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TRADEMARK COUNTERFEITING

TUESDAY, OCTOBER 10, 1995

U.S. SENATE,
COMMITTEE ON THE JUDICIARY,

Washington, DC.
The committee met, pursuant to notice, at 10:02 a.m., in room

SD-226, Dirksen Senate Office Building, Hon. Orrin Hatch, (chair-
man of the committee), presiding.

Also present: Senators Leahy, Simon, and Feinstein.

OPENING STATEMENT OF HON. ORRIN G. HATCH, A U.S.
SENATOR FROM THE STATE OF UTAH

The CHAIRMAN. Good morning. I am pleased to welcome you all
today to discuss S. 1136, the Anticounterfeiting Consumer Protec-
tion Act of 1995. Now, this legislation is intended to respond force-
fully to a rapidly growing threat to American industry and to the
public, that is, trademark counterfeiting. Stated simply, it is time
that we knockout the knockoff industry.

On this chart, we contacted some selected U.S. industries, and as
this chart shows, the impact of these losses are substantial. Com-
panies invest heavily in developing and maintaining their reputa-
tions, and the jobs of millions of American workers depend on the
competitiveness of their employers.

Sales of pirated motion pictures, such as these right here-these
are counterfeit copies of Universal Pictures' "Apollo 13" and
"Waterworld." These account for 8 percent of all movie sales reve-
nues. The pirates are so efficient that this "Apollo 13" tape was
available the day after the movie's release in theaters. And this
'Waterworld" tape, composed mainly of outtakes, was available be-
fore the theatrical release. That is how effective these kind of hit-
ters really are.

The software industry is particularly affected, with sales of pirat-
ed software like this Microsoft '"indows." It is fully counterfeit,
looks exactly like the Microsoft '"indows" package, and this
amounts to more than 40 percent of the industry's total legitimate
revenues. Now, some analysts suggest that the sale of pirated soft-
ware amounts to more than the industry's total profits, the whole
software industry of this country's total profits.

Perhaps most troubling, however, is the widespread threat coun-
terfeiting poses to public health and safety. Automobile parts, like
this counterfeit GM disc brake-it looks pretty good in your hands,
but it is a counterfeit. These are commonly made of substandard
material; they pose serious risks to consumers. The San Francisco
Chronicle reported that a counterfeit GM brake lining composed of

(1)
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wood chips was responsible for the accident that claimed the life
of a mother and her child. Recent media reports on dangerous
bogus airplane parts have focused attention on the range of dan-
gers counterfeit products can cause.

Media reports on the seizures in 16 States of a counterfeit ver-
sion of the popular infant formula, Similac, just like this, under-
scores our vulnerability. The bogus formula could kill children who
may be allergic to it.

As this chart shows, "Dangerous Counterfeits," there are many
problems which can be dangerous to health and safety when made
by the knockoff artists rather than the legitimate manufacturers
who do have an incentive to make safe and effective products. Now
just look at that. "Dangerous Counterfeits," health risks: You have
got beverages, birth control pills, condoms, cosmetics, foods, hair
care products, hand soap, industrial chemicals, medical equipment,
mouthwash, pharmaceuticals. The safety risks: We have counterfeit
airplane parts, counterfeit automotive parts, children's toys, elec-
tronics, fasteners, bolts and nuts. You can imagine the havoc that
could be caused by counterfeits in these areas: firearms, fire doors,
helicopter parts, industrial machinery, sports equipment sun-
glasses. These are all dangerous counterfeits that are dangerous to
the consumers in this country.

Let me show you the next chart because it shows that pharma-
ceuticals from Advil to Zantac have been faked, counterfeited in
international markets-adding health risks to products we look to
for increased health and well-being. That just gives you some of the
counterfeit pharmaceuticals that are available in international
markets. These are not generics. These are fake, counterfeited
drugs that people buy, thinking that they are the real thing.

Unfortunately, few Americans truly appreciate the significance,
scope, or consequences of these counterfeiting crimes. These crimes
are perpetrated openly all over our country. Recently, committee
investigators purchased a fake Cartier watch-this is it right
here-and, I might add, bogus RayBan sunglasses. These are both
fakes. These are openly sold on the street only one block from the
Capitol itself.

Perhaps it is hard for most people to perceive the relationship be-
tween a cheap, fake watch or a handbag and public health risks,
money laundering murder, and-if media reports are true-terror-
ism. But it is there.

Those who traffic in counterfeit goods can be ruthless members
of dangerous businesses, and organized crime is increasingly in-
volved. The leader of the Born to Kill crime gang in New York City
made an estimated $13 million a year selling fake Cartier and
Rolex watches. This revenue stream was probably useful in financ-
ing other nefarious businesses, as well as being profitable in itself.

Additionally, the contraband itself can be used to smuggle other
contraband. These handbags-this is a counterfeit handbag, and
here is another one-these were recently seized being smuggled
into this country with the linings stuffed full of cocaine. As you can
see, they can just fill it with cocaine. Counterfeits can also provide
an easy way for the profits of drug trafficking and other illegal
businesses to be laundered because of the difference in price be-
tween the knockoffs and the real articles they purport to be.
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For the criminal, the lure of counterfeiting is not just the billions
of dollars in illegal profit. It is the fact that the risk of being
caught, prosecuted, and imprisoned is not high.

The time has come to make sure that the law provides the tools
necessary to fight today's sophisticated counterfeiters, and our bill,
S. 1136, will do just that. It is called the Anticounterfeiting
Consumer Protection Act of 1995, but I like to call it the "knock
out the knockoffs" bill.

No. 1, it increases criminal penalties by making trafficking in
counterfeit goods or services a RICO offense, thereby providing for
increased jail time, criminal fines, and asset forfeiture.

No. 2, our bill allows for greater involvement by all Federal law
enforcement in fighting counterfeiting, including enhanced author-
ity to seize counterfeit goods and the tools of the counterfeiter's
trade, and it helps those charged with enforcing the law get the in-
formation they need to act swiftly and effectively.

No. 3, it makes it more difficult for these goods to reenter the
stream of commerce once they have been seized.

No. 4, our bill adds teeth to the existing statutes by providing
further civil remedies, including civil fines pegged to the value of
genuine goods and statutory damages of up to 1 million per mark.

The time has come for us to send the message to the public that
counterfeiting is a serious crime that involves domestic and inter-
national organized crime rings. It is a crime that robs all Ameri-
cans. It is time to knockout the knockoffs.

I am pleased to welcome a distinguished panel of witnesses from
law enforcement and industry to the committee's hearing today.
They each bring important perspective to our discussion. I look for-
ward to their testimony.

Our distinguished ranking member is not here, but our next
ranking member, Senator Leahy, who takes a great interest in
these matters is here. So if you have any comments, Senator
Leahy, we will turn to you at this time.

STATEMENT OF HON. PATRICK J. LEAHY, A U.S. SENATOR
FROM THE STATE OF VERMONT

Senator LEAHY. Thank you, Mr. Chairman. I will put most of my
statement in the record. We really want to hear from the wit-
nesses. But this is an area, as you know, that I have been con-
cerned about for some time. You and I have worked on this issue
in Congresses past and will in Congresses future. In fact, I was
pleased to cosponsor the Anticounterfeiting Consumer Protection
Act of 1995. I realize the trademarks and goods that are counter-
feited cost our Nation's companies billions of dollars a year.

Even in Vermont, where we pride ourselves on having the lowest
crime rate in the country, certainly one of the lowest violent crime
rates, we have a lot of businesses that lose money to counterfeiters.
Vermont maple syrup producers comply with very stringent stand-
ards so that syrup lovers around the world know they are getting
the best. But they find a lot of counterfeiters that use that label
just to get a free ride on the reputation.

Another example is our IBM facility in Essex Junction, which
makes 16 and 64 megabyte memory chips, known as DRAM's, or
dynamic random access memory chips. These memory chips-and
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I might say, Mr. Chairman, it doesn't cost that much to make the
chip, but it costs hundreds of millions, sometimes billions of dol-
lars, to get to the step where you can make the first one because
of all the work that goes into it. They end up being bootlegged, and
IBM has estimated their annual losses to bootleg computer soft-
ware at $1 billion.

Obviously, if somebody held up the Federal Reserve Bank and
stole $1 billion, this would be considered certainly the crime of the
decade. It would be in every newspaper headline across the Nation.
But here is $1 billion stolen by pirates.

We are going to hear from Tom McGann from Burton
Snowboards of Burlington, VT. This is a company that started very
small. A lot of people showed some real innovative genius in build-
ing this company until now it is a world leader in making
snowboard equipment, and it started from just the kind of thing,
Mr. Chairman, that you and I are always saying, the genius of
America is the small business that becomes a leader in the world,
but loses $1 million annually to copycat boots made in Korea.
These people have worked very hard in developing, through a lot
of trial and error, through a lot of expenses in their developing, the
best boots and then just simply have somebody who doesn't have
to do any of the work in developing, any of the design work, to take
them off.

Our bill expands our existing racketeering law to cover crimes in-
volving counterfeit and copyright things, and we have to make it
tougher here at home, but we can't overlook the international na-
ture of the problem.

Copycat goods with the labels of legitimate American companies
are manufactured, distributed, and sold in foreign cities around the
globe, and we have to start insisting that our trading partners, if
they really want to trade with us, have got to take action against
intellectual property violations. It doesn't make any difference
whether it is counterfeiting or copyright piracy. It is theft, it is
fraud on the consuming public. And we are going to not only lose
our businesses here, but we are going to lose any incentive for peo-
ple to use innovative genius that makes business so great.

Counterfeiting is a serious problem. It goes to our currency.
Counterfeit $100 bills have long been a subject that I believed mer-
ited action. I have even been in stores in Europe, Mr. Chairman,
where they have signs saying they will not accept American $100
bills because of counterfeiting. And so I commend Secretary Rubin
for the steps he took to make it better.

We know all these other things. I mean, look at counterfeit medi-
cines. How many people who were in dire need of medication, even
in our hospitals, end up with counterfeit medication. This goes
even beyond the money. It affects people's lives.

So, Mr. Chairman, I am glad we are having this hearing, and I
look forward to hearing from the witnesses.

[The prepared statement of Senator Leahy follows:]

PREPARED STATEMENT OF HON. PATRICK J. LEAHY

I was pleased to sponsor the "Anticounterfeiting Consumer Protection Act of
1995," S. 1136, to provide additional tools to combat trademark and goods counter-
feiting crimes that cost our nation's companies billions of dollars per year.
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Even states like Vermont, with one of the lowest violent crime rates in the nation,
is home to businesses losing money to counterfeiters. Vermont Maple syrup produc-
ers comply with stringent standards so that syrup lovers around the world are not
disappointed. They have to be constantly vigilant against counterfeiters who use the
Vermont label to get a free ride on the reputation for excellence that syrup from
my state enjoys.

Another example, concerns our IBM facility in Essex Junction, which makes 16
and 64 megabyte memory chips, known as Dynamic Random Access Memory Chips
or DRAM. These memory chips are also the subject to counterfeiting activities. In
addition, IBM has estimated annual losses to bootleg computer software at $1 bil-
lion.

Today, we will hear from Tom McGann of Burton Snowboards of Burlington, Ver-
mont. This company is the world leader in making snowboard equipment, but loses
an estimated $1 million annually to copycat boots made in Korea. Companies that
work hard and devote resources to developing good products, ensure design and
safety standards and develop a well-deserved reputation for quality deserve to have
their trademarks and good names protected. Moreover, consumers need to be sure
that what they are buying is what it appears to be. Burton Snowboards' testimony
brings home the reality and the damage of counterfeit goods.

Our bill takes important steps to address the problem of counterfeiting in several
ways. It seeks to expand our existing racketeering law to cover crimes involving
counterfeiting and copyright infringement and to give our law enforcement officers
additional, needed authority to seize counterfeit merchandise and impose fines on
counterfeiters.

But even as we make our laws more effective in combating counterfeiting crimes
here, we cannot overlook the international nature of the problem. Copycat goods
with the labels of legitimate, American companies are manufactured, distributed
and sold in foreign cities around the globe. We should insist that our trading part-
ners take action against all kinds of intellectual property violations: Whether coun-
terfeiting or copyright piracy, it amounts to theft and fraud on the consuming pub-
lic. We cannot tolerate our trading partners and international allies acting as safe
havens for pirates. We must take every responsible action we can to protect against
piracy and counterfeiting.

Counterfeiting is a serious problem for our goods and even extends to our cur-
rency, Counterfeit $100 bills have long been a subject that I believe merited action.
I commend Secretary Rubin for taking the steps he recently announced to redesign
our $100 bills and look forward to the 1996 Series entering circulation.

Increasingly, we suspect that the lost revenue to legitimate U.S. companies is
going into the pockets of international crime syndicates and organized criminals,
who manufacture, import and distribute counterfeited goods to fund their criminal
enterprises. No enterprise is safe from counterfeiters. Everything from snow boots
to software to airplane parts to baby formula to medicine and medical supplies have
been the subject to counterfeiting. In addition to the economic harm, the health and
safety risk from some counterfeit products provides additional justification for our
doing everything that we can to confront the dangers as well as the damage of ille-
gal counterfeiting.

I look forward to hearing from our witnesses this morning and know that the
Committee will want to consider this bill without delay.

The CHAIRMAN. Thank you, Senator Leahy.
At this time I would like to enter Senator Feinstein's prepared

statement in the record.
[The prepared statement of Senator Feinstein follows:]

PREPARED STATEMENT OF HON. DIANNE FEINSTEIN, A U.S. SENATOR FROM THE
STATE OF CALIFORNIA

The Anticounterfeiting Consumer Protection Act is a very tough bill. I co-spon-
sored this legislation because I believe it represents an important step in righting
an unjustified wrong. Counterfeiting is bad for our businesses and threatens the
safety of our citizens.

CALIFORNIA BEARS THE BURDENS OF COUNTERFEITING

The State of California bears a greater burden than any other State when it
comes to counterfeiting. In California, we have the convergence of many factors
which lead to encroachment by counterfeiters: a reknowned entertainment industry,
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with some of the most creative minds in the world, a host of cutting-edge high-tech-
nology industries, and a thriving trade with the Pacific Rim.

Ironically, it is our very best attributes that attract these very bad results, results
that I believe cannot be tolerated.

And Californians want to do something about it. In 1989, California became the
first state to amend its Criminal Code to make product piracy a felony. But that
has proven not to be enough.

U.S. FIGURES ON COUNTERFEITING

The U.S. figures on counterfeiting speak for themselves:
The International AntiCounterfeiting Coalition has estimated that counterfeiting

costs U.S. industries about $200 billion per year.
The U.S. Customs Service has estimated that 750,000 jobs were lost due to foreign

counterfeiting of U.S. products in 1993.
The U.S. software industry has estimated a loss of $2.2 billion per year due to

piracy.
The Recording Industry Association of America estimates a $2 billion annual loss

to the recording industry as a result of piracy. More than 2.5 million counterfeited
or pirated audiotapes were seized in the U.S. in 1992.

The U.S. Chemical Manufacturers Association has estimated its members' piracy-
related losses, for agricultural chemicals alone, at $330 million per year.

Counterfeit automotive parts, purportedly made in Detroit, cost U.S. automakers
and suppliers an estimated $12 billion a year in lost revenues.

COUNTERFEIT PRODUCTS ARE UNSAFE

And, one of the most crucial and intolerable problems is that many counterfeit
products are highly unsafe:

Counterfeit pharmaceuticals routinely are understrength or contain harmful addi-
tives. There is no regulatory oversight.

Counterfeit airplane parts may threaten the safety of our airlines. And the people
who assemble jetliners often are unable to distinguish weak, counterfeit parts from
bonafide parts.

Counterfeit automotive brake linings, made from wood chips and marketed under
well-known brand names, have been responsible for fatal automobile accidents.

In the 1980s, over one million counterfeit birth control pills were marketed in the
U.S. under the name of G.D. Searle & Company. Unwanted pregnancies resulted.

And those are just a few of the many examples of the dangers of counterfeiting.

S. 1136, THE ANTICOUNTERFEITING CONSUMER PROTECTION ACT

S. 1136, "The Anticounterfeiting Consumer Protection Act of 1995," provides for
statutory damages, increased civil penalties, destruction of confiscated goods, and
other measures that will help us fight, what has truly become, a plague in this
country.

But beyond these measures, S. 1136 represents a significant departure from exist-
ing law, because it makes trafficking in counterfeit goods and services punishable
under RICO, the Racketeer Influenced and Corrupt Organizations Act.

This is highly appropriate. Law enforcement officials every day are finding links
between U.S.-based counterfeit operations and organized crime syndicates. Many of
the criminal syndicates affecting California are based in China, Hong Kong, and
Taiwan.

These syndicates are exporting counterfeiting expertise as well as counterfeit
products.

And expertise it is. Counterfeiting is no longer a "mom and pop" business. These
are capital-intensive, high-tech, sophisticated operations:

According to a 1994 article in the Boston Phoenix, when New York law enforce-
ment agents raided an illicit sportswear factory in 1994, instead of finding illegal
immigrants sewing labels onto sweatshirts, they discovered: A complex network of
computerized embroidering and silk screen machines, with digitally-stored designer
logos and insignias. The embroidering machines cost over $100,000 a piece, the silk
screening machines around $25,000.

According to the Phoenix, the cost of such advanced technology is one reason that
the once-independent counterfeiters have sought access to "the deep pockets of orga-
nized crime."

Other police raids have uncovered hundreds of counterfeit holograms. Holograms
are three-dimensional images used on software packaging as a mark of authenticity.
they are made with a highly sophisticated process using lasers.
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As criminal activity becomes more sophisticated, we have to attack these problems
in more sophisticated ways. The Anticounterfeiting Consumer Protection Act rep-
resents an effort to address a very serious problem.

At the same time, I am willing to take a close look at the provisions of the bill,
to make certain that it does not subject certain individuals who may be less culpable
to disproportionately harsh treatment.

I look forward to hearing from the panel about their confrontations with product
counterfeiting, and to further discuss the provisions of this important legislation.

The CHAIRMAN. We are fortunate to be joined by a number of ex-
pert witnesses who represent both the law enforcement side and
the individual companies who suffer at the hands of illicit counter-
feiters. First we are going to hear from Leonard S. Walton, who is
the Deputy Assistant Commissioner for Investigations of the U.S.
Customs Service. Commissioner Walton is a 24-year veteran of the
Customs Service. His areas of experience include narcotics smug-
gling, money laundering, import fraud, technology transfer, arms
smuggling, child pornography, and other law enforcement jurisdic-
tions. We really appreciate your being with us, Mr. Walton. We
look forward to hearing your testimony.

I wonder if I could get the other witnesses to take their seats as
well. After Deputy Assistant Commissioner Walton, we will next
hear from Mr. Dempster Leech. Mr. Leech is a private investigator
and president of Harper Associates in New York City. He has dedi-
cated the last 15 years exclusively to investigating trademark and
copyright counterfeiting in one of our Nation's most prolific mar-
kets for the manufacture and sale of counterfeit goods. We are cer-
tainly pleased to have you here with us, Mr. Leech, and look for-
ward to hearing your experiences and comments.

Following Mr. Leech, we will be pleased to hear from Mr. Thom-
as McGann. Mr. McGann is the senior vice president of Burton
Snowboards in Burlington, VT, about whom Senator Leahy has
spoken. Burton Snowboards is an industry leader in the manufac-
turing of equipment for this rapidly growing sport, and I might
mention that Burton Snowboards are popular in my own home
State of Utah where we enjoy all kinds of downhill skiing and win-
ter sports.

Senator LEAHY. Some of it is very good, Mr. Chairman.
The CHAIRMAN. The best in the world. [Laughter.]
Senator LEAHY. For Western skiing, I suppose.
The CHAIRMAN. Listen, we have mountains out there. [Laughter.]
Senator LEAHY. For any of you who are wondering, this goes on

in the cloak room, in the gym, and the dining room.
The CHAIRMAN. We also have the 2002 Olympics, too.
Senator LEAHY. And I congratulate you for that.
The CHAIRMAN. You are going to have to be there, Mr. McGann.

We are proud of you and what you do and what you try to do. And
I have to say that I think Vermont is one of the most beautiful
States I have ever been in. I know the skiing is good there, too.
It is just not powder skiing like it is in Utah. [Laughter.]

Our concluding witness will be Mr. John Bliss, president of the
International Anti-Counterfeiting Coalition, Inc., the IACC. The
IACC is the largest multinational organization focusing exclusively
on the issues of product piracy and counterfeiting for its member-
ship, and it has been deeply involved in anticounterfeiting efforts
on both the Federal and State levels. Mr. Bliss is also former mi-
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nority chief counsel for the Constitution Subcommittee of the Sen-
ate Judiciary Committee, so we are happy to welcome you back
here. Thank you for being with us, Mr. Bliss.

Mr. Walton, we will turn to you. We think you are our keynoter
here, and, frankly, we really look forward to hearing from you as
a true expert in this area and as one who has been in the trenches
for a long, long time, somebody we all really appreciate.

PANEL CONSISTING OF LEONARD S. WALTON, DEPUTY ASSIST-
ANT COMMISSIONER, OFFICE OF INVESTIGATIONS, U.S. CUS-
TOMS SERVICE; ACCOMPANIED BY ROBERT E. VAN ETTEN,
SPECIAL AGENT IN CHARGE, NEW YORK, NY, USCS;
DEMPSTER LEECH, PRESIDENT, HARPER ASSOCIATES, INC.;
THOMAS McGANN, EXECUTIVE VICE PRESIDENT, BURTON
SNOWBOARDS, BURLINGTON, VT; AND JOHN S. BLISS, PRESI-
DENT, THE INTERNATIONAL ANTICOUNTERFEITING COALI-
TION

STATEMENT OF LEONARD S. WALTON
Mr. WALTON. Good morning, Mr. Chairman, and thank you for

the opportunity to answer questions regarding the U.S. Customs
Service's role in this particular area and Senate bill 1136. I also
would like to thank you for your continuing commitment to giving
us better tools to combat intellectual property fraud, and at the
same time thank you for your strong support for the Customs Serv-
ice's mission in general, from providing us $75 million to fight ter-
rorism to your advocacy on our behalf with Senate appropriators on
the fiscal year 1996 appropriations bill. We particularly look for-
ward to the eventual conference on the terrorism legislation.

I would be happy to answer any questions that you may have.
However, I would like to state for the record that I am not here
to represent the administration's position on the bill. To my knowl-
edge, the administration has not reviewed or yet commented on
1136, but I can certainly speak for my agency and would welcome
any questions you have regarding the whole area of enforcement on
the intellectual property rights area.

The CHAIRMAN. Well, thank you so much.
Mr. Leech, we will turn to you, and then we will have some ques-

tions for all of you.

STATEMENT OF DEMPSTER LEECH

Mr. LEECH. Mr. Chairman and members of the committee, thank
you for inviting me today.

The CHAIRMAN. If you can pull your microphone just a little bit,
right in front of your lips, that would be good.

Mr. LEECH. In late 1988, members of the New York City Police
Department, the 5th precinct, informed me that the dai lo, or the
"big cheese," of an Asian organized crime group known as the Born
to Kill, had put out a $10,000 contract on my life and the life of
an attorney I worked with. I thought that was kind of low, actu-
ally. [Laughter.]

Senator LEAHY. Insulting.
Mr. LEECH. Rather insulting, yes, considering the harm that I

had done his organization. Now, I hadn't interfered with his extor-
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tion racket. I hadn't stopped his armed robberies nor the murders
that his group was involved in. I hadn't cut drugs or guns that he
was running. What I had done was interfere with his economic life-
blood, the counterfeiting of watches. To that end, I guess the con-
tract from his point of view was appropriate.

Before he took on the leadership role of the Born to Kill, David
Thai had worked as a waiter in a uptown hotel, and during his
work as a spare-time job he was counterfeiting watches. He quickly
moved up the ladder, became a distributor, and starting getting
lots of money. That money he used to support a group of Vietnam-
ese youths who had drifted into New York, a group of rather vio-
lence-prone young men. He put them in safe houses. He put them
to work counterfeiting watches. And David stated publicly, as you
said, Senator Hatch, that he made $13 million counterfeiting
watches in 1 year. With the profits, he could afford to support the
traditional pursuits of what the police call nontraditional organized
crime-extortion, and armed robbery, and murder.

David is in prison now, and he will be there for the rest of his
life. He was convicted of multiple counts of murder, extortion, and
armed robbery. But of all the activities that Thai's gang undertook,
watch counterfeiting was undoubtedly the steadiest and most prof-
itable source of income for this group, and it created less problems
for him than any of his other activities. Counterfeiting offered big
cash and low risks.

The AUSA who handled David's case refused to bring counterfeit-
ing charges against David or the other Born to Kill's who were con-
victed, although when David was arrested, Federal agents found a
watch-counterfeiting factory in the basement of his home. The
AUSA didn't want to trivialize the charges against Thai and his
group.

I can understand his point of view. I look on this table, and I see
dolls and games and perfume, and the public thinks of this as a
kind of low-end crime, as a street game, a misdemeanor. But, be-
lieve me, it is not.

To understand why product counterfeiting is attractive to orga-
nized crime, you need to look at the profits. I have a low-quality
quartz watch such as this. I can have that imported from Hong
Kong for $3. I can pay somebody 50 cents to put the indicia on it,
the names that make it counterfeit. And so for $3.50, I can sell this
to a distributor for $8. The distributor can sell it to a retailer for
$15; the retailer can sell this same watch for $25. If I were to take
it out of New York City, the watch could go for $100 or more. A
$3.50 investment, $100 in profit.

Another example, very quickly, on how money generated from
product counterfeiting supports organized crime. In 1993, I assisted
the police in raiding a large building in midtown New York that
housed roughly 40 companies devoted to wholesaling counterfeit T-
shirts. We took nine tractor-trailer loads of counterfeit products out
of this one building and $200,000 in cash. There were 40 arrests
made. Shortly after the raid, I was visited by members of New
York's Joint Terrorist Task Force. They indicated to me that sev-
eral of the high-level players who controlled the counterfeiting op-
eration were using some of the money to support the activities of
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terrorism groups such as those who bombed the World Trade Cen-
ter in New York.

The investigation of all this is still ongoing. Meanwhile, many of
the players who were arrested are back on the street continuing to
sell counterfeit shirts. Based on information I stumbled on recently,
I believe the counterfeit T-shirt industry in New York generates
$500 million a year, almost none of it taxed. High profits-

The CHAIRMAN. That is the T-shirt industry?
Mr. LEECH. That is right. Yes, Senator. High profits, low risk.
In point of fact, any product counterfeiting operation is highly or-

ganized crime, requiring networks of manufacturers, importers,
and distributors to function. Many of these groups appear to have
no other criminal preoccupations, but I often find that, on closer ex-
amination, this simply isn't true.

To sum up, the huge amounts of cash generated by counterfeiting
can be used to support other criminal activities-drug smuggling,
terrorism, armed robbery-making product counterfeiting highly
attractive to both traditional and nontraditional organized crime
groups. And criminals regard this as a low-risk venture.

We need to change that, which is why the Anticounterfeiting Pro-
tection Act of 1995 has my full support.

Thank you.
[The prepared statement of Mr. Leech follows:]

PREPARED STATEMENT OF DEMPSTER LEECH

By way of introduction, I'm a private investigator licensed in New York and New
Jersey. For the past 15 years I've been investigating product counterfeiting cases,
exclusively. And during that time I've worked for a wide variety of firms who have
been deeply injured by trademark and copyright counterfeiting.

I will be testifying about Organized Crime's involvement in product counterfeiting.
Product counterfeiting is-by defintion-a highly organized criminal activity, requir-
ing a network of manufacturers, distributors and-often-financial backers (other-
wise known as money launderers) to function. You'll be hearing other testimony re-
garding the amounts of money generated by counterfeiting, the lost jobs and damage
to our economy, but to understand why product counterfeiting is attractive to Orga-
nized Crime, we need to look at the profits.

I can have a low quality quartz watch, similar in outward appearance to a high-
riced designer watch, shipped here from Hong Kong (without the trademarks) for
3, my cost to import. I can get a worker to counterfeit the watch-that is, put on

the trade names and logos, for fifty cents. Once the counterfeit marks are on this
watch, I can sell it to a distributor for $8.00. More than a 200% mark-up. The dis-
tributor-retailer will sell the watch for $15 to $25 in New York City. If the dis-
tributor ships the watch out of state, he might be able to get $50 to $60 and the
retailer could get $100 or more. $100 for a counterfeit watch that cost $3.50 to
produce.

The profit margins rival the profits from the sale of narcotics. But as one counter-
feiter carefully explained to me, the risk aren't nearly the same. And that's what
Organized Crime finds so attractive about counterfeiting-high profits, low risks.

When I first started investigating product counterfeiting cases, I learned very
quickly that what the police call Traditional Organized Crime (in this case, dis-
guised as trucking companies working New York's garment district) were involved
in what was an industry in its infancy-garment counterfeiting. Fifteen years ago,
garment companies began sourcing their products from the Pacific Rim, and some
contract manufacturers in New York, New Jersey and Pennsylvania, rocked by this
development and trying to stay afloat, were seduced by the wise guys into taking
extortion loans. If payoffs fell behind, the contractors were strong armed into provid-
ing other services. Making bogus garments was a natural. The money was
laundered by the trucking firms-phantom deliveries, bogus invoices.

In one case, US Marshals raided a factory in New Jersey that was being used to
make counterfeit garments. In addition to a lot of phony Izod LaCoste shirts, the
Marshals discovered human body parts. They also found dynamite that had been
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