proportions and
were of sufficient seriousness that stronger penalties were needed.
We believe that even stronger penalties are needed now because
while some—some effort has been made and most of the laws, as
passed, have been used, we find that counterfeiting proliferates and
it has gone from being what was essentially a cottage industry for
the most part in the 1980’s and 1970’s to being a very organized
activity, whether it is organized crime or simply organized.

In 1993, for example, Forbes magazine estimated that counter-
feiting had grown to become a $200 billion worldwide enterprise
that is growing faster than any of the industries it victimizes. In
addition, countless jobs, particularly in the United States, are lost
as a result of counterfeit goods and counterfeit labels manufactured
to go with various services.

Mr. Chairman, counterfeiting has had a devastating impact on
the American economy and directly undermines the threefold pur-
pose of the trademark laws that INTA is concerned to support in
every country. Trademarks are intended to identify the goods and
services of a particular trademark owner to differentiate them from
other trademark owners’ goods or services, and, most particularly,
to provide assurances of quality to the public so that when one
buys a Craftsman tool one day and goes back, one believes that one
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will get the same quality the next day or the next month or the
next year.

Every year we hear of new and more serious instances of legiti-
mate companies having to spend hours of time and billions of dol-
lars cultivating their trademarks and also protecting those trade-
marks from counterfeiting. At a 1993 raid in a New York City
warehouse, for example, Congressman Goodlatte spoke about this
earlier this morning, Louis Vuitton counterfeit handbags were used
as a mask for a heroin activity. So it was really a rather clever
ploy, I think, to bring in counterfeit bags where the crime believed
was counterfeiting but in fact it masks a different activity and, in-
deed, it indicates that perhaps there is some substantial connection
between traditional organized crime and counterfeiting organized
crime.

Counterfeit goods not only threaten the reputation and dollar in-
terests of trademark owners, they frequently pose a serious risk to
the health and safety of the American public and, quite frankly, to
other less sophisticated publics where American goods, which are
extraordinarily valued in several other countries throughout the
world, are sold—are sold, or counterfeit goods bearing American
brands are sold to consumers who believe that simply because
something is American, it is of value and it will meet, so to speak,
the FDA health and safety standards.

When introducing this bill—pardon me, recently one of the facts
which came to our attention was the investigation of the sale and
distribution of an extraordinary amount of counterfeit baby for-
mula that was in this country. We know what we have seized in
this country. We have no idea what, if any, product went overseas. .
As a result of the imitation baby formula, FDA investigators be-
lieve that some infants may suffer allergic reactions or become se-
verely undernourished or malnourished.

In addition, counterfeit mechanical parts called fasteners which
cover what we grew up calling nuts and bolts but which are used
in cars and helicopters, airplanes, and industrial machinery have
clearly caused bodily injury, even death. In that case, anybody can
make a bolt that looks like a very expensive airplane bolt but has
not undergone the rigorous testing and the various levels of tem-
perature required to make it a particular strength.

H.R. 2511 will help our Nation’s efforts to put a stop to counter-
feiting, in Senator Hatch’s words, to knock out the knockoffs. For
example, the bill makes trafficking in counterfeit goods and serv-
ices predicate acts for the purposes of the RICO statute and, as dis-
cussed today, we all believe that these teeth are absolutely nec-
essary. This will subject counterfeiters to substantially increased
jail time, criminal fines, and asset forfeiture. These particular pen-
?lties seem to have actually had some effect on particular counter-
eiters.

H.R. 2511 would also increase the power of Federal law enforce-
ment in another vital area. The bill authorizes all Federal law en-
forcement officers to make ex parte seizures of counterfeit goods.
We understand that Federal officers are extremely busy and that
sometimes the seizing of counterfeit luxury goods does not—is not
a top priority on their agenda if they have other more serious,
clearly—clear crime affecting health and safety. So the ability of
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any Federal officer to be able to make these ex parte seizures is
extremely significant to trademark owners.

This provision will also allow for swifter execution of ex parte
seizure orders, and as those of us who have stood outside of ware-
houses at 6 a.m. in the morning know, swiftness is extremely sig-
nificant. We need to act within a very brief time of having found
out the locus of either a manufacturing plant or a warehouse or it
simply doesn’t work, the information leaks outs.

H.R. 2511 also provides that in cases of trademark counterfeiting
owners may opt for an award of statutory damages up to $1 million
per mark for type of goods sold. This provision will put—will have
a real effect and help put a dent in the pocketbooks of counter-
feiters. Many of them do have legitimate bank accounts or other
sorts of assets which can be seized and can be made the subject of
civil fines or criminal fines, civil penalties, or civil fines.

The bill further authorizes the Customs Service to destroy coun-
terfeit merchandise unless the owner of the mark in question or
the owner of the copyright in question would permit another kind
of disposition. I have found that where the goods can—where the
labels can be successfully removed from clothing or other sorts of
goods, in almost every case the Customs Service will permit the
disposition of these items to charity. They are only destroyed when
the labels or the logo become an integral part of the merchandise
and distribution to charity does not mean that they are—they are
shipped out of the United States and the disposition is permitted
by the importer but in fact they are disposed of, you know, within
the United States by the Customs office or by the trademark
owner,

The bill also provides for the levying of civil fines against those
who participate in the importation of counterfeit goods. The civil
fines would equal the value of the merchandise if genuine.

The language of the bill also requires import documents to con-
tain information to enable trademark owners to determine whether
such goods bear an infringing mark.

I think that these are all positive steps and the members of
INTA believe they will be extremely effective in helping them com-
bat counterfeiting.

With respect to the issue of U.S. trademarks, I would like to sug-
gest that there is no such thing anymore as a U.S. trademark or
a French trademark or a Chinese trademark or South African
trademark. We have a global economy and we have global commu-
nications. If communication is not of the standards variety like the
television camera or books or the radio, it is simply the flow of
goods in commerce. So U.S. trademarks have become multinational
experiences as have French trademarks and Chinese trademarks,
and whatever we can do in the United States to stem the flow of
goods which pass through our commerce stream that are counter-
feit would be helpful to the general economy.

In sum, it is our view that the reforms set forth in H.R. 2511
would represent a significant step forward in ensuring that owners
of trademarks and the public are protected from the dangers and
the loss of dollars associated with counterfeit goods.
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We look forward to continuing to work with the members of the
panel and its staff in assuring the passage of this important meas-
ure and its eventual enactment.

Thank you very much, and I look forward to questions if there
are any at the end of the panel.

Mr. MOORHEAD. Thank you.

[The prepared statement of Ms. Simmons-Gill follows:]

PREPARED STATEMENT OF CATHERINE SIMMONS-GILL, PRESIDENT, INTERNATIONAL
TRADEMARK ASSOCIATION

Mr. Chairman, the International Trademark Association (INTA) (formerly known
as the United States Trademark Association), aﬁpreciates and welcomes the oppor-
tunity to submit a statement in support of H.R. 2511, the “Anticounterfeiting
Consumer Protection Act of 1995.” INTA believes strongly that this legislation rep-
resents a step forward in ensuring that owners of trademarks and the public are
protected from the dangers associated with counterfeit goods.

My name is Catherine Simmons-Gill, and I presently serve as President of INTA. .
I am employed by INTA member General Media International as general counsel.
Like all the officers, board members, committee chairpersons, and committee mem-
bers of the Association, I serve on a voluntary basis.

INTA is a 117-year-old not-for-profit membershi orglam'zation. Since its founding
in 1878, its memi;ership has grown from twelve New York based manufacturers to
approximately 3,000 members that are drawn from across the United States, and
from 110 countries.

Membership in INTA is open to trademark owners and to those who serve trade-
mark owners. Its members are corporations, advertising agencies, professional and
trade associations, and law firms. INTA’s membership crosses indus lines,
spanning a broad range of manufacturing, retail and service operations. Members
include both small and large businesses who have been both plaintiffs and defend-
ants in disputes involving trademark rights, and all sizes of general practice and
intellectual property law firms. What this diverse group has in common is a shared
interest in tracfamarks, and a recognition of the importance of trademarks to their
owners and to consumers.

THE ANTICOUNTERFEITING CONSUMER PROTECTION ACT OF 1995

History

Since the Lanham Act was passed in 1946, trademark counterfeiting has grown
tremendously. This growth reflects consumers’ increased desire for brand name
products, the ability of counterfeiters to adapt to trends in the public’s appetite, and
the enormous profits that can be made from the sale of counterfeit goods. The in-
ability to deter counterfeiters effectively, has enabled them to develop sophisticated
and often multinational networks of manufacturing and distribution.

The “Trademark Counterfeiting Act of 1984” was a move in the right direction in
an attempt to stem the manufacture, importation, and distribution of counterfeit
goods in the United States. It represented Congress’ initial efforts to protect Amer-
ican businesses and consumers against counterfeiting. Federal prosecutors and
trademark owners now have at their disposal both civil and criminal remedies that
make enforcement against counterfeiting more effective. The Act:

Created Sec. 2320 of the U.S. Criminal Code, which imposes severe penalties
for intentional trafficking in counterfeit goods and services.

Amended Sec. 34 of the Lanham Act to provide for ex parte seizures. The Act
allows trademark owners bringing a civil suit to obtain a court order to seize
counterfeit goods and related business records without notice to defendant.

Amended the Lanham Act to provide enhanced civil penalties for trademark
counterfeiting. A successful plaintiff in an action for counterfeiting ordinarily is
entitled to recover treble damages and court costs.

INTA supported the introduction of the Anticounterfeiting Act of 1984 and ap-
plauded its passage. As a result of the provisions contained in the Act, trademark
owners have greater protection against unlicensed uses and the public has greater
assurance that the goods they purchase are genuine.

Problems of Today

Unfortunately, the “Trademark Counterfeiting Act of 1984” has been unable to
completely stem the tide of counterfeit goods moving into and within the United
States. In 1988, the International Trade Commission estimated that, at a minimum,
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counterfeiting had become a $60 billion worldwide enterprise. More recent estimates
place the number as high as $200 billion (see Forbes, 10/25/93, p. 170). In addition,
countless American jobs are lost as a result of counterfeit goods. The U.S. auto in-
dustry alone, estimated it could employ another 210,000 people if it could manage
to put counterfeit parts suppliers out of business (Forbes, p. 170).

he impact of counterfeit goods on trademark owners is overwhelming. A trade-
mark serves to distinguish one’s business products from all the others used in com-
merce and represents an investment in both dollars and time. To the consumer, a
trademark symbolizes quality and characterizes confidence in the product.

For many companies, their trademark is their most valuable asset. In a 1994
study published in Financial World, for example, the “Coca-Cola” mark was valued

- at $35.9 billion; the “Kodak” mark at $10 billion; and the “Microsoft” mark at $9.8
billion. These numbers demonstrate the major importance of trademarks to a
healthy and growing economy.

Counterfeiting, on the other hand, has a devastating impact on our economy. Lost
sales revenues, jobs, taxes, and customs duties, along with the significant cost of en-
forcement against counterfeiting, contribute to an exponential increase in the losses
sustained by the U.S. economy.

Counterfeit goods also have the ability to destroy the reputation and good will as-
sociated with the marks of legitimate owners. Gradually the public begins to lose
confidence and respect for reputable companies due to the appearance of counter-
feits in the marketplace. More often than not, these goods are poorly constructed
and are unable to perform the functions for which they were designed. They can
even pose a risk to consumers’ health and safety.

Mr. Chairman, in the past members of Congress have cited several instances
where counterfeit goods have caused, or have had the potential to cause, loss of life
and/or injury. In his statement of October 19, 1995, Congressman Goodlatte men-
tioned a very troubling incident involving counterfeit Louis Vuitton® handbags that
were lined with heroine.

A second illustration involves metallic fasteners, which connect mechanical parts
in automobiles, armored tanks, aircraft, the space shuttle, and industrial equipment
such as above ground oil tanks and nuclear power plants. Counterfeit fasteners
made in the United States and overseas continue to cause serious accidents involv-
ing vehicles and machinery. The “Fastener Quality Act of 1990” (P.L. 101-592) was
intended to curb the production, sale, and importation of defective counterfeit fas-
teners by imposing civil and criminal penalties on those who dealt illegally in these
materials. Manufacturers are also required under the law to register with the gov-
ernment a particular designation or mark for use on its product as a means to iden-
tify the company responsible for the manufacture of defective parts.

Unfortunately, regulations for the “Fastener Quality Act of 1990” have never been
implemented and the potential for serious injury continues to grow. In 1992, the
United States Department of Transportation (DOT) investigated 219 cases involving
counterfeit fasteners, and related equipment such as brakes, wing flaps, turbine en-
gines, and spacer seals. Defective counterfeit fasteners for example, have the poten-
tial to cause explosions and lead to the shut down of airplane engines in mid-air.
One of the most serious cases investigated by the DOT involved a raid on a Califor-
nia based supplier of airplane parts. There, federal law enforcement officers were
searching for alleged faulty counterfeit fasteners that were destined to be used in
Boeing 747-400’s, passenger jets that carry thousands of passengers all over the
world, everyday of the year (Aviation Week and Space Technology, 514/92, p. 18).

A final example of the physical harm caused by counterfeit goods is the on-going
investigation by the Food and Drug Administration (FDA) into the sale and distribu-
tion of counterfeit baby formula, as reported by the New York Times on September
6, 1995. In February, 1995 officials seized 45,000 pounds of counterfeit baby formula
in the State of California. The probe has since expanded into eight states and con-
tinues to uncover potential health threats. As a result of imitation baby formula,
FDA investigators believe some infants may suffer allergic reactions, or become se-
verely malnourished. When counterfeiting affects our children, truly the most inno-
cent of consumers, we must redouble our efforts to ensure their safety.

Provisions Contained in H.R. 2511

In order to put a stop to counterfeiting schemes, a number of the proposed amend-
ments contained in H.R. 2511 strengthen the power of federal law enforcement. For
example, the bill makes trafficking in counterfeit goods and services “predicate acts”
for purposes of the Racketeer Influenced and Corrupt Organization Act (RICO). As
a result, counterfeiters will pay greater fines and spend more time in jail—the
greatest deterrent against future acts of counterfeiting. Counterfeiters will have less
opportunity and less capital in which to start another criminal enterprise. In addi-
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tion, federal law enforcement will be permitted to seize nonmonetary assets, pre-
venting counterfeiters from continuing to practice their nefarious activities. Mr.
Chairman, this provision should help put many trademark counterfeiters out of
business permanently.

H.R. 2511 increases the power of federal law enforcement in another vital area.
The bill clarifies that, in addition to U.S. Marshals and state and local law enforce-
ment officers, any federal law enforcement officer (including agents from the Federal
Bureau of Investigation, Secret Service, and Customs Service) may accompany civil
plaintiffs in the ex parte seizure of counterfeit trademarked goods. This provision
will allow for swifter execution of ex parte seizure orders issued by the court, since
civil plaintiffs will have more of the federal government’s resources at their disposal.

To ensure that Congress is aware of the level of effort being undertaken by fed-
eral law enforcement to thwart trademark counterfeiters around the nation, H.R.
2511 n;?uires that the U.S. Attorney General obtain current information concerning
counterfeiting cases from U.S. Attorney’s offices throughout the United States. This
information would include statistics such as: the number of open investigations; the
number of cases referred by the United States Customs Service; the number of cases
referred by other agencies; and the number and outcome of all prosecutions brought
under sections 2318, 2319, and 2320 to title 18. The Attorney General would then
be required to include this information in the yearly report submitted to Congress
by the Department of Justice.

To help curb the introduction of imported counterfeit goods, the bill appropriately
states that federal officers shall require such information on entry documentation
as to allow for a determination regarding whether the imported merchandise bears
a counterfeit trademark. The bill also eliminates the current provision in Customs
law requiring the re-export of seized goods. Agents of the Customs Service would
have the option to destroy the merchandise, thereby preventing further economic in-
jury to U.S. companies and physical detriment to the consumer. Both provisions rec-
ggnize that the ills of counterfeiting extend far beyond the borders of the United

tates.

In trademark counterfeiting cases, as in all other cases, the plaintiff has the bur-
den of proving damages. Most often, the defendant is difficult to locate and has re-
tained few, if any, business records. As a result, proof of damages is difficult, if not
impossible. These so-called “fly-by-night” operations are mobile, with no permanent
base, and utilize cheap equipment to make their products. Counterfeiters continue
their enterprise because it is relatively inexpensive for them to do so, and very lu-
crative given their lack of overhead and marketing expenses, and in most cases,
non-payment of taxes.

Wﬁile the counterfeiters get richer and richer, U.S. companies are losing billions
of dollars as a result of counterfeiting . To help businesses recover their losses, a
section of H.R. 2511 states that trademark owners could opt for an award of statu-
tory damages of up to $1,000,000 per mark. Another section of the bill provides for
the imposition of additional civil penalties on persons implicated in counterfeiting.
Not only do these increased civil penalties amf statutory damages help trademar
owners recover from financial damage, but they also help to put a dent in the pock-
etbooks of counterfeiters who may contemplate setting up shop again in the future.

Each one of these provisions, Mr. Chairman, demonstrates the willingness of Con-
gress to take counterfeiting seriously and to direct more resources to fighting this
chronic problem.

Amend the “Tariff Act of 1930”

The provisions contained in the House version of the “Anticounterfeiting
Consumer Protection Act of 1995” and those of the Senate’s version (S. 1136) at-
tempt to achieve the same goals. However, there are particular sections of H.R. 2511
which inapproFriately seek to amend the “Lanham Act.” They are Section 6, the
“Disposition of Merchandise Bearing Counterfeit American Trademark and Civil
Penalties”; and Section 9, “Record keeping Requirements.” INTA believes that the
provisions in these sections are more analogous to the “Tariff Act of 1930,” as recog-
nized in the Senate’s version.

As you know, Mr. Chairman, INTA does not support attempts to use the “Lanham
Act” to accomplish non-trademark functions. INTA has consistently, throughout the
“Lanham Act’s” history, worked to keep the statute a purely trademark and related
unfair competition law. :

The “Tariff Act of 1930” was designed to account for the seizure, forfeiture, and
disposition of merchandise bearing a counterfeit mark; as well as for reports con-
cerning manifests and the unloading of vessels and vehicles (see 19 U.S.C.A 1431,
1484, 1526). Clearly, the provisions contained in Section 6 and Section 9 (the dis-
position of counterfeit merchandise, additional civil penalties for the importation of
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counterfeit goods, requirements for information on entry documentation to deter-
mine whether goods are counterfeit, and the disclosure of aircraft manifests) are
more appropriate to the “Tariff act of 1930”. They do not address no registration
as intended by the “Lanham Act.” Instead, these provisions refer to tie procedures
involved in monitoring illegal trade activities within the United States, in the na-
tion’s airports, and on our loading docks.

The seizure of vehicles also does not pertain to the registration of trademarks.
Therefore, in addition to amending the “Tariff act of 1930,” INTA believes that the

rovision referring to the seizure of vehicles used by counterfeiters (see H.R. 2511,
gection 5) would be a more suitable amendment to 49 U.S.C.A., App. § 781, as iden-
tified in S. 1136.

CONCLUSION

INTA believes that the “Anticounterfeiting Consumer Protection Act of 1995” is
consistent with Congress’ efforts to stamp out crime in whatever form it assumes.
This legislation not only addresses the physical well-being of our citizens, but the
health of our economy.

INTA urges the Subcommittee to report out the bill as promptly as possible. The
Association looks forward to continuing to work with the members of the panel and
its staff in assuring passage of the measure.

Mr. MOORHEAD. Ms. Small.

STATEMENT OF ANGELA SMALL, VICE PRESIDENT, LEGAL
AFFAIRS, SABAN ENTERTAINMENT, INC.

- Ms. SMALL. Good morning, Chairman Moorhead, Congressman
Goodlatte, and members of the panel.

I am vice president of Legal Affairs of Saban Entertainment,
which is a Los Angeles-based entertainment co. We are best known
for the hit children’s television show Mighty Morphin Power Rang-
ers. In addition to my duties at Saban, I am also an adjunct profes-
sor of trademark law at Pepperdine Law School in Malibu, CA. I
also serve on the board of directors of the International
Anticounterfeiting Coalition.

As counsel for Saban, I have had the dubious honor of managing
the anticounterfeiting program of one of the singularly most coun-
terfeited properties in America in 1994, the Mighty Morphin Power
Rangers. The Power Rangers originally aired in August of 1993 and
became an instant phenomenon. It has been the number-one rated
children’s television show for over 100 weeks.

When I began my position as in-house counsel at Saban in March
1994, the American marketplace was flooded with counterfeit
Mighty Morphin Power Rangers toys, T-shirts, stickers, posters,
and other merchandise. I literally received reports of infringements
on a virtually daily basis for most of 1994.

I immediately set out to set up civil ex-parte seizure actions in
cooperation with Warner Bros. and other companies in several of
the major markets. I personally have attended civil seizures
against over 100 defendants, primarily in Los Angeles, New York
City, and the Miami area. The cost of these actions to Saban has
been in excess of $4 million in the last 18 months.

I have also participated in criminal actions against counter-
feiters, although my experience in this area is far more limited
given the restraints on availability of law enforcement officials for
anticounterfeiting actions. Saban estimates that it has seized some
$10 million worth of counterfeit and infringing items in the last 18
months. In addition, I have had numerous shipments of merchan-
dise detained by various U.S. Customs’ houses.
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In my crash course in dealing with the Mighty Morphin Power
Ranger counterfeiting problem, several things have become crystal
clear to me. The first thing that is obvious is that the current laws
are insufficient to act as a deterrent to people in the counterfeiting
business.

Counterfeiters are thieves, just the same as someone who robs a
bank. They are taking something of great value which does not be-
long to them. People often ask, who does this crime of counterfeit-
ing hurt? And the answer is that it hurts us all.

Obviously, I am here today because counterfeiting hurts Saban
Entertainment. We lose royalties on licensed merchandise which is
not purchased because a counterfeit item is purchased in its stead.
But counterfeits also hurt our licensees who compete fairly by pay-
ing a license fee and by paying business tax and income tax on all
the merchandise they sell. It also hurts the public which does not
benefit from the income tax and sales tax the counterfeiters invari-
ably do not pay. But most importantly, counterfeit merchandise
presents a serious threat to the health and safety of the American
public. Counterfeit toys and T-shirts are invariably made of the
cheapest possible materials, which are often dangerous.

The counterfeiter’s sole goal is to maximize profit. Counterfeit
silk screen T-shirts have been found to be made with naphtha, the
flammable ingredient contained in lighter fluid. Counterfeit toys
are made of the cheapest plastics which break easily when children
play with them exposing sharp edges. Also, small pieces easily
break off, posing choking hazards. Toxic paints have been found to
be used on counterfeit toys.

I have had toys where the head breaks off and the packaging
says “Mighty Morphin Power Rangers.” The toys look very similar.
I had one toy where it was actually still in the package and the
head was loose and it was the size of a l-inch round circle that
could easily get lodged in a child’s throat. Things like this are a
nightmare to Saban.

I also had an investigator send me a bag full of 3-inch power
Rangers novelty figures that were soft plastic. And when I open the
bag, they smelled like gasoline. I don’t know what they were made
of but they were not made of any substance that any licensed toy
would be made from.

I have some sample toys and T-shirt articles with me that dem-
onstrate the typically inferior quality of counterfeit items. This is
a legitimate licensed Mighty Morphin Power Ranger. This is the
Yellow Ranger. This, in my left hand, is an unauthorized copy. It
says Mighty Morphin Power Rangers. It has the same logos on it.
The toy is identical. There is a container of this counterfeit product
currently being held by Customs in Houston. Under the current
law, I am unable to find out the identity of the importer, the origin
of the shipment. I am at a total disadvantage. Even a careful
consumer looking at this would be likely to think that this is a li-
censed product. It is not.

We at Saban live in fear that a child will be harmed by a coun-
terfeit toy or other item. A single incident could likely produce in-
accurate news coverage attributing the merchandise to Saban.
Such damage to Saban’s goodwill is virtually impossible to correct.
The media is highly unlikely to prominently cover the fact that it
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mistakenly attributed to Saban an injury that was actually due to
a knockoff product.

I would like to share some specific examples of problems that I
have encountered which I believe the current legislation will help
correct.

Under the current law, U.S. marshals are required to assist in
all civil ex-parte seizure actions. Because of limited staffs and com-
peting demands for their services, it is typical that four to six mar-
shals participate in an action. Typically, 10 to 20 defendants are
named in a single action. For safety reasons, marshals always act
in pairs. Thus, for example, with four marshals only two locations
may be served with seizure papers at one time.

The counterfeiting community is highly organized. The result is
that the other named defendants get telephone calls, are paged, or
a member of one of the served defendants will actually run out of
the store and run down the street alerting other merchants that a
seizure is in process. Counterfeit merchandise is then secreted
away for sale at a later time.

I have seen merchants literally run down the streets with arms
full of merchandise going to their storage areas, going to their cars
just getting out of the area. You can hear people screaming, they
are looking for Power Rangers, they are looking for Looney Tunes,
they are looking for Disney. And they grab the identified merchan-
dise and run down the street with it. They will leave their counter-
feit no fear, Chanel, or whatever they know that we are not cur-
rently seizing. There are generally districts in Los Angeles and
New York and Florida where there is a counterfeit clothing district
or a counterfeit toy district. The counterfeiters all work together
and communicate when these seizures are going on.

In contrast, on one unusual occasion in Los Angeles, the Mar-
shals Service provided the trademark holders with 36 marshals.
Eighteen locations in the wholesale toy district were served simul-
taneously. The total number of toys seized in this action was
65,000. A typical seizure nets approximately between 1,000 and
10,000 items of counterfeit merchandise, and I am speaking of ac-
tions where we have a relatively similar numbers of defendants.
The point of this is that counterfeiters cooperatively play a game
of hide and seek and they usually win. Increased availability of
Federal officers will greatly increase the effectiveness of our civil
ex-parte seizures.

I also participated in a criminal seizure at a clothing manufac-
turer in Florida which was conducted by the Broward County Po-
lice Department in August 1994. Unfortunately, my experience was
typical of criminal anticounterfeiting cases. Saban and the other
participants paid private investigators to obtain sufficient informa-
tion for the police to issue an arrest warrant. Counterfeit clothing
estimated to be worth well in excess of $1 million was seized. There
was so much clothing that it took a dozen people over 10 hours to
box and tag it and remove it from the location.

The owner was an Israeli national who is present in the United
States on a tourist visa which had expired some 4 years prior to
the seizure. Some of his workers were undocumented aliens. The
defendant was released on bail. He was tried on eight misdemeanor
counts 1 year later, August 1995. He was convicted of six of the
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eight counts. He was again released on bail. There is currently no
date set for his sentencing.

My private investigator has information that this defendant is
back in the counterfeiting business. I understand that he lives in
a four-bedroom house and that both he and his wife drive Lexus
sedans. This gentleman literally laughed in my face at the seizure
when he was arrested and at the trial when we were in the halls
during the process of the trial. He is laughing all the way to the
bank.

In another criminal matter handled by the New York Police De-
partment and the FBI, a seizure was conducted at a New York City
clothing manufacturer. Again, our private investigators worked
with law enforcement to obtain evidence sufficient to conduct a
criminal seizure. The whereabouts and activities of this entity was
known for over 6 months. However, due to the size of the operation
and some evidence that the organization was affiliated with orga-
nized crime, the trademark owners decided not to conduct a civil
seizure.

While we all work very hard for our companies, none of us choose
to die in the line of business. The primary business of this organi-
zation was embroidery. There were 20 to 25 computerized sewing
machines and each sewing machine had six heads. Each head pro-
duced an embroidered design. They were driven by computer chips.
This organization took a picture of a licensed logo, had a computer
program that would transfer that to a computer chip for the sewing
machine, and each head on this sewing machine pumped out an
embroidered design that looked just like the licensed design in less
than a minute.

This factory ran for 24 hours a day. It manufactured millions of
dollars of merchandise a month. Charges are currently pending
against the defendants. There is some evidence that some of the
money from this operation went to fund the defense of the World
Trade Center bombers.

There are currently not sufficient deterrents to stop individuals
who thwart the law and engage in large-scale counterfeiting. They
make too much money to be deterred by a day or two in jail or the
seizure of a few hundred or even a few thousand pieces of merchan-
dise. Seizures are considered a cost of doing business to them.

I support the increased penalty provisions of this legislation be-
cause I believe they will help deter counterfeiting activities. I spe-
cifically support the legislation section which eliminates current
provisions which allow U.S. Customs to reexport counterfeit mer-
chandise. The result of the current provision is that a counterfeit
goods importer will simply find a different port, either in the Unit-
ed States or in some other country, in which the counterfeit goods
are allowed entrance without detection.

The provisions requiring importers to file more complete docu-
mentation are also a major improvement over the existing law.
Currently, the documents which Customs get identify the type of
product by a number and they do not provide any information
whatsoever as to the trademark on the goods. I think Customs is
at a major disadvantage in attempting to identify counterfeit mer-
;:_handise and anything that we can do to help them will be of bene-
it.
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I also specifically support the provision which enhances the fi-
nancial penalties for an importer of counterfeit goods.

And finally I believe that one of the most important aspects of
this legislation is the creation of statutory damages much like the
provisions of the Copyright Act. Counterfeiters do not keep evi-
dence of their illegal transactions. Trademark holders currently
need to prove actual damages in civil litigation and are unable to
do so because there are no records of sales of the individual defend-
ants. I believe the availability of statutory damages will act as a
deterrent against engaging in this illegal activity.

Given the current state of the law, counterfeiting is a crime of
choice. It is the crime of the 1990’s. Individuals can make hundreds
of thousands of dollars, if not millions, with little threat of punish-
ment or restitution. For many, there is no reason not to violate the
intellectual property laws of the United States.

I believe that H.R. 2511 provides a needed deterrent against
counterfeiting. I believe it should be passed for the well-being of
the American public as well as to protect the rights of the trade-
mark owners in the United States.

I am honored to have been invited here today and will of course
answer any questions you have.

Mr. MOORHEAD. Thank you.

[The prepared statement of Ms. Small follows:]

PREPARED STATEMENT OF ANGELA SMALL, VICE PRESIDENT, LEGAL AFFAIRS, SABAN
ENTERTAINMENT, INC.

I. BACKGROUND INTRODUCTION

I, Angela Small, am an attorney, admitted to practice in California since 1987.
For the last two years, I have been Vice President of Legal Affairs of Saban Enter-
tainment, Inc., the owners of Mighty Morphin Power Rangers. Both the registration
and enforcement of Saban’s trademarks and copyrights have been my exclusive re-
sponsibility. I have overseen civil actions and criminal enforcement against hun-
dreds of infringers in the United States over the last year. I am currently focusing
on Saban’s international enforcement programs. Prior to working at Saban, I was
in private practice, specializing in intellectual property matters. Immediately prior
to coming in-house at Saban, I worked for two and a half years at Bleaker & Collins
in Los Angeles where 1 handled trademark and copyright litigation. I have also held
positions at Paramount Pictures Corp., The United States Patent and Trademark
Office and Graham & James.

Saban Entertainment, Inc., is a broad-based entertainment company specializing
in the creation, production, acquisition and distribution of all forms of television pro-
gramming, feature films, music and consumer products for the worldwide entertain-
ment marketplace. The company, wholly owned by Chairman and Chief Executive
Officer Haim Saban, has become the largest independent supplier of children’s Fro—

amming in the world and one of the most prolific producers of movies and long
orms. Saban Entertainment provides programming for network, first-run syndica-
tion and cable television, in addition to feature films, home video and music for do-
mestic and international television.

A. Saban’s Anticounterfeiting Program

During the past two years, Saban’s Power Rangers action figures have been the
number one selling toy in America. In addition to action figures, Saban has licensed
a variety of other Power Rangers merchandise including apparel, costumes, and nov-
elty items, all of which have been enormously popular. ile Saban and its licens-
ees and retailers around the United States enjoyed the enormous success of the
Power Rangers, the lessor publicized problem of the counterfeiting of Saban’s trade-
marks and copyrights was becoming acute.

During 1994 and 1995, Saban waged an aggressive and expensive
anticounterfeiting campaign throughout the nation to eliminate counterfeit products
from the marketplace. Saban’s anticounterfeiting efforts include the filing of numer-
ous civil seizure actions under Title 15 U.S.C. 1116, cooperating in criminal inves-

HeinOnline -- 1 Anticounterfeiting Consumer Protection Act of 1996, P.L. 104-153, 110 Stat. 1386 41 1996



42

tigations and prosecutions of counterfeiters under state and federal criminal stat-
utes in cooperation with local law enforcement and the FBI, and close cooperation
with the U.S. Customs Service to end the importation of counterfeit merchandise
into the United States.

B. Counterfeit Products Are Harmful To Legitimate Businesses, The Economy, And
The Public, Particularly Children

Counterfeiting Saban’s licensed products presents great danger to children, as
counterfeit toys are unsafe for several reasons. First, counterfeit toys and related
products are not tested for safety as is the industry practice. I have seen counterfeit
action figures whose plastic parts can be easily uﬁed apart, exposing children to
small pieces on which they can easily choke. Poorly made counterfeit toys are prone
to becoming dangerous when dropped or thrown in the normal course of children’s
play, exposing children to jagged or sharp plastic edges.

g(,econd, the paints and chemicals on counterfeit toys are also potentially toxic.
Chemicals used in silk-screening counterfeit garments, such as t-shirts, may also be
toxic or flammable.

Third, labelling on licensed children’s sroducts provides adults with significant
safety information, including, the age and use recommendations, treatment in the
event of misuse, and the names of the manufacturer and trademark holder. Coun-
terfeit products such as toys seldom contain adequate labelling. The lack of proper
labelling on counterfeit products creates a hazard for children because adults are
not grovided with sufficient safety information. Even a toy which might be safe in
the hands of a ten year old could be dangerous to a toddler. For this reason, licensed
products have clear warning labels. The failure on counterfeit toys to provide this
pertinent information creates an even greater risk to children.

Furthermore, while licensed manufacturers proudly label their products (Saban’s
licensed goods have Saban’s name and trademark or copyright notice and often in-
clude a toll free number for consumer questions), counterfeiters leave little trace of
their identities to connect them to liability exposure and criminal and civil
anticounterfeiting laws. When a consumer purchases a counterfeit toy or t-shirt,
which turns out to be defective, there is no manufacturer identified for the customer
to return the merchandise. Sometimes, consumers mistakenly associate Saban with
these defective and harmful counterfeit products, which not surprisingly, damages
Saban’s goodwill and reputation.

Saban has spent millions of dollars in the development of 1uality products and
in advertising, resulting in significant fame and public goodwill. By contrast, coun-
terfeiters can easily produce knock-off Mighty Morphin Power Rangers t-shirts
which sell for $10-20 with only a $2 investment. They then reap the benefit of
Saban’s cost of the production of the television series and extensive advertising.
Moreover, the ubiquity of unrecorded transactions continues to damage the economy
as counterfeiters do not pay income tax or sales tax on these unauthorized trans-
actions.

Counterfeiting reduces the royalties Saban receives from the sale of licensed prod-
ucts, damages Saban’s reputation and that of its licensees, sabotages the economy
as a whole and, more importantly, endangers the consuming gublic. The protection
of the public, especially children, from harmful counterfeit products, creates an over-
whelming need to implement The Anticounterfeiting Consumer Protection Act of
1995.

1I. PROPOSED CHANGES ENCOMPASSED BY THE ANIICOUNTERFEITING CONSUMER
PROTECTION ACT OF 1995

I support the Act as it has been proposed. As set forth below, I believe the Act
ﬂrovides significant modifications of existing law which will facilitate trademark
olders’ and law enforcement agencies’ anticounterfeiting efforts.

A. Civil Remedies

The increased unavailability of law enforcement officials to assist in execution of
criminal anticounterfeiting laws, compels Saban to rely heavily on the availability
of civil remedies to tackle the severe counterfeiting problem. The ability to petition
courts ex parte for a civil seizure order in counterfeiting cases and the availability
of civil damages are important deterrents in combating counterfeiting.

In a well-orchestrated civil seizure in which 36 U.S. Marshal’s simultaneously de-
scended on 21 wholesalers, more than 65,000 counterfeit toys were seized. Recently,
we confiscated more than one million milk cap novelty items from one Los Angeles
area counterfeiter. These counterfeiters are not typically mom-and-pop operations.
They are often sophisticated businesses, with production lines, often using undocu-
mented alien labor.

HeinOnline -- 1 Anticounterfeiting Consumer Protection Act of 1996, P.L. 104-153, 110 Stat. 1386 42 1996



43

Although current legislation provides trademark owners with civil remedies, ob-
taining the relief available is sometimes difficult. The proposed amendments would
greatly facilitate implementation of and increase the civil remedies afforded to intel-
lectual property owners.

1. Section 5—Amendment To Title 15 U.S.C. Section 1116(d)(9)-Explicitly Au-
thorizing All Federal Officers To Assist With Ex Parte Seizures

The Act contains some key provisions to facilitate the civil action process. By au-
thorizing all federal law enforcement officers, and State and local law enforcement
officers to execute ex parte seizure orders, the Act will make our efforts more effec-
tive and shore up weaknesses of the existing law. Under existing law, judicial relief
in many counterfeiting cases has become dependent on the availability of the Mar-
shal’s Service to execute civil seizure and impoundment orders. The delay which oc-
curs when the Marshal’s service is occupied with other pressing matters, for exam-
ple when the heads-of-state from around the world arrived at the United Nations
and the Marshals had overwhelming security issues to deal with, can be fatal to ob-
taining any meaningful remedy. In the example I just mentioned, when the seizure
was finally undertaken, very few items, less than hundred, were seized.

This provision should enable trademark holders to obtain the assistance of a fed-
eral officer without delay thereby greatly reducing the risk that the counterfeit
goods will be hidden or distributed before a seizure can be executed. Moreover, such
seizures often involve multiple defendants at multiple locations, increasing the need
for additional law enforcement assistance.

2. Section 5—Amendment To Title 15 U.S.C. Section 1116(d)(9)-Permitting
Seizure Of Vehicles Used To Transport Counterfeit Merchandise
Currently, there is very little which can be done to deter counterfeiters. The
amount of property seized is often considered merely a cost of doing business. Fur-
ther deterrence will be achieved by permitting seizure of vehicles used to transport
counterfeit merchandise.

3. Section 7—Amendment To Title 15 U.S.C. Section 1117—Authorizing Statu-
tory Damages As Alternative Civil Remedy

I also support the amendment of Title 15 U.S.C. Section 1117 to allow the imposi-
tion of statutory damages as an alternative remedy to actual damages civil cases.
Counterfeiters are appropriate subjects for the imposition of statutory damages, be-
cause they typically take active steps to thwart the calculation of damages. Counter-
feiters routinely do not keep records. They deal in cash. They hide, not just their
merchandise, but their profits and accounting methods from authorities and trade-
mark holders. Even where a trademark owner seizes large quantities of goods, it
is usually impossible to prove damages because of this lack of documentation. Saban
generally spends $10 for every one dollar it receives as a result of litigation with
counterfeiters.

The new law prescribes not less than $500 or more than $10,000 per counterfeit
mark or not more than $1,000,000 per mark where the offense is found to be willful.
Thi}f. grovision is similar to that provided and successfully implemented under copy-
right law.

B. Changes in Customs Service Laws With Respect to Importation of Counterfeit
Merchandise

Saban has encountered a tremendous problem with the importation of unauthor-
ized counterfeit toys and other products. Despite the overwhelming difficulty of the
task, Customs and other Federal officials have discovered numerous shipments of
counterfeit products. The Act provides for several amendments which would in-
crease the remedies available to trademark holders when counterfeit merchandise
is imported.

1. Section 8—Amendment To Title 17 U.S.C. Section 603(c)—Prohibiting Cus-
toms’ Re-Exportation Of Piratical Merchandise

It is currently Customs’ policy to allow counterfeit products to be re-exported. The
result of such re-export is that the goods may enter the U.S. at another port, or may
be sent outside the United States for sale.

The need for this provision is clear to me because of the patterns of trade in coun-
terfeit goods. Just last month I was informed by U.S. Customs that a particularly
pernicious counterfeit toy, one that is so identical in appearance to the authorized
product that only an expert could likely catch the differences, was detained at a
Texas customs port of entry. Since that time, I have been informed that these same
products are showing up in South America.
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2. Section 6—Amendment To Title 15 U.S.C. Section 1114—Requiring Seizure
And Destruction Of Counterfeit Merchandise Unless Trademark Owner
Consents To Other Disposition

This provision provides that once counterfeit merchandise is identified by the aﬁ-
propriate Federa]p official, it may be seized and destroyed or with the consent of the
owner, donated to charity or sold, rather than merely re-exported. In fact, in an
ever-more connected international market place, a dangerous counterfeit in a for-
eign country could easily make news around the world harming Saban’s reputation
and the sale of licensed products in the United States.

3. Section 6—Amendment To Title 15 U.S.C. Section 1114—Authorizing Imﬁo-
sition Of Fine On_Importer Of Counterfeit Merchandise Equal To The
Value Of Genuine Product

Counterfeiters routinely try to import counterfeit products. Their only risk is the
potential loss of the product if caught and only then if it is not re-exported. Typi-
cally, importers of counterfeit merchandise simply view loss of some of their cargo
as the cost of conducting business. Under the new proposed provision the penalty
of the market value of the merchandise creates a more substantial disincentive to
importing counterfeit goods.

4. Section 9—Amendment To Title 15 U.S.C. Section 1124—Disclosure Of Air-
craft And Vessel Manifests

It is an important tool to fighting counterfeiting to be able to obtain information
about a particular cargo. Without the information, Saban cannot take action against
the importer of counterfeit merchandise. Customs does not disclose information
found in aircraft manifests. Under the Act, trademark owners could have access not
only to information provided in vessel manifests, but also to aircraft manifests,
which is important because small and lightweight counterfeit merchandise is often
shipped by air.

5. Section 9—Amendment To Title 15 U.S.C. Section 1124—Requiring Docu-
mentation of Imported Goods Bearing Trademarks

The provision requiring importers to document and disclose information necessa
to determine whether the imported merchandise bears an infringing trademar
would facilitate the identification of infringing goods by Customs officials. This in-
formation could also be provided in a form which could be easily electronically
scanned and could be compiled with little burden on Federal officials.

C. Criminal Law Amendments

Criminal prosecution of counterfeiters is fundamental to the protection of the pub-
lic from deceptive and dangerous merchandise. Saban actively assists law enforce-
ment efforts to bring counterfeiters within the purview of the criminal justice sys-
tem. Sometimes, however, the process can be frustrating. One Florida manufacturer
had hundreds of rolls of counterfeit fabric and tens of thousands of garments seized
in a criminal seizure from his 20,000 foot warehouse where he produced millions
of dollars worth of counterfeit clothing. The defendant was convicted of counterfeit-
ing under a Florida statute; however, a year and a half later, he has yet to be sen-
tenced. The Act provides for some essential amendments to criminal laws which pro-
mote federal criminal prosecutions and convictions of counterfeiting activity.

1. Section 2—Amendment of Title 18 U.S.C. Section 1961(1)(B)—Inclusion Of
Trafficking In Counterfeit Goods As A “Predicate Act” Under The Crimi-
nal RICO Statute

More and more, counterfeiting involves sophisticated and dangerous organized
crime groups because counterfeiting is a high profit, low risk venture for these op-
portunistic criminals. The increase of large organized crime counterfeiting rings en-
dangers all Americans as criminals substitute lucrative products such as unauthor-
ized food products, pharmaceuticals, computer software, and machine parts for le-
gitimate products. This amendment would subject criminal counterfeiters to the

roader penalties available under RICO, which would certainly facilitate criminal
prosecution and deter counterfeiting activity.

Section 4—Amendment To Title 18 U.S.C. Section 2320—Requiring Report On
Trafficking In Counterfeit Merchandise

The gathering and reporting of information relating to criminal counterfeiting ac-

tions by all the United States Attorney’s Offices will allow the public to evaluate

the extent of commercial counterfeiting activity. The reporting requirement will also

help focus Federal law enforcement on the severity of the counterfeiting problem

and the necessity for the vigorous prosecution of its perpetrators. This information
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will also be useful to legislators in directing law enforcement resources for combat-
ing the social and economic epidemic of counterfeiting.
I11. CONCLUSION

The Act, as proposed, will result in increased enforcement, lead to the prosecution
of counterfeiters and create a strong deterrent to the counterfeiting community
through increased penalties and additional remedies. The Act sends a clear message
that the counterfeiting of goods and services will not be tolerated.

HeinOnline -- 1 Anticounterfeiting Consumer Protection Act of 1996, P.L. 104-153, 110 Stat. 1386 45 1996



46

HANZIAS MUOA MAN

TAAVAdY - FINZ19S SHIIONY SO

HeinOnline -- 1 Anticounterfeiting Consumer Protection Act of 1996, P.L. 104-153, 110 Stat. 1386 46 1996



47

)

APPAR

1.LOS ANGELES SEIZURE -

L

1.OS ANGELES SEIZURE -- APPARE

HeinOnline -- 1 Anticounterfeiting Consumer Protection Act of 1996, P.L. 104-153, 110 Stat. 1386 47 1996



48

SAOL -- TANZIZS SHTIDNV SO

SAQJ, - FIN7Z1GS SITAONY SOT

HeinOnline -- 1 Anticounterfeiting Consumer Protection Act of 1996, P.L. 104-153, 110 Stat. 1386 48 1996



49
Mr. MOORHEAD. Mr. Bliss.

STATEMENT OF JOHN 8. BLISS, PRESIDENT, INTERNATIONAL
ANTICOUNTERFEITING COALITION

Mr. BLisS. Good morning, Mr. Chairman, Mr. Goodlatte. I should
almost say good afternoon.

My name is John Bliss and I am the president of the Inter-
national Anticounterfeiting Coalition. The IACC has a single-mind-
ed purpose and that is eliminating the worldwide sale of U.S. fake
goods. The JACC’s 160-plus members strongly endorse H.R. 2511.
We urge the subcommittee to act on this legislation as quickly as
possible in order to protect the safety of American consumers who
are threatened by the counterfeit products available today.

Mr. Chairman, as we have heard today, there is this persistent
myth that counterfeiting is best represented by a shady figure sell-
ing watches out of his overcoat on a street corner. I think the myth
continues that the consumer knows what he is buying and thinks
that no harm is being done. What most Americans do not realize
and what is becoming more apparent after the testimony today is
that counterfeiting is an international multibillion-dollar business.
It is dominated by organized crime, or a crime which is organized,
as Ms. Simmons-Gill said, and which uses the easy money from
this counterfeiting activity to finance other criminal activity, lit-
erally from money laundering to murder.

Counterfeiting ruins businesses. It steals hundreds of thousands
of jobs. It cheats millions of consumers, and worse, it threatens the
health and safety of our consumers. It has, as we all know, grown
very rapidly in recent years, in large part due to the little risk of
being arrested and prosecuted and virtually no risk of being incar-
cerated.

Penalties are an insignificant cost of doing business. Lured by
high profits and low risk, you have notorious gangs, such as Born
to Kill out of New York, notoriously violent gangs, starting to get
into counterfeiting. We have spoken about David Thai who is the
leader of this gang. He has said recently that he made up to $13
million a year selling Rolex and Cartier watches.

Prior to the hearing, Chairman Moorhead and I were discussing
the prevalent view that why should we care about the sale of Rolex
and Cartier watches. Everyone knows that they are really for sale
for $2,400 or so dollars and they are buying it at $25 or $30.

Well, the reason is that the revenues derived from the sale of
seemingly benign counterfeits like Rolex and Cartier are used to
fund illicit criminal activity. In David Thai’s instance, he was using
the revenues from counterfeit Rolex and Cartier watches to run a
prostitution ring. His sales pitch was very direct and chillingly ef-
fective. He would approach people and say, “buy my watches or I
will kill you.” And in fact David Thai is now serving three consecu-
tive life sentences in Allenwood Penitentiary, of all places, for mur-
der, robbery, and extortion. And he has committed murders in con-
nection with territorial disputes and wholesalers’ unwillingness to
engage in his own operation.

Now the profits, as I said, from counterfeiting fund other high-
profile criminal activities, but with David Thai it was prostitution.
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In recent raids in L.A., law enforcement officials seized counter-
feit software and other materials with the potential retail value in
excess of $10.5 million. But they also found evidence of a
gunrunning operation. They had 4 pounds of plastic explosives
seized, 2 pounds of TNT, shotguns, handguns, and silencers. To-
gether with all of that, I know there was some concern expressed
earlier by the administration about the propriety of extending the
criminal law in the area of trafficking and labels.

Well, in this raid, there were purchase orders for $200 million
worth of holograms. And I think the evidence is very clear that
trafficking in labels is part and parcel of a larger counterfeiting op-
eration. To strengthen the penalties as to the finished product but
to permit the loophole to exist, to continue and to traffic in the
component parts doesn’t seem to make a lot of sense to me.

Statistics from American industries that have been hit by coun-
terfeiting are really truly shocking. I know Congressman Conyers
alluded to the fact that in the automobile industry $12 billion has
been lost due to auto parts counterfeiting. I think he suggested
that an additional 200 some odd thousand workers could be hired
if the auto parts counterfeiting business were eradicated.

In the software industry, similar huge losses, $12.8 billion in
1993. Some say that that is greater than their entire profits that
year in the software industry.

Even more distressing than the economic costs associated with
counterfeiting is the threat that this crime poses to the health and
the safety of American consumers. A helicopter with counterfeit
parts crashed, killing a reporter during a live broadcast in 1987.
Later Federal investigators, upon further investigation, learned
that there were 600 helicopters sold both to NATO and to private
entities that contained counterfeit parts.

The Department of Transportation has reported numerous cases
of counterfeit airplane parts. Recently a California parts firm pled
guilty to selling unapproved counterfeit combustion liners. These
are critical components in jet engines that confine the heat of the
engine to a particular region of the engine.

You have previously, Congressman Goodlatte, spoken about the
counterfeit Head and Shoulders. They, Procter Gamble, were
forced to take the incredible but appropriate step of issuing that
national advertising—an advertisement warning consumers that
the counterfeit Head and Shoulders posed a risk to those with im-
mune problems.

We had counterfeit intraaortic pumps which are used in heart
surgery that have contained counterfeit components. Counterfeit
sunglasses. Again, a product that seems benign at first glance, but
are not shatterproof, aren’t even impact resistent, and certainly
goil’t carry the UV protections as advertised on the counterfeit la-

els.

Counterfeit bolts and fasteners, as Ms. Simmons-Gill alluded to
earlier, have caused bridge joints to fail, and military equipment to
break down. Nuclear facilities have been found in a recent GAO re-
port to contain counterfeit fasteners in the area that is responsible
for ensuring against nuclear meltdowns.

Regrettably, these counterfeits attack our children and we have
previously spoken about the counterfeit infant formula that was
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found in 16 States and was potentially harmful to children who
were allergic to the particular ingredients used in those products.

Ms. Small has spoken about the counterfeit toys and the risk
they pose to children for choking the sharp edges, the toxic paints.
These examples are literally just a few in what are an endless
stream of incidents where counterfeits have placed the health and
safety of Americans in jeopardy.

If we have time permitting at the end, I have yet another set of
counterfeits, along with Congressman Goodlatte’s and Ms. Small’s,
that I can show you that tell this story more vividly.

11 years ago, when counterfeiting was far less sophisticated than
it is now, we started to tackle this problem with the passage of the
1984 Trademark Counterfeiting Act, but frankly that legislation is
now fairly inadequate to deal with the sophisticated criminals that
we are now dealing with. H.R. 2511 would most definitely provide
Federal law enforcement officers with a more sophisticated arsenal
of weapons to match the sophistication of the organized criminals
that are now engaged in this activity.

While the basis of our IACC support of each provision in H.R.
2511 has been detailed in our written testimony, I just wanted to
focus for a moment on one very important provision and that is
that the crime of trafficking in counterfeit goods or services is
made a predicate act in your bill. I was pleased to hear the admin-
istration, both PTO and Customs, signal their support for that. It
is, in our discussions with assistant U.S. attorneys around the
country, the pivotal piece of missing weaponry that they need to
more aggressively pursue counterfeiters.

Current RICO laws, as you know, have no predicate offense that
involve counterfeiting and this prevents the Federal officials from
taking actions against counterfeit organized crime syndicates, the
organizations as opposed to the specific events. Best evidence of the
need for this is the Microsoft raid I alluded to in L.A. Here you
have L.A. County sheriffs bringing to the table wrapped in a bow
10.5 million dollars’ worth of seized counterfeit holograms, manu-
als, Certificates of Authenticity, documented ties to three organized
crime syndicates, including three Chinese triads. But the U.S. at-
torney declined to take the case, in part on the grounds that it
failed to contain—the current criminal RICO law failed to contain
a predicate offense for counterfeiting. So your legislation would im-
mediately address a problem which may have resulted in stronger
action out in the L.A. U.S. Attorney’s Office.

It seems to me that racketeering laws ought to apply to all rack-
eteering activities and counterfeits are simply the most recent
product line, if you will, engaged in by racketeers. It seems particu-
larly appropriate to apply current RICO laws to goods such as
counterfeits where they present health and safety risks.

Mr. Chairman, since the 1984 act was passed, the loss to legiti-
mate businesses has skyrocketed from $5.5 billion in 1982 to $200
billion now, a 3,000 percent increase. Any other industry which
would experience this kind of growth would most likely make the
covers of every business magazine in the country, but obviously the
faces of the men who run the counterfeiting operations are more
likely to be seen on FBI’s Most Wanted List.
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I thank you very much for this opportunity to testify and I also
will be pleased to answer any questions.

Mr. MOORHEAD. Well, thank you.

[The prepared statement of Mr. Bliss follows:]

PREPARED STATEMENT OF JOHN S. BLISS, PRESIDENT, INTERNATIONAL
ANTICOUNTERFEITING COALITION

Good morning and thank you for this opportunity to testify. My name is John
Bliss and I am the President of the International Anticounterfeiting Coalition. The
IACC is a non-profit trade association comprised of more than 160 members, includ-
ing corporations, business trade associations, and professional firms. IACC members
come from a wide range of important industries: auto, apparel, luxury goods, phar-
maceuticals, computer software, food, and entertainment, among others. The Coali-
tion’s purpose is to work with governments around the world to improve the protec-
tion of intellectual property rights and the safety of consumers from the threats
posed by counterfeiting.

The IACC strongly endorses H.R. 2511, the Anticounterfeiting Consumer Protec-
tion Act of 1995, and we urge the Subcommittee to act on this important legislation
as quickly as possible.

Today, there is a persistent myth about counterfeiting. To most Americans, coun-
terfeiting is best represented by a shady figure selling fake watches out of his over-
coat on a city street corner. The consumer knows he isn’t buying the real item. The
entire process is considered a joke, and no harm is done. No one is hurt, and you
basically get what you pay for.

In fact, there is a cost to counterfeiting—almost $200 billion in lost revenue each
year. What most Americans do not realize is that counterfeiting is an international,
multibillion-dollar crime. It is dominated by organized crime, which uses the easy
money from counterfeiting to finance other criminal activity, from money laundering
to murder. Counterfeiting ruins businesses, steals hundreds of thousands of jobs,
and cheats millions of consumers. In fact, many consumers are not even aware they
are buying counterfeit products. Counterfeiters have tried to sell almost every type
of consumer product, from watches to airplane and auto parts, from videos to phar-
maceuticals.

The rapid growth in counterfeiting is directly related to the unlikelihood of pros-
ecution. Counterfeiters have little chance of being arrested and prosecuted under
current law, and even if their activities are discovered, the penalties are insignifi-
cant. The lure of easy money has drawn organized crime syndicates into the act.
For example, David Thai, the former head of the New York City Born to Kill gang,
recently stated that he made an estimated $13 million a year selling counterfeit
Rolex and Cartier watches. In August of 1994, authorities raided 17 video stores in
the greater Detroit area and seized more than 20,000 illegal videocassettes. All the
stores were supplied by an organized distribution network that relied on one large
illegal duplicating facility for inventory.

Counterfeiters can ship a low-quality quartz watch that resembles a high-priced
designer watch from Hong Kong to the United States for as little as $3. A counter-
feit trade name and logo can be attached to the watch for fifty cents. The end prod-
uct sells on the street for at least $30, ten times its original cost.

The pharmaceutical industry provides another example. It can take ten years and
$125 to $160 million to bring a pharmaceutical product to market. A counterfeit
drug can be easily copied by a chemist in days with a few thousand dollars of equip-
ment, especially since safety and efficacy are of no concern.

Counterfeit activities also damage legitimate businesses through the injury to rep-
utation that develops when lower quality counterfeit goods are associated with their

_trademark and company name. In addition, employees of companies whose products
are counterfeited feel the negative effects of this crime. As sales of counterfeit prod-
ucts increase, sales of legitimate products decrease, which makes it more difficult
for companies to recoup their investments. If companies are not selling as many
products as they should, then they no longer need as many employees to continue
to manufacture the products. According to the U.S. Customs Service, counterfeiting
resulted in the loss of up to 750,000 jobs in 1993.

The profits made from counterfeiting often funds other high profile criminal ac-
tivities. Chinese organized crime syndicates, commonly known as Triads, are in-
creasingly turning to counterfeiting as a source of funds and to launder drug money.
In three recent raids in Los Angeles, law enforcement officials seized counterfeit
software and other material with a potential retail value in excess of more than

HeinOnline -- 1 Anticounterfeiting Consumer Protection Act of 1996, P.L. 104-153, 110 Stat. 1386 52 1996



53

$10.5 million. Software, manuals, and hologram labels were found, along with four
pounds of plastic explosives, two pounds of TNT, shotguns, handguns, and silencers.

Many American industries have been hurt by counterfeiting. The automobile in-
dustry in the United States has lost more than $12 billion from the sales of counter-
feited parts such as brake pads and oil filters. Industry statistics indicate that if
these counterfeit parts were removed from the market, more than 200,000 addi-
tional workers could be hired.

In 1993, the computer software industry estimated its losses from counterfeit
sales at over $12.8 billion. Counterfeit sales represented 55 of the software market
that year. In April of 1995, the U.S. Customs gervice discovered 29,000 counterfeit
Microsoft holograms at San Francisco International airport, arriving from Hong
Kong. 47,000 holograms had been seized the month before at a residential counter-
feit factory operated in Rowland Heights, California.

Even more distressing than the economic cost of counterfeiting is the threat that
this crime poses to the health and safety of every American. For example, a heli-
copter craslg killed a traffic reporter during a live broadcast in 1987. Federal inves-
tigators later discovered, after a series of similar accidents, that more than 600 heli-
copters sold to both NATO and private entities contained counterfeit parts.

n 1992, 219 cases against makers of counterfeit airplane parts were referred to
grand juries. The Department of Transportation has reported numerous cases across
the country where individuals and companies have been charged with the manufac-
ture and sale of mislabeled and counterfeit airplane parts. In 1994, two top man-
agers of a California f)arts firm pled guilty to defrauding the FAA and private air-
craft companies by selling “unapproved” parts such as counterfeit combustion liners.
Combustion liners are critical components on jet engines that confine the heat of
the combustion process to a particufz)ar region of the engine.

Examples of counterfeit activity abound in a variety of other industries. Counter-
feiters recently sold a copy of a popular infant formula that was potentially harmful
to any child allergic to partictEar ingredients used to make .ge fake product. A
counterfeit version of a well-liked shampoo was found to contain bacteria that could
cause infection in users with weakened immune systems. Counterfeit brake pads
made from wood chips and other substandard materials have caused deadly auto-
mobile accidents. Counterfeit bolts and fasteners have caused bridge joints to fail
and military equipment to break down.

In 1984, Congress passed the Trademark Counterfeiting Act, which began to ad-
dress the problem of counterfeiting. That legislation is now inadequate to deal with
the highly organized, international business of counterfeiting. In the past eleven
years, counterfeiting has grown dramatically and now results in serious and wide-
spread consequences. This country needs new legislation that reforms federal
anticounterfeiting laws.

H.R. 2511 provides for the seizure and destruction of counterfeit goods. All federal
officers wou]g be able to assist in making ex parte seizures of counterfeit merchan-
dise, which would enable officers to get proof of counterfeit transactions before it
vanishes. Law enforcement officers would be also able to seize vehicles, tools, and
equuilpment used to transport counterfeit merchandise. The U.S. Customs Service
would be required to destroy all counterfeit merchandise seized, unless the trade-
mark owner consented to some other disposition. Customs officials could no longer
re-export counterfeit merchandise, a practice which currently perpetuates continu-
ing violations of intellectual property rights.

The crime of trafficking in counterfeit goods or services would constitute a “predi-
cate act” for purposes of the criminal Racketeer Influenced and Corrupt Organiza-
tions Act, known as RICO. Current RICO laws have no predicate offense that in-
volves counterfeiting, which poses a significant obstacle to the efforts of federal offi-
cials against organized crime syndicates. In the recent seizure of over $10.5 million
in counterfeit Microsoft products, the Los Angeles U.S. Attorney’s Office declined to
take part in the case, because the RICO laws traditionally used against criminal or-
ganizations do not apply to counterfeit activity.

This legislation specifically addresses an area in which counterfeiting has been
prevalent in recent years—the computer software industry. H.R. 2511 makes it a
crime to traffic in computer software programs, computer program labels and com-
puter software packaging. Current law already protects record and video labels, and
this same benefit should certainly be offered to the computer industry, where 55%
of all products in the software market are counterfeit and holograms and other au-
thentication devices are so frequently falsified.

H.R. 2511 heightens enforcement efforts and penalties, to deter counterfeit activ-
ity and to aid those who have been injured by counterfeit products. The U.S. Cus-
toms Service would be permitted to impose a civil fine on those involved in the im-
portation of counterfeit goods, up to the market value of the merchandise if it were
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genuine, and doubled for repeat offenders. Statutory damages would also be made
available in the court’s discretion as an alternative to actual damages in cases in-
volving counterfeit goods. Defendants in many counterfeiting cases keep falsified
records of their sales, if they keep records at all. This lack of evidence makes prov-
ing actual damages extreme{y difficult.

H.R. 2511 re?uires the Attorney General to collect and publicize statistical infor-
mation from all U.S. Attorneys’ offices related to trafficking investigations and
cases. The Attorney General would then be required to include this information in
an annual report to Congress on the business of the Department of Justice. Other
record keeping requirements require customs entry documentation relating to goods
shipped on a vessel or aircraft to include trademark information about goods or
packages to determine whether the merchandise bears an infringing trademark.
These informatiopal requirements present a minimal additional burden for the Cus-
toms Service, if any, and allow the private corporations harmed by counterfeiting
to aid in the enforcement of federal anticounterfeiting law.

Mr. Chairman, in just over the ten years since Congress passed the Trademark
Counterfeiting Act, the loss to legitimate businesses due to counterfeiting has
jumped from $5.5 billion a year to nearly $200 billion annually—a more than 3,000
percent increase. Any other industry that experienced this kind of growth would
make the covers of every business magazine in the country. Obviously, however, the
faces of the men who run the counterfeiting syndicates are more likely to be seen
on an FBI's Most Wanted list.

H.R. 2511 provides federal law enforcement officers with a more sophisticated
structure to match today’s more sophisticated, international illegal counterfeiting
operations. This legislation will give law enforcement officials the means to put an
end to this illegal trade, stem losses legitimate businesses suffer in profits and to
their good name, and protect millions of Americans from harmful and ineffective
counterfeit consumer products. Thank you for this opportunity to testify, and I will
be happy to answer any questions.

Mr. MOORHEAD. Mr. Bliss, both you and Ms. Simmons-Gill spoke
about the case of the counterfeit infant formula. I think every par-
ent or grandparent is very concerned about that kind of thing be-
cause it can very definitely hurt minor children that can’t protect
themselves at that age.

Would you like to tell us a little bit more about that particular
instance and how widespread is that kind of activity with children’s
products?

Mr. BLiss. Well, I think the FDA is still actively investigating
the possibility of further counterfeits in the baby formula area as
they do investigate counterfeits in a number of other products that
present health and safety risks.

To date, we know that counterfeit infant formula or infant for-
mula that was misbranded and had counterfeit boxes and counter-
feit labels was found in 16 States—Arizona, Alaska, California,
Connecticut, Florida, Louisiana, Maryland, Massachusetts, Michi-
gan, Nevada, New Jersey, New York, Pennsylvania, Rhode Island,
Texas, and Washington. It may well have been in other parts of the
country but they were fortunate in getting at that problem earlier
rather than later.

The disturbing part about the infant formula counterfeit is that
it signals a trend in that counterfeits are now no longer just ap-
pearing on the streets in swap meets, in flea markets, and in the
city, essentially where counterfeits are likely to be sold, and some-
times in small boutiques. But they are now being sold in legitimate
retail stores. :

The Head and Shoulders that you spoke about, Congressman
Goodlatte, was available in the CVS Pharmacy. The infant formula
was available at Safeway, a traditional grocery store. And there is
very little that a—even a knowledgeable consumer could have done
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to distinguish the real from the fake which, frankly, is all the more
reason why your legislation needs to pass. If a consumer can’t tell
the difference, what is a consumer to do? Hope for stronger legisla-
tion that puts the fear of God into the counterfeiters.

Mr. MOORHEAD. Do you have anything to add to that Ms. Sim-
mons-Gill?

Ms. SIMMONS-GILL. I was—pardon me, chief trademark counselor
for a pharmaceutical company and we were in constant fear of
product—and it was a multinational pharmaceutical company,
meaning its products were shipped all over the world. In fact, be-
cause of the dispensing in pharmacies of most prescription prod-
ucts, we were—we—it was very rare to find a problem with pre-
scription products in the United States although we did see some
problem with consumer products being replicated, meaning they
would print fairly exact labels on a pHisoHex bottle and simply put
in an ineffective product. In the pharmaceutical industry, inefficacy
was the most serious problem. You believed you were taking your
heart medicine and you were taking nothing.

However, with respect to prescription products, the most serious
problems of ineffective—of ineffective pharmaceutical products
were U.S. products distributed or products where the trademark
had first developed in the United States being distributed outside
of the United States. We had some birth control bills that were not
effective and some high blood pressure medicine that was not effec-
tive. So the pharmaceutical industry has fears outside of the Unit-
ed States for prescription products but within the United States for
consumer products.

Mr. MOORHEAD. Miss Small, you testified that it cost your com-
pany $4 million in prosecuting recent cases of counterfeiting. Dis-
ney, Warner Bros. and many other of the large manufacturers that
are involved with toys also have a major anticounterfeiting oper-
ations. How much work is the industry itself doing to try to fight
counterfeiting?

Ms. SMALL. The industry is doing a great deal. We actually are
trying to work together in part through the IACC, the Inter-
national Anticounterfeiting Coalition, and in part through these
civil actions where we all join as plaintiffs. We would all use the
same private investigators and we use the same lawyers and go in
and try to go in as a group because the counterfeiters, they don’t
go well, I want to make counterfeit Mighty Morphin Power Rangers
T-shirts. They will make Looney Tunes T-shirts, Disney T-shirts,
sports teams T-shirts, you know, whatever trademarks they believe
will sell. So the more trademark holders that can get together in
an action, the greater the impact of the seizure when you go in.
Unlike criminal law, in a civil action, even if there is counterfeit,
for example, Hugo Boss at the location, we have no authority to do
anything with that merchandise unless Hugo Boss is a plaintiff in
the action. So the more plaintiffs that work together, the greater
the impact on the individual manufacturer. So we are definitely
working together in that way.

Mr. MOORHEAD. Could you elaborate on the need for requiring
the Department of Justice to compile a report and report
anticounterfeiting statistics so that they are available for you as
proposed in section 4 of Mr. Goodlatte’s bill?
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Ms. SMALL. Well, I believe right now that there is a great lack
of information about the actual amount of counterfeiting that is—
counterfeit goods being sold in the United States, and I believe that
any information we can get will help us.

I think that I have to go to my boss to justify why I spend all
this much—this much money, and I can only estimate how much
I think that we are losing based on the tip of the iceberg of the
amount of goods that I actually seize. And so I think that we are
basically operating in the dark and that this information will both
show the Government but the American public the nature of this
crime.

Mr. MOORHEAD. How valuable is a trademark and what does
counterfeiting do to the value of that trademark, Mr. Bliss?

Mr. Buiss. I think Angie might be more appropriate to respond
to that, but let me just say for starters that you have entire compa-
nies who have been once popular, had once popular brands that are
not around anymore. And one example is LaCoste and the alli-
gator. Most of the companies in our organization, the IACC, have
multimillion-dollar budgets dedicated to protecting their trademark
and their company’s name. And it is particularly critical with re-
spect to copyright piracy, where in many instances the whole value
of the company is tied in to its copyright.

When you lose software, you lose the whole product when it is
pirated. Whereas if you lose—if you have a trademark property
which is counterfeited, you are losing some aspect of the public’s
goodwill. But it is a significant problem. They are spending a hell
of a lot of money and it doesn’t even scratch the surface in protect-
ing their own reputations.

It is particularly acute in the auto industry, for example, where
if you have a counterfeit auto part that results in a car accident,
perhaps one that involves a fire, the company is in the untenable
position, GM, Chrysler, Ford, of proving that it wasn’t their fault,
that it wasn’t a legitimate GM component of that car that resulted
in the fire and the accident that killed the person driving it.

Mr. MOORHEAD. I know a lot of people buy Rolexes because it is
the thing to do to have a Rolex. If you can go out and buy one for
$18 down on K Street or wherever it is, sooner or later it will re-
duce the value of a real Rolex.

Mr. BLISS. Absolutely.

Mr. MOORHEAD. And that would be true of other products.

Ms. SMALL. Yes, absolutely. Especially in the case of the enter-
tainment industry, trademarks and copyrights are all that we own.
The television show and the characters are protected under copy-
right law. The name of the show, which becomes the name of the
toys, Mighty Morphin Power Rangers, is a trademark. That is what
we license to our licensees, the trademarks and copyrights. That is
311 really that we own. So it is everything in the entertainment in-

ustry.

Mr. MOORHEAD. I know, Ms. Simmons-Gill, you said that copy-
right is no longer just a national concern, it is international. We
have another problem that this bill can’t cover. But South Africa
recently rejected permission for a McDonald’s to open a store in
their country using their logo and the name McDonald’s. They were
rejected not because it conflicted with a similar trademark in their
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country but because another company there wanted to use their
logo and their name.

Ms. SIMMONS-GILL. That is correct, sir.

Mr. MOORHEAD. And that could be a serious thing internationally
if that were to proliferate.

Ms. SIMMONS-GILL. That is a serious thing.

The problem in South Africa which in fact we sent an affidavit
in support of the appeal in the first case and McDonald’s sought
a second case as well, the problem in South Africa is somewhat
unique.

McDonald’s, during the period of the time when it was inappro-
priate for U.S. businesses to do business in South Africa, continued
to register and maintain its trademark registrations. However, the
statute in South Africa, like our statute in the United States, re-
quires use after a certain period of time. And McDonald’s, under
the strictures that were in force during that particular period of
time, was not permitted to use its trademark.

There has been legislation introduced in—introduced and passed
in South Africa which supports the notion of famous trademarks,
whether used or not. Unfortunately, the judge permitted—I think
not without grounds—the use of McDonald’s by this person that we
consider a pirate based on the use of that mark by the pirate over
a substantial period of time during which McDonald’s was actually
not using the mark.

The famous trademark law could be implemented to permit a
sort of a permission to grandfather in worldwide famous trade-
marks which were not in use during that particular time and that
that particular fact is being addressed. I think that it is a rather
specific instance in South Africa relative to the whole period of
time during which U.S. companies did not do business in South Af-
rica and steps were being taken—and I have hope actually that
even that particular problem will be turned around with legisla-
tion.

Mr. MOORHEAD. Thank you.

I am going to let Mr. Goodlatte take the Chair at this point. I
have the Governor of California coming to a meeting that I have
to be at. And I will stay for a few minutes. I have got to get over
to the Capitol by noon. So would you? I want to thank you all for
coming today. It has been very valuable.

Ms. SIMMONS-GILL. Thank you, Mr. Chairman.

Ms. SMALL. Thank you, Mr. Chairman.

Mr. GOODLATTE [presiding]. I would like to thank all of you for
coming as well and for your valuable testimony. I would like to ask
all of you, perhaps start with Ms. Simmons-Gill, what you think
about the administration’s proposed changes in the bill?

Ms. SIMMONS-GILL. Mr. Goodlatte, I have reviewed the written
testimony and it seems to me that most of the suggestions are
somewhat housekeeping, most of them, not all of them, are some-
what housekeeping. Many of them are specifically directed at copy-
right issues which I am familiar with in my private life as a gen-
eral counsel but the INTA specifically limits itself to trademark is-
sues. I personally and in my private life have no problem with
those specific amendments.
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The only situation which I think that we—that I would like to
address is I do think that there is value on—in causing some kind
of documentation. I don’t believe that any counterfeiter is actually
going to put down that he has an infringing trademark on the
goods. But the requirement that the goods of import have to indi-
cate the trademark on the goods with some more specificity will
certainly be helpful in the tracking process. There is no question
in my mind. So I would suggest that that is an appropriate part
of the bill and would seek to work with the administration on find-
ing some appropriate sort of additional documentation as well as
ﬁeﬁorf'{ilkeeping which would, as Ms. Small said, be extraordinarily

elpful.

It is very difficult, very difficult to document the financial affect
of counterfeiting so anything would help in that area. Other than
that specific suggestion, I believe that the suggested amendments
are mostly housekeeping and more or less acceptable.

Mr. GOODLATTE. Mr. Bliss.

Mr. BLiss. Congressman, I haven't had the opportunity to review
Mr. Hampton’s testimony. I did listen to what he had to say, but
two points caused me some possible concern. Based on what he
said today, his comments with respect to the trafficking in labels.
I think his words were “that may go too far.”

I think quite the contrary, it is necessary to avert a very large
loophole from being exploited. It may go too far to the extent that
he is—that he thinks we are speaking about labels that bear no
evidence of being tied to a larger operation. But I think in most
cases, certainly in the Microsoft case that I have referred to earlier,
it was very clear that the trafficking of those labels were part and
parcel of the larger counterfeiting operation.

With respect to the point that he made about concerns that your
provision relating to disclosure of Customs entry documentation
might be unduly burdensome on the importers, I would just hope
that we balance whatever burdensomeness issues there may be for
importers and on the Customs administration with the interest of
Americans in protecting themselves against products coming
through the borders that may kill them. I think to the extent that
we can, as your bill does, provide greater information, protect
against that from occurring, it is a good thing and it ought to out-
weigh some burdensome issues as it relates to importers.

Mr. GOODLATTE. Thank you.

Ms. Small.

Ms. SMALL. I will agree with Mr. Bliss and just reiterate that I
think the more information that we can get on importation docu-
ments, the more helpful it will be in allowing Customs to do the
job they do so well.

Ms. SIMMONS-GILL. Could I add, Mr. Goodlatte?

Mr. GOODLATTE. Sure.

Ms. SIMMONS-GILL. Because I think I missed this earlier.

It is clear to me as an employee of several companies, including
Sears which was the largest dollar volume importer in the United
States, the manufacturing of labels is an entirely separate process
from the manufacturing of apparel or most other goods, and in fact
we had many Sears brand items and the labels were always manu-
factured or almost always manufactured, regardless of the country,

HeinOnline -- 1 Anticounterfeiting Consumer Protection Act of 1996, P.L. 104-153, 110 Stat. 1386 58 1996



59

by a different entity than the manufacturer of the goods them-
selves, so I believe that the manufacturer of labels in and of itself
is perhaps even more significant in many cases, although not in
every case, than the manufacturer of simply a shirt that is going
to bear that label in the future.

Mr. GOODLATTE. Thank you.

Mr. Bliss, you indicated that counterfeit operations are often con-
nected to violent crimes, and obviously that is a priority for law en-
forcement, and counterfeiting has apparently not been the priority
that we would like it to be.

Can you describe to the extent that this is true why it occurs and
how this legislation will tie that together, maybe encourage some
greater attention to the counterfeiting aspect of the problem?

Mr. BLiss. I think we are all being educated about the growing
links between organized crime and counterfeiting—we all meaning
law enforcement and the owners of trademarks. I think a few years
ago even owners of some of these properties would not have in
their wildest imaginations believed the counterfeiters would be
part of a larger organized operation. But it is undeniably true
today that the counterfeiters have manufacturing facilities, dis-
tribution networks, sales forces, labor forces every bit as sophisti-
cated as legitimate U.S. businesses, and they have those for a rea-
son. They are going to make a hell of a lot of money counterfeiting
U.S. trademarked and copyrighted property. They do this as part
and parcel of larger diversified criminal operations. They will coun-
terfeit, they will extort, they will engage in credit card fraud, they
will run prostitutes, they will run drugs, they will run guns. And
it is, to the extent that law enforcement gives them some heat in
one area, where they move on to one of their other product lines.
It is just good business almost for them.

Counterfeiters seem to specialize—organized crime syndicates
seem to specialize in certain forms of counterfeiting. For example,
in Mexico you have a strong concentration of auto parts and phar-
maceutical counterfeiting; Brazil and Argentina, you see a lot of
chemicals and pharmaceuticals; Spain, medication, Tylenol, AZT,
AIDS drugs; Russia, auto parts, pirated videotapes. There is quite
a degree of sophistication among a broad variety of organized crime
groups, and we are talking about not only traditional forms of orga-
nized crime, such as the Italian Mafia in Italy behind luxury goods,
but you are also talking about what heretofore have not been
known as organized crime groups, such as the Korean gang in New
York, the Born to Kill.

There are Muslim groups. There is recent testimony that those
responsible for the bombing of the World Trade Center were funded
in part by the sale of counterfeits through other Middle Eastern
groups. Israelis in New Jersey, Russians, Senegalese, Vietnamese,
Chinese groups, you name it, they are all starting to realize that
counterfeiting is good for two things: It makes a hell of a lot of
money for them with little risk of prosecution and it is a great way
to launder drug money.

Mr. GOODLATTE. And legislation making this a RICO predicate
act helps to focus on the organized crime nature of this as well?
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Mr. BLiss. Absolutely. As Mr. Hampton said, it allows law en-
forcement to go after the organization rather than prosecute a spe-
cific event.

Mr. GOODLATTE. In your opinion, is it necessary that law enforce-
ment officers be able to seize the aircraft and vehicles, other equip-
ment used in connection with the distribution of these counterfeit
merchandise?

Mr. Briss. I think it would be a very effective additional tool in
their arsenal to be able to hit them where it hurts, to get their
transportation equipment seized. Right now you can get the pro-
ceeds of the activity, the goods themselves, but you aren’t able to
get the equipment associated with the activity. And with that pro-
vision of your bill, you would be able to get the vehicles and that
would be a significant hit to their bottom line.

Mr. GOODLATTE. I understand the computer software industry in
the United States has been especially hard hit by counterfeiters.
Can any of you elaborate on how and to what extent it has been
damaged?

Mr. BLiss. As I said in my prepared remarks, I think the soft-
ware industry claims that they lose more in profits, there is $12.8
billion lost which is greater than the profits they earn in a given
year depending on what area of the world you are talking about.
In the Far East, for example, the piracy rate is 90 percent, so it
is clearly a barrier to entry to even compete in that region. I think
on average, the piracy rate is about 45 to 50 percent, but it is a
huge problem for the software industry.

Mr. GOODLATTE. OK.

Ms. Small, you seem to have a great deal of experience in actu-
ally participating in these raids and so on that have taken place.
Can you explain how much of an impact sections 6 and 8 of my leg-
islation which make it the rule rather than the exception that
seized counterfeit goods are destroyed would have on the company’s
anticounterfeiting efforts?

Ms. SMALL. My understanding is that there is also an alternative
for the trademark owner to otherwise dispose of them. It is cur-
rently Saban’s policy to donate the vast majority of the goods which
it seizes to a company called World Vision which then distributes
them in disadvantaged areas of the world, mostly in central Africa.
The clothing items.

Mr. GOODLATTE. I take it that would not include the ones that
have hazardous——

. Ms. SMALL. Yes. World Vision is responsible for determining
whether or not the goods are safe. Generally, the toys that have
small parts are destroyed. But clothing items that have some use-
ful purpose, where we don’t have licensees that are competing, we
send those clothing items so that they can be put to some good.
And to a child that doesn’t have a lot of clothing, it doesn’t particu-
larly matter whether the design washes off the front of the shirt
when it is laundered.

But I think it is very important that the goods not simply be re-
exported and I also think it is important that they not be donated
to charity within the United States without the trademark owner’s
consent. Our licensees pay a royalty rate between 8 and 15 percent
depending on what the particular item is and it is especially unfair
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to the licensee to have counterfeit merchandise put in the stream
of commerce with the licensed merchandise. So I think that the al-
ternative to destroy it or to let the trademark holder otherwise dis-
pose of it as they see fit is very important.

Mr. Briss. If I could add one thing, Congressman, on that point?

Mr. GOODLATTE. Sure.

Mr. BLiss. It is nonsensical that we spend all our time and en-
ergy trying to seize the counterfeits within our borders but then
permit the goods to be reexported, some Customs officials have told
our members that they have seen the same counterfeits reappear
at their ports three or four times. Now, at a time when we—all our
agencies are looking to cut funds and be leaner and meaner, it
makes absolutely no sense that they should be spending their time
seizing and detaining the same goods three or four times.

Mr. GOODLATTE. I agree.

Let me thank all of you for coming to participate today and for
your contributions. It is very valuable and I hope that we have es-
tablished a case, and I think we have, to move forward with this
legislation as rapidly as possible. We thank you all.

And without any further business, this hearing is adjourned.

[Whereupon, at 12:05 p.m., the subcommittee adjourned.]
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INFANT FORMULA COUNCIL
Suite 500-G ¢ 5775 Peachtree-Dunwoody Road * Atlanta, Georgia 30342 * (304) 252-3663 * Fax (304) 252-0774

December 6, 1995

The Honorable Carlos J. Moorhead

Committee on the Judiciary

Chair, Subcommittee on Courts and Intellectual Property
B-351A Rayburn HOB

Washington, DC 20515

Dear Chairman Moorhead:

I am writing this letter in support of H.R. 2511 on behalf of the Infant Formula Council,
the trade association of manufacturers of infant formulas in the United States,* and
commend you for holding a hearing tomorrow on this most important legislation.

Infant formulas are often sole-source food products for the most special and vulnerable
segment of our society, newborn babies. While the notion of counterfeiting products is
usually viewed in the ¢ontext of cheap imitations of expensive consumer and other
products, those who counterfeit products and product labels have actually done so with
infant formulas as well, thereby exposing innocent babies to the potential health risks of
improperly labeled, formulated or manufactured infant formulas. Thanks to the alert
work of both industry and the Food and Drug Administration (FDA), a potential disaster
was averted earlier this year.

FDA continues to be diligent in maintaining the safety of infant formulas against the
threat of counterfeiting, and the manufacturers of infant formula in the U.S. are working
closely with FDA to help prevent a significant public health problem in this country.
This potentially serious problem can be dealt with much more effectively, however, if
those responsible are subjected to criminal statutes and sanctions serious enough to deter
such actions. Consumers have a right to get what they are paying for. Therefore, we
support H.R. 2511 as a reasonable step in preserving both public health and free
enterprise.

Tough new laws helped deter repetitions of the terrible product tampering incidents of a
few years ago in over-the-counter drug products. By making such activities punishable as
serious crimes, Congress sent a clear message to those who would endanger the pubiic
health by tampering with products. To do less in the area of counterfeit products is to

(63)
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The Honorable Carlos J. Moorhead
December 6, 1995
Page 2

preserve a loophole for those who would dare risk the health of the innocent in making
illegal money. If H.R. 2511 is not passed, we will have missed a significant opportunity
to protect both the economic interests of consumers and the continued good health of
infants.

RCG/jecm

cc: The Honorable Bob Goodlatte
The Honorable Patricia Schroeder

* The Infant Formula Council is the association representing manufacturers of infant
formula in the United States. Its members are Camation Nutritional Products, Division of
Nestlé Food Company; Ross Products Division, Abbott Laboratories; and Wyeth-Ayerst
Laboratories, Division of American Home Products Corporation.
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U.S. Department of Justice

Office of Legislative Affairs

Office of the Assismnt Attorney General Washington, D.C. 20530

December 20, 1995

The Honorable Carlos J. Moorhead

Chairman, Subcommittee on
Intellectual Property

Committee on the Judiciary

U.S. House of Representatives

Washington, D.C. 20515

Dear Mr. Chairman:

This letter provides comments from the Department of
Justice regarding H.R. 2511, the "Anticounterfeiting Consumer
Protection Act of 1995." The Department is fully supportive of
Congress’ efforts to prevent commercial counterfeiting of
trademarked and copyrighted merchandise, and to control the
unlawful importation of same. We believe, however, that some of
this bill’s provisions should be strengthened or expanded, and
recommend some changes to other provisions, to more appropriately
facilitate our enforcement responsibilities.

Section 2 of H.R. 2511 would expand the definition of what
constitutes "racketeering activity" under 18 U.S.C. § 1961(1) (B),
to include acts indictable under 18 U.S.C. §§ 2318, 2319, and
2320. We recommend that 18 U.S.C. § 2319A (relating to the
unauthorized fixation of and trafficking in sound recordings and
music videos of live musical performances) also be included in
this list, as it is reasonable to assume that many of the same
entities that derive ill-gotten proceeds through systematic
violation of §§ 2318, 2319, and 2320 might also seek to exploit
sound recordings and music videos of live musical performances.’'

Section 3 of H.R. 2511 would expand the coverage of existing
18 U.S.C. § 2318 (relating to trafficking in counterfeit labels
for phonorecords and copies of motion pictures or other
audiovisual works) to include activities involving labels for
computer programs, computer program documentation or packaging.
We believe that the proposed amendment to subsection (a) of 2318

! This is particularly true insofar as the technology that
is required to produce pirated or counterfeited copies of sound
recordings on compact disk, or computer programs on CD-ROM
(expensive technology that often demands a large initial
investment), can be used to produce "bootleg" recordings on
compact disk with little or no modification.
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should instead read "a computer program or computer program
documentation or packaging or a.copy of" (additional language in
redline), in order to retain the original grammatical structure
of the remainder of the provision. We also believe that the
amendment to subsection (c) (3) should be revised to read "a copy
of a ¢ computer program or computer program
documentation or packaging,"” (additional language in redline), as
it is the copyrighted nature of the underlying work that confers
federal jurisdiction under this subsection.?

Section 4 of H.R. 2511 would create unprecedented and
unnecessarily burdensome reporting requirements for all "actions"
involving materials that are the subject matter of 18 U.S.C. §§
2318, 2319, or 2320. Section 4 would require that reporting be
made "on a district-by-district basis" and include a complete
accounting of all "open investigations." We find this provision
to be extremely ill-advised. By requiring the disclosure of the
precise number of "open investigations" in a given district, the
law may serve to warn targets in that district, jeopardize
ongoing investigations, and undermine the secrecy of the grand
jury process. )

As to section 5 of H.R. 2511, existing provisions of the
Lanham Act, 15 U.S.C. § 1051 et seqg., grant to federal district
courts the authority to issue injunctions and order seizures,
upon ex parte application, of goods and counterfeit marks
involved in violations of law. The act currently provides that
the court "shall order that a United States marshal or other law

enforcement officer . . . serve a copy of the [ex parte seizure
order] and then . . . carry out the seizure under such order."
15 U.S.C. § 1116(d) (9). The proposed amendment would permit a

court to order the seizure of an aircraft, vehicle or vessel used
in connection with a violation of the Lanham Act, and would
permit seizures to be made "by a Federal law enforcement officer
(such as a United States marshal or an officer or agent of the
United States Customs Service, Secret Service, Federal Bureau of
Investigation, or the United States Postal Service)" or by "a
State or local law enforcement officer.”

Inasmuch as current law allows "a United States marshal or
other law enforcement officer" to serve a copy of the order, we

? It is for this reason that the current 18 U.S.C.
§ 2318({c) (3) requires that counterfeit labels actionable under
the statute be affixed to or enclose "a copyrighted motion
picture or other audiovisual work, or a phonorecord of a
copyrighted sound recording." 18 U.S.C. § 2318(c) {3) {(emphasis
added) . Presumably, the jurisdictional requirement of an
underlying copyrighted work would also pertain to applications of
the statute involving documentation and packaging.
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are not sure why providing a list of possible agents is
instructive. For consistency, we would suggest cross reference
to an existing law; for example, "or cther law enforcement
officer]as defined in Federal Rule of Criminal Procedure
41(h)."

Section 6 of H.R. 2511 creates a new Title 15 provision for
the seizure and forfeiture of illegally imported merchandise
bearing a counterfeit mark. Pursuant to 28 U.S.C. § 2461, the
procedures for such forfeitures would be covered automatically by
the Federal Rules of Civil Procedure Supplemental Rules for
Certain Admiralty and Maritime Claims, i.e., by judicial
forfeiture in court. We note that low-value and unclaimed
counterfeit imported merchandise could be forfeited more
efficiently if, like 17 U.S.C. § 603(c) (which is otherwise
amended by section 8 of the subject legislation), such
mexrchandise were to be made forfeitable "in the same manner as
property imported in violation of the customs revenue laws,"
i.e., either administratively by the seizing agency or judicially
by the court pursuant to the customs laws forfeiture procedures
in 19 U.S.C. §§ 1607-1609.

We thank you for the opportunity to present our views on
this important matter, and we would be pleased to meet with your
staff to discuss the issues raised if that would be helpful to
you. The Office of Management and Budget has advised this
Department that there is no objection to the submission of this
report from the standpoint of the Administration’s program.

Sincerfiy(
/ 4

Assistant Attorney General

cc: The Honorable Patricia Schroeder
Ranking Minority Member

3 In addition, we question whether State and local law
enforcement officers who carry out seizures pursuant to federal
court orders might be deemed "federal employees" for purposes of
the Federal Tort Claims Act, and request that the issue be
clarified in the legislative history.

HeinOnline -- 1 Anticounterfeiting Consumer Protection Act of 1996, P.L. 104-153, 110 Stat. 1386 67 1996



68

k... Fact Sheer

2000 L SresiN

Sure 45

vvasningtc

o

e ' COUNTERFEIT SOFTWARE — A GLOBAL THREAT
SITAITR S D35 o2

OVERVIEW

Counterfeit software products (which include CD-ROMs, software diskettes and packaging. manuals.
and holograms) make up a significant portion of the pirated software programs in the distribution
channel. Illicit dealers distribute these goods not only in Asia and Latin America. but also throughout

" Europe and the United States. Once sold primarily in black markets. these products have now found
their way intv the main distribution chain, fooling unwary customers and further stripping softwarz
companies and legal dealers of legitimate sales. Counterfeit software products are a particular cor.zem
hecause production methods have become increasingly sophisticated, allowing for the creation ot &
duplicate program that looks almost identical to the genuine product.

Software theft in all forms, including counterfeiting, cusrently costs the software industry and
distribution channel more than $15.2 billion worldwide annually.

UNITED STATES

. According to the Intell | Property Rights division of the U.S. Customs Office of Strategic
Trade, counterfeit software goods are one of the top ten intellectual property goods seized by
Customs. Customs has confiscated nearly 100,000 counterfeit holograms in the last eight
months alone. Major ports of call for these goods include various Alaskan ponis. Los Angeles.,
and San Francisco.

. In recent years, indigenous counterfeit manufacturing plants have been set into operaticn
throughout the United States. Although pirated holograms and CD-ROMs are stil! typically
imported, many manuals, disks, and packaging are now counterfeited in the U.S. These
operations are often linked to organized crime. It is suspected that there are currcrtly distributors
for these goods located in nearly every state.

. The Los Angeles Organized Crime Division of the LA Sheniff's Department seized morc than
$21.6 million in counterfeit software products in a series of three raids in 30 diffcrent locations in
February, March. and May of this year.

. The Business Software Alliance supports the House and Senate versions of the
“Anti rfeiting Ce Protection Act” -- introduced by Senator Hatch (R-OR) in the
Senate and Congressman Goodlatte (R-VA) in the House. Thesc bills, if passed into law, will
make it a crime to traffic in counterfeit products, including software labels and packaging, and
will provide law enforcement officials with the tools to confront this problem cffectively.

~more-
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. BSA is a member of the International Anti-counterfeiting Coalition, representing a cross section
of U.S. industry, including software, auto, apparel, pharmaceuticals, publishing, and
entertainment. According to the IACC, five to eight percent of all products and services
worldwide are counterfeit, costing more than $200 billion each year.

. CD-ROMs and other pirated goods currently travel through expansive international counterfeit
rings, including one of the most widespread operations originating in China and linking Hong
Kong, Taiwan, the United Kingdom, parts of Latin America, and the United States.

. Current investigations by the Business Software Alliance (BSA) in 18 of the 28 confirmed CD-
ROM manufacturing plants in China reveal that they continue to produce compilation disks with
hundreds of products, valued at more than $10,000 - $20,000 (US). These fakes are then sold for
amere $6 - $10 (US). Despite the sweeping Intellectual Property Agreement reached with China
in February, these egregious operations continue.

. Hong Kong Customs and Excise announced, as of August of this year, that it has seized more
than 100,000 counterfeit CD-ROM programs in 1995 -- compared to 5,000 found in all of 1994.

. Acting on complaints by BSA in August of this year, the Chengdu Administration for Industry
and Commerce and the Chengdu Trademark Services conducted raids against 22 shops within
major computer markets in Chengdu and Sichuan, China, seizing more than 1,000 illegal CD-

ROMs. -
EUROPE
D Counterfeit software is openly sold throughout flea markets in Soviet Republics.
. There is clear evidence that CD-ROM presses are in full operation in Bulgaria. 1t costs, on

average, the equivalent of a mere $750 (US) to purchase a CD-ROM press in Europe.

. In Poland, counterfeiting contributes largely to the 86% piracy rate. BSA announced that 16
street markets were recently closed where all software goods were counterfeit. However, it is
illegal to conduct “test” purchases (purchases made by investigators to collect evidence) in
Poland, making it nearly impossible to make further progress against this illicit activity.

. The Business Software Alliance is a member of the Union des Frabricants in Paris, set up in the
1800's by Moet et Chandon to register trademarks and brands in an effort to curb counterfeiting.
Recently, various counterfeit software goods were added to the expansive display in the
organization’s Musee de la Contrefacon (museum of counterfeiting).

11/95
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@ THE INTERNATIONAL ANTICOUNTERFEITING COALITION

1100 CONNECTICUT AVE.. NW @ SUTTE 1150 ® WASHINGTON, D.C. 20036 @ TEL 202.223-5728 FAX 202.872-5848

FACT SHEET

The Intemational AntiCounterfeiting Coalition, Inc. (IACC) was formed in 1978
by fifteen companies concemed with the increasing problem of worldwide com-
mercial counterfeiting. Today, the IACC has more than 160 members, from
Fortune 500 companies, major international law firms, and business trade asso-
ciations, to private investigators and product security companies — ail of whom
share a common concem for the protection of intellectual property rights. The
IACC focuses on the concerns of its members and coordinates their efforts for
the mutual benefit of all of the enterprises represented in the Coalition.

The touchstone of the IACC's mission is to combat counterfeiting and piracy by
promoting laws, regulations and directives designed to render theft of intellectual
property undesirable and unprofitable. The IACC serves as an umbrella organi-
zation, offering anti-counterfeiting programs designed to increase protection for
patents, trademarks, copyrights, service marks, trade dress and trade secrets.

Critical to the IACC’s purpose is the belief of its members that acts of counterfeit-
ing and piracy can and do create severe public health risks and safety hazards,
as weli as economic harm. The IACC both initiates actions and supports gov-
emment actions that will ultimately result in increased enforcement, lead to the
prosecution of intellectual property infringers, and create a strong deterrent to
counterfeiters.

In an effort to create conditions under which its members’ intellectua! property
rights are safe from copying, infringement and other forms of theft, the IACC en-
gages in substantive dialogue with govemments worldwide.

It also provides to law enforcement officials information and training in counter-
feit product identification and in the methods of product security to prevent
successful abuse of its members' intellectual property rights.

The IACC remains committed to providing improved intellectual property rights
protection into the 21st Century and beyond.
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@THE INTERNATIONAL ANTICOUNTERFEITING COALITION

1100 CONNECTICUT AVE., NW © SUITE 1150 ® WASHINGTON, D.C. 20036 ® TEL 202.223-5728 FAX 202.872-5848

FACT SHEET

The Intemational AntiCounterfeiting Coalition, Inc. (IACC) is the largest multina-
tional organization representing exclusively the interests of companies
concemed with product piracy and counterfeiting. Comprised of a cross section
of U.S. industry — from auto, apparel, luxury goods, pharmaceuticals, and food,
to book publishing, software and entertainment, naming just a few — the IACC's
members’ combined sales exceed $500 billion, and account for more than 10
percent of annual U.S. GNP.

Shortly after its formation in 1978, the Coalition’s first major project was to lobby
Congress for legislation requiring the seizure and forfeiture by U.S. Customs of
counterfeit goods. Congress enacted this legislation in October 1978, and with
its initial success, the IACC quickly grew into an influential business trade or-
ganization.

Then in 1984, recognizing a need for legislation to address trademark counter-
feiting, the IACC drafted and proposed to Congress a bill to create new criminal
penalties and civil remedies for trademark infringement. And again, the IACC
led a grassroots lobbying campaign, and testified before Congress, resulting in
the successful passage of the Trademark Counterfeiting Act of 1984.

In that same year, the IACC successfully lobbied for the passage of the GSP
Renewal Act of 1984, a law which allows the President increased discretionary
power to deny benefits under the Genera! System of Preferences to developing
countries who fail to provide U.S. nationals with adequate and effective means to
protect IPR.

Today the IACC continues its mission to combat counterfeiting worldwide by
working with intemnational lawmakers, enforcement officials, and private organi-
zations:

o In January 1995, the IACC traveled with the USTR to Beijing, China and participated
in discussions which led to the historic signing of the Sina/U.S. IPR Agreement.

e The IACC also successfully lobbied for passage of stronger anti-counterfeiting laws
in Florida, North Carolina, South Carolina, Califomia, and New York.

e The IACC helped form a U.S.-Mexico border control program designed to increase
interdiction of counterfeit goods.

e The IACC drafted strong anti-counterfeiting legisiation that formed the basis for the
“Anticounterfeiting Consumer Protection Act of 1995 infroduced in Aug. 1995 by U.S.
Senate Judiciary Chainman Omin G. Hatch.
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Health and Safetv Issues Related to Product Counterfeiting

o FAA officials ordered 6,000 piston powered general aviation planes grounded after a
December 1994 incident in which the engine on a Cessna 177RG failed. Inspectors
determined the cause of the engine failure to be fractured connecting rod bolts — bogus,
uninspected bolts, in counterfeit packaging.

o In early 1995, a counterfeit-labeled version of the popular infant formuia Similac was illegally
distributed to grocery store chains in Northern California. Following the findings in
California, law enforcement officials found two tractor trailer loads of counterfeit-labeled
Similac and other milk substitute products in Kentucky. Weeks after the Kentucky finding, the
FDA issued an alert to consumers wamning them of the substandard counterfert-labeled infant
formula turning up in some 15 additional states.

¢ Inastory entitled, Second Hand Safety, ABC’s Brian Ross reported that in 1989, 55 people
were killed in a Norwegian plane crash when U.S .-supplied counterfeit bolts failed under
stress and the tailpiece fell off. Airline officials investigating the crash determined the
probable cause was the U.S.-made counterfeit bolts. (ABC’s Prime Time Live, Nov. 17,
1994) —

e A newspaper report from 1994 recounted the story of the FDA recalling $7 million worth of
intra-aortic pumps used in heart surgery when counterfeit components were discovered.

e U.S. toy manufacturers fear that small children could choke by swallowing parts from inferior
counterfeit toys which break apart easily, or be poisoned by the presence of toxic paints.

e Counterfeit cosmetics often contain the residue of industrial solvents and carcinogens which
may cause severe allergic reactions when applied to the skin.

e Counterfeit sunglasses have been found to shatter easily, risking eye injury. Counterfeit
eyewear often fails to produce ultra-violet ray protection as advertised.

e In 1981, the pharmaceutical company Searle discovered that over 1 million counterfeit birth
control pills had been distributed to unsuspecting women, resulting in unwanted pregnancies
and internal bleeding.

e Aviation officials believe a faulty clutch made with counterfeit parts was the cause of a 1987
helicopter crash that killed a traffic reporter during a live broadcast. Federal investigators
discovered, after a series of similar accidents, that more than 600 helicopters sold to U.S.
civilians and NATO were outfitted with counterfeit parts.

e According to a magazine story from 1993, a counterfeit version of the ulcer medication
Tagamet was found to contain aspirin, causing a woman’s ulcer to bleed and develop a
dangerous infection. A counterfeit of the antibiotic Ceclor caused children in 7 states to
endure painful ear infections and risk possible ear damage because they received the wrong
treatment.
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The Economic Costs of Counterfeiting

e 5% to 8% of all products and services worldwide are believed to be counterfeit.

e Between 1982 and 1988, world trade nearly doubled, growing from $3 trillion to over $5
trillion. But U.S. trade revenue losses due to piracy increased by more than 1,000%, from
$5.5 billion to $61 billion during that same time period.

o Currently, the IACC estimates the economic cost due to product counterfeiting to exceed
$200 billion each year.

e In 1993, U.S. Customs estimated 750,000 jobs were lost due to foreign counterfeiting of U.S.
products.

e 1In 1991, the U.S. auto industry projected it could hire an additional 210,000 workers by
eliminating the manufacturing and sale of counterfeit auto parts. Losses cost the industry $12
billion worldwide. .

e Pirates in the Far East illegally copy roughly 80 percent of ail U.S. software, virtually closing
off entry into those markets by legitimate U.S. software manufacturers.

e According to the U.S. Customs Office of Strategic Trade, $240 million worth of intellectual
property-violative merchandise coming into U.S. ports was confiscated by U.S. Customs
between FY 1990 and FY1994.

o Intellectual property experts estimate that U.S. software companies lose more to software
piracy than they earn in profits.

e Mark Green, NYC Consumer Affairs Comrnissioner, estimates counterfeiting costs the city
over $350 million in lost tax revenues.

e According to 2 1993 Business Wire release, product counterfeiting is believed to have cost
California $7.5 billion a year and 25,000 jobs.

e North Carolina Secretary of State, Rufus L. Edmisten, estimates that his state loses $3 million
a year due to the sale and manufacturing of counterfeit products.
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_Organized criine is now heavily involved in product counterfeiting. Why? Counterfeiting
operations are relatively risk-free and offer enormous profits. Jim Moody, Chief of the
FBI's Organized Crime Drug Operations, has said, “One major crime area coming is the
crime of the 21st century — the theft of intellectual property rights ... because it’s so safe.
Now, if you’re a professional criminal, you can get involved in that and you're not likely to
get prosecuted, especially outside the United States.” What’s more, law enforcement
officials are finding increasing evidence of “paper trails” of cash flow through which
proceeds of more nefarious criminal activity can be laundered.

o Chinese organized crime syndicates, commonly known as Triads, are increasingly tuming to
counterfeiting as a source of funds and to launder drug money. Recent estimates total over
160,000 members who operate internationally. Their counterfeiting activities not only invoive
pirated computer software, but includes pharmaceuticals, credit cards, apparel and
accessories. )

e Federal law enforcement officials are investigating the possible involvement of the Wah Ching
Chinese organized crime syndicate in a recent Los Angeles raid which netted $400,000 worth
of counterfeit Microsoft software, a cache of military explosives and semiautomatic weapons.

o It is suspected that Korean activities in the U.S. are being assisted by the notoriously violent
Vietnamese gang, Bomn to Kill (BTK). Convicted BTK gang leader David Thai publicly
admitted to earning over $13 million from his extensive New York-based counterfeit watch

. A six block stretch of New York’s Canal Street is considered the hub of Triad-run
counterfeiting activities throughout the mid-Atlantic region.

¢ The Islamic extremists linked to the World Trade Center bombing in New York reportedly
raised cash by producing and selling counterfeit products.

o The Irish Republican Army and Loyalist paramilitary groups in Northern Ireland fund their
terrorist activities through the sale of counterfeit perfumes, veterinary products, videos, video
games, computer software and pharmaceuticals.

o Organized crime groups in different regions specialize in different counterfeit merchandise:
Mexico — auto parts and pharmaceuticals.
Brazil & Argentina — chemicals and pharmaceuticals.
Spain ~ medication: Tylenol, Advil and AZT, a medication used in the treatment of AIDS.
Russia - auto parts, pirated video tapes.
Italy -- handbags, leather goods, pirated cassette tapes and videos.
Pacific Rim — computer software, electronic equipment, toys, watches and accessories.
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GET THE FACTS ON FAKES

- & PROTECT YOURSELF

To stop the spread of dangerous counterfeits and deter organized crime, we
must stop the flow of all counterfeits. Become a smarter shopper. If you suspect a
problem with a product, call the manufacturer listed on the packaging. If no
manufacturer is listed, definitely suspect the product and contact the store where
you bought it. Here's five simple, sasy-to-remember tips to help you avoid buying

¢ PACKAGING THAT HAS BLURRED COLORS, LABELING THAT IS NOT
CRISP, OR RIPPED LABELS.

o MISSPELLING OF WORDS, OR ALTERED NAME BRANDS.

+ DRASTIC CHANGES IN PRODUCT CONTENT, COLOR, SMELL, OR
PACKAGING.

o PRODUCTS THAT LACK PROPER MARKINGS, SUCH AS 1-800
TELEPHONE NUMBERS, MANUFACTURER'S CODES, TRADEMARKS,
COPYRIGHTS, BAR CODES, RECYCLING SIGNS, AND HOLOGRAMS.

e {F THE PRICE SEEMS TO GOOD TO BE TRUE ... T IS.

> IF YOU FIND COUNTERFEIT FOOD OR HEALTH-RELATED PRODUCTS, CALL
THE FOOD AND DRUG ADMINISTRATION OR THE MANUFACTURER.

> FOR COUNTERFEIT SOFTWARE, CALL EITHER THE BUSINESS SOFTWARE
ALLIANCE AT 1-800-688-BSA1, OR THE SOFTWARE PUBLISHERS
ASSOCIATION AT 1-800-388-7478.

> TO REPORT INFORMATION ABOUT COUNTERFEIT SPORTS MERCHANDISE,
CALL THE COALITION TO ADVANCE THE PROTECTION OF SPORTS LOGOS
AT 1-800-TEL-CAPS. :

> FOR MORE INFORMATION ON PRODUCT COUNTERFEITING, CALL THE
INTERNATIONAL ANTICOUNTERFEITING COALITION AT (202) 223-5728.

HeinOnline -- 1 Anticounterfeiting Consumer Protection Act of 1996, P.L. 104-153, 110 Stat. 1386 75 1996



76

NEW

CY

Cc:unterfeit merchangig
booming businesg run by

entzepreneurs — many

Y TIM SANDL

L BY TV SaND R .

his has already been 5 fryur
dar for oriate avesugarors
4 Mike Kemealy,

e 12y, merchandise,
they ve confirmeg thae heee Roxbury
$10rS with reputed e ¢ Asan

ity

Somucoot of coun.
1om Timberland styoes
and Champecn Sweatthires g Tommy Hil.
Ker panty ang Cartans jacier;.

Now they're browsiny sheough 4 Brye
Hiil Avenue bargaen 30utique where
they've 1baned mmaugn IUIPRI0uS Labeting
OB 3portswenr markerey by one of their
COorporae chents io Prompe Barry 19 begin

Owmer, wng'y laning nevr g
¥ K repier ar he front of the seore

“You've go1 some prewry goog orices

" Barey says. He an by fnend do o
littke wholetaing themiemes, he contmues,
n\dnnmbtlbiuo-wimudul. 8as.
¥ 00d3 toward Kenealy, wha'y thumixng

reans.

-unmlm_vmhuu.mwuml-hueop
Ymmwfuﬂnluﬂmwlh
"ty 10 Auscie you,
. Wecan ger Tou Champon, we <an

you Timberiang,~ Barry says, sarang o
anle off 4 ligt of POPulse brang namey,
The owner EnE utenteressed uney Barry
mentons Ray Ban sungisgses

7Y Nave Ray Bant> e ks,

Taking the cue, Barry 1ays he's ot sam.
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BT who wark o 0qu
tonal, 5 Quiney.baseq Phvate detaciove
gency that tracky Sounterign Mmerchandise

CLEAR AND

DANG

SAted 4D 10 S1 millian weppy of
Aterien Power Range: Flittstones, ane
v Tunes me: e
Ommquest is one of 3 Pew breed of cor.

POt ertimared 0 be $80 b hen
PRESENT =i
Couvnserfer uxury gouds e dan ne

zed crime —

Experts say itrg
businesses

PONLE-secunty fiyms oy Nave been 23,000
upon by U§ Manufacrurery 1o help comagy
the g, 3¢ in product mrgy
indead, any STERd 1 the 1970, 4y e
Black marke;; n5wer 1o the desipaer.
8383 craze hag become gn et mageny.
irade ponsed 10 HUIPIS Che revgry, gy
Benerated througy g g trallcking
SOmace thay S <ompas.
how iowe choue 10 $300 Sellion anma,
woriddy ey of SOPYCal consumer yng
ndustnal gooqy Thaty Y from weyy o
US Internaniong) Trade Commn CLIEYN
e

mats con, ? 18 of an nduyn 1ay
has Denetrareg ine for COPnEry of Tne
worldwide fomumer maryer 4

w0 decades aqm, Iw-entarceroem, officialy yyu m.rmmuw.:b oow ounduries of Serigaer appyre; +
-MM%M-MM oy there s G " bevere health concery
et nomatcan OFAd Crimg Sndicaies are leygoly i Chemucaty, Perncides. medical devizey,
H-krmhna‘inblu-mh::‘nmﬁ.,—ufathumbdh 8410 party, mhitery hardwase, comed:
M%MM Canised, i w!ouqu.uncn; e
'mu-mus-mmmuumumnm.'mm ¥ 'ummdemh;wmcv-
uam«..w%-ummw-wwu {evted producy
. i C&Wiwmms«ui-w' rtwln'u-fb«nl‘lmn(md n
{ndeod, ay i WS rOle i the couner, Axs grown, 10 200 hawe 2. UINC (308 “Clege ang Presest
e threas j Owrchandisy FOMM © the public. Fop Oanger®) Counterfeic drugs have ez
*n 1990 5 yg General ing Officy imestigacion g Dot mare s 1€0nt3 of peaple. Counterfen pyryy sare
mm,’«n:h,m -anuglﬂpumhﬂy m&ummmlm Pla~y
U T SUNg ounterfe 054 sbacvodang PO, such & Ay, botey, |78 Military M Pumey
S, and cineyie breakery, S8 report loung Eounterleir parny o Oeparimens of De. Counterfen hesbrcrdes ngve Saused oog
» Sonmr. aref o s, gy e for (adurey
; “Counrerfeing
LT YN encsther g her chidd died iy Saudi Aratny e che car they were rig, Vs cewrly #ipioging *
e ot of congrgl, nvesy, tha w«-a:'xhnhmx-mmunm- 2*eident of ine W ashungron Baves '
{ait and mage of won), emanona; lewmcrlmml Coahe o=,

solvens, -
lﬂnk’hﬂnhvﬁmh%-

Mmu'lﬁnma
L:haﬁnﬂpnmmd-ﬂhn
* Abowt 1.3 milln

o US Pood and Drug atons

PImRR. Ssad during Opev-heart mayery, afer

BAMR o the devigey,

L
Oounterien pary,

4 M-Zlﬁmmuﬂmww&‘mSm
MWhmm'ﬁ_Hnw
waaced
WMX’M«MJM<W
Siscomered Mumn;mmﬂ

*lIn lu?.!.n.ninuanmﬁdiuMmpmmm
mmoﬂmk&.w:wnurmqmmﬁa counterion pacts, gy
L Jflanlc';;?fliﬂhlllwlgﬁﬂ

-ddlohd\NATth US omliana Ve outfittod wich ng fake Capy,
3

ROPMONt 1rade urggmignon ARG ay g
nter e inlarmangn B¢ wherp jrap, -
2700 3 ielormancn reer and fagye.
B4erers (0 trade are 5,

<ases af ntermy) bending g

Vet sendor ny

Nandbay
-Ts ot et mecsy e ol
W ingustry SO sy aeniitung

HeinOnline -- 1 Anticounterfeiting Consumer Protection Act of 1996, P, 4- 386 76 1996
t t tect! y



e
i i }ig-izii
U
il
ih:

Al
.éz
;E
Hanl

!

12y, the organized-cnme pirstes of

m%nmmwvﬁuu
- cusoemey satisfaction.

The Mafia's reputa-
comprehensive prod-

mon, wmgnu-mmdadra_a

been
do ges involved. they gencrally focus therr
efforts on thwarung large-scale, drug-con-

operstions.

“What is the disincensive if you are or-
ganized crime?” Bliss asks. *In some
$1a1e3 you'r€ STUCk with & misdemenncr. a
minor fine, and community service.
I ocher states there are virtually Ao crim-
nal laws. [¢'s particutariy true in
Massachusens.”

Massachusetts and the rest of New Eng.
tand have become ennicing distribution
ponzs because of a vear-oid law in effect
in New York — one of the pramary ports
of entry for counterfest merchandite —
that makes selling counterfeit goods a
ielony accompanied by jal tume and

“Thar's why w's flourishing up here.”
Barry explans. “Word has goren out. and
counterfeuers <N New York are now com.
g 1o Massachuteits and making a
Turtune.

The signs are everywhere. he savs. The
masseve Mea markers in Revere and
Taunton are 3 boodeg . The num-

_ ber of sueer vendors Bonnn cutde
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South Stanon and n Puu ffice Square
growng exponennally And perhaps most
telling, Barey says.  the influx of Asan

. mudunu nto low-income nsighbor-

7

LYNDA ROLE!

captured by a hidden camera,

peddles her “fabu-

lous fakes.” She says her ld-year-old business is so success-

ful that she has a mailing list of about 2000 customers.

hoods, such 23 Roxbury snd Mattapan.
“That's wiven you know you're gethng into
thve heavy stufl.” he says.

With the smpending takeover of Hong

Kong in 1997 by the Prople’s Regadlic of
— the syndicatas tat

China, the “tnads”

have for ytln orded it Mrﬂlnﬂ.td
cnme — are divernifying snd surking out
mm«muusnnmmmn

Ovpmnd cnme Iyndlznu
10 be remarkably sdaptive
eiforss to aveid US Customs Service
scrutiny, For immnce, many now unport
into the US and other countnes sexvungly
warcnes. handbags. od filters. and
countiess other icems. Nothing illegal
about that. Then, in back-alley buildings,
popular brand names — such 43 Rolex,
Lew’s. Disney. and Chancl — are impnnr-
«d or artachid by label onto the goods be-
fore they're shipped (o warchouses and
distrbution centers.

To enhance cherr efficrency. mors and
more bisch-marketexes are usmg high-
tech soluuons 10 escape detecnon and re-
duce fabor corrs. Caze in point: esrlier
this yesr. the New York distncs attorney’s

n thew .

ofice raided an illicit 1portswear factory.

trstead of finding illegai -malllnnu

sewng s onto swearshi dis-
covered & oerwork of computer-
ired mbvo-denn( and alk-screening ma-
machines wery
nhed » m-n $100.000 epvece, the wik-
screeming machuaes st about $25.000.
The cost of such advanced technoiogy 1
one reason once-independent cSunter-
feiters have sought access 1o the d:tp

of organized came.

The counterfeners at the sportswesr
v wsed an elecronic scanner 1o resd
the dengns of the emblems, labels. and

" tags oaauthenuc peees of clortung. The

converted that information into
disital code. That code way rent 10 o

to movc thewr aperstions (0 New
Engla

'Yau e §OINg 10 Se¢ an expaniIon of
counterfeiung 3 & result of m.- nyour

opening up 10 do that lind of work.®
Leech 1ay3. “As long as there .3 no local
enforcement. they're going o dupere
their aperations 10 Boton 1ag Sther
sreas.”

Hard to datect

Such advanced techmiques sifen make
counterfexts and the real McCus indistine
guishable 10 the untrained eve in the past,
poor stitching, miplaced liters shoddy
workmanshy

p. and musipelied words were

ne.
which chuened oul the labels i .e' ﬂc ﬁlul
counterfert product,

Digital tecnnology allows covnzerien-
ers 1o wtare & wide array of Zemgner
names, $0803. 40d 1nsgnIa 10 2 Sentred
computer. (0 be uted on demand.
Dempier Leech. 8 New Yorx rvate
detective known a3 the “godfatner” of

s0-called intellectual- property i esiiga-
tions, says that with the
York counterfeiin,
high-tech counterfeiters are beginming

OVERSEAS UNDERGROUN

To meet the rising intermational demand for black-market goods, organized-crime operations are
using specialty manufactuning that draws on the labor skills and natural mou_nudwedﬁt regsons.

Prvate nveingaton and e
officials must now routinely consult with
company dengners and enginee?s 10 ex-
amune, test. Ind sometimes Jisdlsembie

AFDOMBIE APt
ag all ihe re-

fohn Quirk. 8 former CIA agent and prese-
dent of the Florida-based Internanonal
Research Group (IRGY. IRG 13 an enterna-
bonal corporate-mslligencs service spe-
cializing . among other hings. ann-
counteriaang cases. lohnson & fohmon,
the US Surgical Corporation. Yves Samni
Lavrent, and the Walt Duney Corporation
sre smong s cliengs,

Though hugh-tech peracy ha
some counterferng operstions
the notorious chree-shift,

“PACIFIC RIM
tove watches, and
hCtIonC Equipment

ack -
t has by no means supplanied

-.du than they have ever Seen, Quick
says, sweatshops wil continue to shnve
That's wh [RG uses the bies of formes
KGB. Scotland Yard, and FBI agents 0
conduct field mvesnganons for 3 chenuy
*Nunvety percent of our intethgence work 1
abrosd.” 1ays Quirk
There 1 & reason foe that Counterfen
mrema-
o

wung speculty manulactunng thal drews
upon the tabae skills and Aatural Fesrce
of certan regrons For instance

+ Spunous auto pams Viten Lume from
Merxco and countres 1 the sormer East-
ern Bioc.
* Span 1y known for iy cownterten
pharmaceutical. from Talenct snd Advd
© quinne and AZT

* Products made of plaszics and puls-
mers, 1uch a3 truck brake inings are

See PIRACY puge 0
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I Duvetopeng manufactuning niches has
1 sllowed different clements of the ynder-
world to clasm their Own territories peace-
* fully. “They're becoming richer and
sroager,” Quick 1ays. “li's almoar like
vome of the drug carrels. Thar's the way
W's mowmng, There are careels of counter-
festers being created.”
And like the drug canzls. countericiners

who live in quiet Hanover aad its sur-
rounding commumties. Lynda Rolex's
locsted o a movered Victon-

an house. 13 known 10 (he outside world by
a small n|n on the door that reads s1ve
ccess

But M -ﬁo have done business with
Lynds Roles 1who took her lsst name
from her first counterfent product) know
thar 3gm 0 43 decepuive as the merchan-
dise 1nside her shap. In che store's
cramped quarters. reproductions of $393
Guees watehes sell for $33, ur $30 and 3
Gne-year guarantee. Immauon $4000
Rolex warches go for $125 Handbags
bess iake Lowss Vurtron ‘eather abel
nat the $337 Jn Juthonzed
charge

5
Gesser mght
Roles. 3 well-dressed woman ano 9.
pears 10 be :n her 403, 1ol 3 Pweeer
porter posing as a3 wouid-o¢ sounter
goods street vendoe that her  d-vear-vid

WATCHING THE
DETECTIVES

hough counterfck apperd i oaly one aspect of  biack-market industry that
American

life, it i cho ensiest oo dexery — ehat

or mis.
Ul—dmnuqu.nnhu .\luhv

counterieit.
s3le in United Stazes. Canada or Mexico,® ars another indicator.

% merchast's location

P iques end
Wishout hnowleage of what proger
knock

@ another tip. Flcs markes, street ven-
house

Troe price Cocnterint price

Lows Vuizon anding 5390 330-560

Guca tie 3130 sio

Chanei beit $1000 s100

Rolex watch $4000 2128

Lew’s 501 jeans 350 823

Polo Relph Laures piqué chint 353 129

Mawen music apes $10 13-3%

Ray Ben sungiasses $73-3200 133

Champion
sports-
wear
seized

in a
poston-
area
raid.

and merchants liks ber. And for good resson. Be-
rween October 1993 and September 1994, the US Cus.
tums Servce’s Boston.ares branch teized only $31,000
worth of counterfert merchandise bung 1muggied into
New Englend ports. iltems seized encluded team- lo.a
beacbat caps. garment begs, Rolex watehes. iflatabie Ou-
ney dolls, and automotule gear-shift knobs.) No lnna
were made, says Customs spokesman Parnch O'Mslley.

Nationally. last year Customs seusd & toal of $43 mal.

Trademark and Counterfenng Act umposes crimingl penal.
es of up 10 $250.000 and/or five years in praon for indi-
wduals caugnt violatng the law. But prosecubons under
that Law are 100 lew (0 yerve a3 & analysss wy.
mhmtsmtd’r‘wdhl
crafficking and white-collar-crime cases, is & good exam- ¢
ple. Asked for a list of convicrions. thw office provded the ©
Phoenx with the names of only two men opersting out of
Danvers. Both were charged with placing the Digital trade- .
mark on smpments of eefurbahed destnned for :
lran. The men pleaded Mnmmmm.
sear and received $3000 fines. They were aiso sentenced |
10 probanon and community service. :
um :

operstiony

prublem in which {oreign countries are often complicit, i
of General Agrecment on TandTs and Trade:

w address thiy is- |

merchandise -+ being :op«e With seate and (edersl re-
wurce lacung. iedersl nOw cMpowers comps.
mes to hre m-“n'-un ng:n:m and olf-duty law-en.
forcement officials ©0 make police-style raids, technically
known a3 ¢x 2are vetures. All they nesd is o count order .

oganons by sgencies such a3 Om-
nagust and RG hwuzmty resembile covert pdnovﬂ-
tions. And. 31 with drug wnvestigations, they often siart
wrth small Gealers who lead detectives o large-scale supphi-
ers. But Brexaing a0 the secretive. high.iukes world of
counteriat Serchandi a dafficult task that requeres pa-
nence, ingenuicy, and gall.

Eizborsts stings
One of the Ty common and elfectve ways ro make the

— i which SOrporate-hired investigatory set up dummy
zompenes. Somplete with stationery. b-unm cordi.

'\Vouncmmdnfw’dn-\dlm
win ther crust. 'rm-uuunvpnum
sands of units. It hurts them fnancially because
rowed the money (rom the besk — tomenmes
m—uwxwuhdwmm
hem pay for 11 afl. and m the end we nther seite
or Rave Ghem arrested. And that's the only wey to
out of business *

Of course. workeng this wey has 3 risks. Thout
w3 sometimes hire of[-dury state pobce or federal
shalz to show authonty and force, oftentimes
slcne, guns dreem. Either way, corporsce-hired mvwestigs.
tors have chilling war siones.

Lasch, for instance, had s $10,000 bounty put

head (he tay1 he was .mtunbym-puuu
counterfeit watches

hh
i

LTHLHE.

g?

g
g

t
I

Inmfnm He can't remember o that was
the ume he had s Molotov cockem! lobbed st
another rad. Qther nvestigators have baen
was attacked with an wce pick.
Barry, who hay worked with Leech on severs)
vons for corporaie clienta, 30yt he'd be concerned.
weren't gesting such 8 respomae (rom his targens.
*“You're fucking desd” | hear that in my slecp.”
says. “The amount of desch thrests you get o
to how good an 1§ 9208 yOu 8PS,
an mansge (o g1 yoursel! fire.dombed, you hove
armwed.”
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Organized Crime Enters

The Counterfeiting Ring
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THE PATRIOT LEDGE

slowly,
his lega sinking st every step into the
refuse.

llxppa,lu
He's dressed in  thick black
-jumpeuit, ehutching & box of Zip-toc
h-pudwekmurhd

’ Hehas closed the dumpster lid to
£ and the

Order forms, -hiprpwc hbch shint
nack tags, embroidery threa
designer labels — those ere Ihn tiny
bita of the puzzle he needs to prove in
court that the guys he's tracked for
wwonths around the South Shors are
big playsrs trading in counterfeit
toerchendi

ine.

“These are not like rag peddlers
standing on the corners,” Barry said
of his Massachusetts-based targets.
“We'vy got whole groups here
working in collusion snd they’re

Please soe FAKES — Page 36

sgent trom

R, SAT./SUN., APRIL 8/9, 1935

Fred Fiskd phowos/The Patrict Leager
services of Quincy displays seized goods.
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computer alone is
oaing $12 billion a year. said Ephra-
im Coben, managing director of the
okl ABtiC h
Coalition in Washiagtos, D.C.
. “Counterfeit products are explod- |
penalties,” Cobes
too many things left that sren’t
roduced ™

Recent counterfeit cases in Cals-
fornia point 1o an increase in health
and safety risks.

Three Californis men went to
federal prison for scheming to sell
bogus airplane parts o the aitline
industry and the US. Defense De-
at.

o February, fake cans of powder
bearing the name Similac — a popu-
lar infant formuls — were seized on
supermarket shelves 1o northern Cal-
ifornua.

Up w ope-third of the (raudulent
@erchandise manufactured overseas
comes W the United States, arnving
by ship or plane and easily eluding
US. Customs officials who focus
first oo dhicit drugs.

aunog the scope of the countar-
feit trade 13 nearly vmpossible. Cor
porste loases Lo counterfeitery wee
estunated 8L $61 bilhon 1o 387 hllie:

In one case stemming {rom a January reid, defen-
sutman of Yarmouth and Richard S. Bark, & tudge
accused of using the Borden records show.

dants 8unt
Cardlllo of Plymouth

Frad Fiakd fThe Pazhot Ladger

brand name to try to sell 15,000 blocks of Almond
-lixe confection, U.S. District Court

1]

[+ rieit p t

b of weak laws and low penalties. There

are exploding
aren’t too many things left that aren't reproduced.

39

— Ephraim Cohen, managing director of the
tnternational Anti-Counterfeiling Coalition.in Washington, D.C.

in a 1988 report by the U.S. Interna-
tional Trade Cammission. The gov-
ernment has pot compiled satistics
on counterfeiting since then.

Today the losses from counterfeit-
ing total close to $200 billion, sccord-
ing to Cohen. His group u s 164-
wember trade association that tzacks
the counterfeit business and lobbies
(or stronger laws.

Counter{titers hruise the botion
tine. tarpish @ Madisop Avenue im-
age. and steal an abstraction: el
fectual property.

Those ideas and techoologies,
when protected, are the seeds of
eoterprise, Barry said.

“1f you lose intellectual property.
you might as well throw eventhing
¢lse out the window,™ Barry said.
“Because then it's all gone to hell”

But not everyone agrees. Bargain
hunters who like brand names cay
nat care if the stuff is fake

One local businessman said “od-
scene” corporate mark-ups on pred
weta Like sneskers and desigmer
clothes almost justify copy cats a=3
at least qive consumers & breas

Jeery Etlus, owner of the 1ir
based chawn of Building 18 ¢.s

suares, said he doesn't sell countarfeil
goods. But he understands why some
csinesses do.

“It's hard to draw the line” he
said. “Why should someone be able
o get $100 profit from & product that
cosws them $1 w0 take?

“Iv may be legal, but is it morad?"
he said.

University of Connecticut profes-
+3: Subhash C. Jain speciahzes in
inernationa) business and intellec:
1! property rights.

Americans love to buy thinga.
especially name brands, Jain said.

“\More means success in Amencan
society,” Jan sad. “And it 13
Liberal market We are really » truly
f de country. So it 13 very
active to counterfeiters.”

The bulk of the knack-offs come
ftox Chine. Tawwan, Kores and
otker Anan countries where labor 13
cheaper and tawy are more las, Jan
13:4 But competition 1 fising 10
o:ker countries

3a5us  com

products  are

They don't go in for chespie thingy,”
he said. “They are competing in the
high-end wmarket, with counterfeit
products that are really good.”

Combating counterfeiting over-
sess is & dsunting challenge for U.S.
companies but, even in the United
States, bringing menufscturers and
distnibutors of bogur goods to justice
13 drificelt, lawyers said.

Police have their hands full with
drug dealers, murderers and wiving
other viclent crumes. Even the FBI(
and U.S. Customs in the Northeast
tegion do not have the resources it
takes W hunt down counierfenters. In
Boston, U.S. Customs agents inspect
anly abo.t B percent of all shipments

Last yeas, Bostan-based customs
officials confiscated $50,967 worth of
counteriest goods, including inflat-
sble Minme Mouse dolta, Rodex
watches, basebatl ceps and cas gear
shift Lnobs. according to agency
reporys

In the same pertod. they seszed
qore tr11 317 midlion worth of
encan 1shish and khat. @ popular
\e drug from East Africa,
rareotics, records sav

ey gre caught b
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Property rights
hard to enforce
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terfeiting of American goods.

A trade war was averted at the
last minute whea the two coun-
tries signed a pact to stamp out

%
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then tum the information over to
3 and say, ‘Here's what you
need to prosecute.’ ”

Bogus Reebok sneakers have
also been traced to smaller fac-
tories in Merico, Brazil, Taiwan,
ll-:li) Vietoam and Indonesia. she
i

Ugder federal counterfeiting laws,
& pesson Barry is after could go to
prison for five years or be fined o
mazimum of $250,000.

Bt prior to last week’s indict.
ments, the US. Attorney’s Office in
Bos:on had handled oD# coun-
terfeiting case in the last 18 months,
according to Assistant US. Attomey
Mark Pearistein, chisf of
ponie crizes division.

Is that case, two Danvers men

wery Gined
$5,000, put on probation and ardered
1o perform commudity sarvics,
Pesrlatein
“We're ;‘nﬂ n':rrou tl:‘l the pvvui:
DM coun m
Massachusetts and nationwide,”
Pearistein said “So we really are
" T il

committed, in eppropriste

stances, 0 using the federsl
Whann;hd-hnhunpcelm

problem is around the state, Peard.

stein said be does aot have specifics.
“What I base this on is the same

1 Schoafeld is ting the Bordes
| case and dozens of others.

f Judges are 0ot quick to zand out
civil search wamants, which Banty
ooeds to acize suspected counterfeit

£oods as “evidence.” said Schonfeld, of media tvparts " he
of the law firm Sharbourze, Powenn m “We do m thn”:u:pu'on
& Needham, P.C tha this has grown in recent years.

It ia practically impoasible to sy
how much counterfsit materal
passes tecied, aaid Jerome
Guerrin, U.S. Customs supervisor of
the fraud unit

“If we can spot & shipmest and
develop informaticn about s shp-

est, thes we can examine it.” be
w the operative word
* With the limited can-
poser, we can't esamine everything.
Couaterfeit goods 1s about one of 300
lans we're supposed o enforce.” -

Counterfeiting “will continue Lo be

oblem Decause there is o Sariet |
Guerno w:d

“You try to hit them w:ere they
burt — if you cas fad the:: assets,”
Schonfeld said

E
£
g
H
]

-and their operstioas we selatively
mobile, Barry said.

“So, 18 the three or four =onths it
took ma to get & Fuy, ke's already
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Faulty,

JAMES OTT/WASHINGTON

Bogus Part Evades
Safety Net and Sparks Probe

ederal criminal investigators are
probing how a defactive, unapproved
part was installed in 2 Prant & Whit.
ney JT8D powerplant and became a sheif
item in several engine overhaul shopa
The part. 3 4% bdeanng seal specer,
probably is the first piece of engine hard-
ware critical w flight safery that has

A United Airiines mechanic fuund a
counterfeit spacer during routine mainte-
nance on 2 JTE8D engine (AWAST Dec.
16723, 1991, p. 38). It was marked as a
Prant & Whitney part, but the surface was
bronze-colored and it did not exhibit the
shiny, machined, silver-toned look of the
spacers produced under Prant & Whitney
authority.

The hanic run 2 Rock
te31 on the spacer and found it fell short
of the C32-38 rating. Prart & Whitney
made further tests, called it a bogus prod-
uct and alerted operators of the 14,000
JT8Ds around the world. The FAA fol-
lowed with an airworthiness directive.

The FAA requires operators w perform
3 one-time check for bogus spacers unless

they can prove replacement pars were
bought directly from Pﬂn & Whitney, the
orignsi equij (OEM)

“The FAA cn tcil who is doing the
selhng. but it ;an't tell who is doing the

and only approved maker of the past.

The JTSD, the most commoniy used
transpont engine, powers most Boemng
727s, 737-100s and -200s. and McDoaneil
Douglas DC-9s and MD-80s.

" Dawid Rubin, technical

director of the Comsis Corp. of Silver

Sering, Md., Qid.
Rubin,

author of 3 ph:

uud)fonheFA.Aonlhcmmnmm
md of using

the spacer may be as serious

ket,

Several JT8D operators
reported they had found
.bogus spacers on spare-parts
shelves

Industry Task Force
Targets Stolen Parts

WASHINGTON

proliferation of stolen aviation

parts is prompting the formation of
an international industry tsk force © ex-
amine ways of countering the orend.
Tbepmmbengmlmﬁunw
orias d'lqumne suppbes = airtive

Several JT8D operators reported they
had found bogus spacers on spare-parts

as those of the bngut rotor beanng that

| Bell Helicoptar Textron, Inc. of Ft.
Warth found :n its equipment during the

1980s.

The alez to the industry of the pres-
ence of the bogus spacer was accelerated
by an AvAlert, a noucs sent quickly to
aviation-related organizations upon dis-
covery of an unapproved part. The Av-
Alert system was developed by the
Unapproved Parts Task Force set up by
the Aeraspace Indusines Assn. with FAA

shelves, leading 1o the 1 that

other defective spacers may have entered
airtine service, according to John E Go-
linski, JTAD program manager {or the
FAA's Aircraft Cenification Service in
Burlington, Mass.

paricip

Robert E. Robesan, Jr.. AIA vice prasi-
dent for civil aviation. said the problem of
bogus pans has persisted as the FAA and
industry attempt to raise awarencs of the

The FAA airworthiness direcive, is-
sued Jan. 3, requires operators to report
their findings, but it may be several weeks
before documents are available.

Al least six bogus spacers sre in FAA
custody, and cach has undergome engi-
neering analysis and evaluation. FAA of-
ficials at narional headquarters here said
the spacers represent 3 degree of sophisti-
cation in counterfeiting that the agency
has not encountered before.

From the standpoint of function, how-
ever, the dogus spacer is a threat to flight
smafety. Agency officials have predicted

shops, original
(OEM3) or psrts houses. The parts are
menhy.bu:lhurenunmymh
verifiable.

Thomas Kelly, vice president of secu-
rity for the Air T Assn of
Asnerica, said be did not doube the exis-
tence of networks aroued the world that
sell stolen aviation parts. The task force
will examine programs to thwar: thefs
and fraudulent distribution of the illegal

Members of the ATA sad Interna-
donal Air Transport Assan., based in
Montreal and Geneva, respectively, are
joiniag to form the task force. O

“the PP spacers will result in
rapid deterioration of the seal el

issuc. The FAA office monitoring reports
of counted 64
reports in a sx-momh penod in 1991, the

1978 Aerospace Incustries Assn.
recommends that the FAA reg-
ulate parts distributors.

1980  FAA contracts tor sty by
Comsis Comp., Silver Spnng,
Md.

1984  Cornsis stucy recommends
S2NCOONS 08NSt AStNbUtOrs
0f unapproved parts.

1988  AIA seeks & new FAR 21.307

10 tighten rutes for sale and

of pans.

and that failure is to occur
within 600 hr. time in service.”

The No. 414 bearing seal spacer is de-
scribed as & critical in the

1989

beariag ring seal assembly. Engine opers-
tion with the unapproved spacer could re-
sult in failure of the No. 4-14 beanng and
fracture of the Jow-pressure turbine shaft.
The cnminal investigstion, one of nu-
merous bogus-pans nquines under way,
could defiver what the FAA has been
seeking—positive evidence tracing the
production to the point of manufacture
{AwasT Dec. 1672]. 1991, p. 36).

1990  AIA lorms an Unaspproved
Parts Task Force, with FAA

support

1991 FAA issues sovisory circulars
oN parts CeMtfication proce-
dures.

Current AlA (o revise petition to amend
FAR 21.207 to inctude distnbu-

1ors under FAA reguiations.

32  AVIATION WEEK & SFACZ TECHNOLOGY Zianuary 20. 1992
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first year that they were centralized. Elev-
en of those have been dismissed,

‘The AIA had a running battle with the
FAA through the 19805 to clase gaps in
the safeguard system, which the associa-
tion contencs lies with the unregulated
parts distribution network. The FAA's
Comsis report came to that conclusion in
1984 and reiterated it in 1988,

“The distributor network is 5o exten-
sive, s0 unknown and so wide open that
anybody can set up shop,” Howard G.
Ayiesworth, Jr., AIA director of manu-
facturing and customer support, said.

Legitimate paves disributors and sup-
plicrs are concerned about the opening as
well. Aylesworth said.

The AIA in 1988 asked the FAA 10
tighten the ruies for sale und distribution
of aviation parts. The agency placed the
petition in the docket here. but it has not
taken further action. FAA officials said
other priorities have superseded the pro-
posal, and the agency lacks resources o
enforce the propased change.

According to the association, thers is a
loophole in the regulations. Those that
cover manufacture and installadon of
parts (FAR 21.303 and FAR 41.13, re-
spectively) do not forbid the sale or distri-
bution of unapproved parts and have
hobbled the FAA from attempting to
p The AlA is proposing revisi
to the 1988 petition to place distridutors
under FAA regulations.

FAA Approval Process
as Means to Curb
Bogus Aircraft Parts

Backe

ADDISON, TEX

he prosident of Superior Air Parts,

Ine., is studying the regional/commut-
er fleet for aircraft that fly 500 hr. a
year. operate on shurt hups and use up
puris like an overheating engine.

Dawid Sisson wants (0 expand his 20-
yesr-old parts-making business into the
commercial airline sector, and he believes
the active commuter flest represents an
opportunity for him.

The FAA probably will approve
whatever part he chooses to produce.
after extensive testing and devign work.
But to the original equipment manufac-
ture? "(OEM) of whaiever Sisson may
P his FAA d is
anathema.

‘Yo the OEM, Supertor is homing in on
the $7-biltion annual aftermarket for U. S.
avistion parts. The FAA permus compa-
nics to produce parts in competition with
OEMs under a process called Parts Man.

PP

“Oniy through gthening of the
regulations to make it an offense and met-
ing out stiff fines will the unapproved-
parts problem be solved and the public be
protected,” Aylesworth said,

The association wants to authorize the
FAA w0 inspect businesses without ob-
taining a search warrant and withdraw
certification immediately if irregularities
are found. L1

f: Approval (PMA). It is a legui-
mate but sometimes controvenial way for
companies to meet high demand for fast-
turmuver aviation parts.

The original equipment manufacturers
believe the FAA has permitted the right
to competition to overwhelm the aght to

intellectual preperty, and a vast gulf sepa- |

rates PMA holders and OEMs on this
issue.

The 0-200 cyiinder commaads the attantisa of Superisr Air Parts engiseers Patsr Xayfus and Rey
Scott asd Larry Shimubad, vica president for business develcpment.

Superior is an experiencad and, accord-
ing tw FAA officials, a first-ratc producer
of pars. The company holds PMAs for
approximately 1,000 products and reports
revenues of 40 million 2 year. The com.
pany’s parts. produced by coniractors, fit
primarily into reciprocating engines.
There is 3 growing business in small tur-
bine parts, and Sisson sees a future in the
busy commercial sector.

According to Sisson, his 100 empioyess
at cight distribution centers in the U.S.
fill 95% of their orders each day.

ln the last month, Supenor received
FAA approval to manufacture cylinders
for the Teiedyne-Continental 0-200 en-
gine. the first PMA project since Sisson
and Larry Shiembob, vice president for
busi devel took over Sy
35 new management two years ago.

NO LEGAL RECOURSE
Conrinencat has no legal recourse to this
new development. and its officals do no
want 10 talk about the new compctition.
Sisson estimated there arc 15,000 0-200
engines and hopes to sell the Superior-
version ¢ylinders at a lower price than
what Continental charges. He said he can

the comp by providing

i quick service and improved pars.
Superior obuined 10 Continental 0-

Superier has obtained PMA spproval ll; many
parts, some of whith ars shows abave.

2VIRTON WEIS & SPACE “e MACLOGY anuary 2C 1992

r
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Rx drugs bought in Mexico
pose new threat in U.S.

J ust half an hour and $1.50 by
bright red trolley from San Die-
go. where the American Pharma-
ceutical Association recently com-
pleted its annual meeting, las far-
macias of Tijuana are thriving. In-
creasing numbers of Americans are
crossing into Mexico to buy pre-
scription drugs there at a fraction
of their U.S. price.

Tijusns has shed the lawdry sex show that beckoned to

sailors to

|

APhA has expressed concern
that the free trade talks between
Mexico and the United States
may exacerbate a problem whose
extent remains largely undefined.

El Paso pharmacist Barry Cole-
man and the Texas Pharmaceuti-
cal Association were successful in
getting the APhA house of dele-
gates to address the issue. As a
new business item, the
% delegates adopted a
resolution requesting
that the board of trust-
ees initiate a study “to
address the differences
of pharmacy practice
and pharmaceutical
care” between the two
countries.

El Cajon pharmacist
Jacob said that while
on vacation in Mexico,
his wife realized that

Joe Jacob, whose pharmacy is in
nearby El Cajon, Calif, told Drug
Topics the Tagamet (cimetidine,
SmithKline Beecham Pharmaceu-
ticals) he sells for $65 to $70 costs
$40 to $45 in Tijuana. According to
Morris Wolford of the Prescription
Center in Beverly Hills, Rogaine
(minoxidil, The Upjohn Co.}—cast-
ing S60 to $70 up north—can be
bought for $20 south of the border.
Questionahle source: Although
many of the drugs are legitimate
and manufactured by U.S. pa-
tentholders in Mexico, the origin
of others is uncertain at best,

Jacob recalled having a 20-gm
tube of Retin-A (tretinoin, Ortho
Pharmaceutical) analyzed; a pa-
tient had purchased it in Mexico for
§2. Except for the ink color, the
packaging was identical to the
product he sold for $20. But the
Mexican version was a counterfeit
containing only vitamin A cream.

she had left her Hygro-
ton (chlorthalidone.
Rhéne Poulenc Rorer Pharmaceu.
ticals) and Synthroid (levothyox-
ine. Boots Pharmaceuticals) at
home. They found identically
named drugs in a Mexican phar-
macy, but they were totally differ-
ent products, clearly without the
same chemicals.

Another concern, noted Gary
MacMuilen, a pharmacist at Chil-
drens Medical Center in
San Diego, is the suspi
cion among more than a
few border pharmacists
that somehow Mexican-
made drugs are winding
up in U.S. pharmacies.
They routinely show up
in a variety of grocery
and convenience stores
in Hispanic neighbor.
hoods in California and
at flea market-like swap

chased cheaply and without a doc-
tor’s order.

And by mail: There are other indi-
cations, too, that cross-border traf-
fic in Rxs isn't limited to those who
can head south (or north—drugs
are cheaper in Canada as well, al-
though prescriptions are required
there) to shop. Large-scale mail-or-
der operations, including one with
a Tijuana address, have attracted
the attention of the Food & Drug
Administration. The agency issued
an import alert to feld offices in
January, directing them to seize
Rxs mailed to U.S. customers by six
foreignm firms,

The drugs have been advertised
in periodicals and through direct
mail as fareign versions of ap-
proved drugs available at up to
60% off U.S. prices. "In some
cases, the drugs are counterfeit,
lacking any real similarity to.the
approved drug,” said FDA chief.
David A. Kessler. "The uncertain
character and quality of these
drugs constitute an unreasonable
risk to the public health.”

The ads also claim FDA allows
importation of "personal use”
quantities of Rx drugs. FDA does
have such a policy for up to three-
month supplies. provided the
drugs don't pose an unreasonable
safety risk, aren't promoted in the

meets, where, as in Tne dozens of drugstores in Tiuana seil drugs with no
Mexico, they can be pur. prescriptions necessary 3t a Iraction of their U.S. cost.
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United States, and are for a condi-
tion for which there is no satisfac-
tory treatment available here.

As a practical matter, most
Americans bringing back much

less than a
drugs seem unlikely to even be
stopped by U.S. Customs. At tha Ti-
juana-San Ysidro crossing especial-
Iy, the check-for tourists walking
back to the San Diego trolley is cur-
sory at best. The K-9 unit dogs aniff
expectantly for the barest scent of
cocaine, heroin, or marijuana. Like
meost visitors to las farmacias, they
aren't trained to recognize cimeti-
dine, minoxidil, or tretinoin.

Michuel F. Conlan

any

Did R.Ph. fulfill his
duty? You be the judge

c::ll it the Case of the Lost
Taste Buds. Judge Wapner

would have had a field day with | was som:.quesu'on about the clar-

this one, but he wasn't available.
So, in stepped pharmacist-attor-

ney Kenneth Baker, who disposed As mock
of the case in record time—about | the best. The actors who took part

two and a half hours.

When it was all over, observers | cal Associ 's

agreed that “Judge™ Baker had

Donald De¢

7 Appleby DT
R\'m'g'. New Gans 00123

presided over the trial with even-
handed ision; h r, there

ity of the jury verdict. But I'm get-
ting ahead of the story.
trials go, it was one of

in it at the American Pharmaceuti-
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