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DATE THURSDAY, - APRIL 28, 1983
TILE: 10:00 & M.
PLACE: Room 24-13

Twe World Trade Center

Mew York, New York

Attorney General Robert Abrams today anncunced that he
will conduct a public hearing to leock into the naﬁure and extent
of "boiler room" abuses and to examine legislatien ne has
proposed to strengthen the capacity of law enforcement agencies
in the state to investigate and prosecute illegal bholler room
operators.

Boiler room is a term used to describke an investment
fraud operation, usually run from an impressive Wall Streer
address, and characterized by the placing of thousands of
unsolicited phong calls tc unsuspecting individuals, vrging then
to sink thelr money into variocut glamorous-souncing investments.

The scheduled witnesses include $ix persons whe were

victimized by boiler rooms, law enforcement personnel who
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investigate and prosecute boiller room firauds, and two former
hoiler-room salespeopls, who will appear anconymously and masked,

The hearings will focus on (1} the extent and nature of
boiler rgom activity in the State of Hew York and the impact of
such activity upon the victims; {2) specific methods used by
boiler room salesperscons and operators in the sale of investments
in securities and commodities; [2) whether the Attorney Gensral's
proposed legislaticon would lower the cost and time needed to
investigate alleged beiler room activities: and (4) whether
additional registration and examination requirements should be
required of those who sell investments within or from New York
State, The bills are described fully in the attached hearing
notice.

Attorney General Abrams will be joined in chairing the
hearings by the bills'™ sponscrs Senator Joseph L. Bruro (B-C,
Troy), Chairman of the Senate Consumer Protection Committee and
Assemblyman Ivan C. Lafayette {(D-Queens),
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Attorney General Robert Abrams will conduct a public
hearing to examine the nature and extent of "boiler rcom" abuses
and to examine legislation he has propeosed which would strengthen
the ability of ¥ew York State law enforcement agencies to
investigate and prosecute boiler room operators. The publie
hearing will be held on Thursday, April 28, 1983 in the World
Trade Canter, Rocm 24-13 in WNew York City. Attorney Gensral
Akrams will Be joired at the hearing by State Senator Joseph L.
Brune (R-C, Troy), Chairman of the Senate Consumer Protecticn
Committee and Senate sponsor of this legislation, and by
Assemblyman Ivan C. Lafayette (D-Queens), the legislation's
sponsor 1n the Asssmbly. -

BACRGROUND

Attorney General Robert Abrams has become increasingly
concerned with illegal commodities boiler rooms located in MNew
vorkx State which prey upon victims hoth in this state and across
the nation. QCften investors are victimized hecause they Jdo noet
understand enough about investment and investment.fraud to
distinguish betweean hoiler rooms and legitimate £irms. When
people lose their investments, which frequently reopresent hard
rarned dollars or the savings of a lifetime, cgreat persconal
traama occurs. Physical side effects, particvlarly among the
elderly, are not uncommon. Testimony hefore the Senate Permaunent
Committee on Investigations in February 1982, indicated that in
this field hundreds of millions of dollars are stolen annually,
and tenz of millions by boiler rooms located in Hew York.

Only vigorous criminal prosecution of principals and
sales personnel will provide an adequate deterrzent, civil relief
such ag injuncticons and cease and desist orders, 1s in most cases
inadequate. Attorney General Robert Abrams has initiated major
eriminal prosecutions of boiler rooms using innovative undercover
gperations and other covert technigues. For example, the
Department of Law prosscuted and convicted the Mineral Resgqurges
Corporation, & New York boiler room operaticon, and twenty-nine of
its sales personnel for fraudulently selling tantalum, a strategic
metal, a3 an investment.



One million four hundred tnousand dellazs had peen invested by
the public in & four-month period in 1981. The operation was
just gefting into high gear winen thirtv-one arrests were made by
the state police, and indictments cbtained. Pre-trial hearings
and the trial itself lasted over six months.

Tha experience gained in the Mineral Resources matter
and similar cases has resulted in the proposal of these bills,
collectively known as the "holiler room package." Enactment of
"this package will enahle the Attorney General, and cother state
Drosecutors, to combat this crime more guickly and econeomically
while establishing greater deterrent capability.

Trhe package consists of seven bills. Some involve new
and unidgue methods of regulation. Others increase existing
penalties for fravdulent activities, 8till others are additions
or amencémnents to vrocedural aspects of prosecution. The following
15 a brief synopsis of the propesed bills.

ISSUES TO BE COVERED

l. "Prohibited sales practices"” made a felonw
{5. 41848) A. 4064

This bill would specifically orohibit boiler room sales
by oramoters and would impose stiff felony penalties against those
who vielate the prohibition.

This Bill adds a new 3 3152-cc to the General Business
Law relating to the sale of securities and commodities by what
is commonly referred to as boiler room methods. Specifically,
the technigues uszed in a3 bholiler room cperation are made "prohibited
s5a3les practices," and a boiler room oparation is Zdefined as the
gale of securities and commodities by the use of unsolicited
telephone calls by two or more persons from any location unless
such perscons arg membhers, or are emplayved by a person who is a
member, of a securities exchange registered with the Securities
and Exchange Commission (SEC) or of a commodities exchandge
designated as a contract market by the Commodity Futures Trading
Commission {CFTC) or of the National aAssociation of securities
Dealers (MASD}.
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The bill makes anvy zarson who s2lls securities,
comuodities and other invesctments 5y a cronibited sales practice
guilty ©I 2 Class E felony. additionzally, the bill wrovides that
any person who oromotes the sale of zacurities, commedities and
other investments by an enterprise endaged in a prohibited sales
practice by knowingly managing, supervising, controlling, or
owning such enterprise is guilty of a Class D felaony.

2. Registraticn-of those engaged in
gale of commodities o the oublie
(5. dlB8e/fa. 4082}

This bBill would amend General Business Law § 359«a
by {1} reguiring the registration with the Department of Law
of dealers, brokers, salespersonsor investment advisors in the
commodities field in the same manner as those engaged in the
securities area, unless already registered with the federal
requlatory agency; i.e., the CFTC; (2) providing the Attorney
General with the power to promulgate and enforce rules regarding
the information reguired on the registration statements, the
procedures for filing and the fees reguired t2 be paid; and (23)
impasing a felony sanction for faliling o register as required.

3. Testing of securities calespersons as
a condition to registration (3. 4187/a. 4085}

This bill would amend General Business Law § 359-e 3 (B
by authorizing the Attorney General to issue rules and regqulations
reciiring as a condition of registration of salespersons that the
applicant pass a written examination as evidence of knowledge of
the securities business and laws.

This hill is designed to keep persons with little or
no expertise in New ¥ork's securitiss laws from selling securities
to the public.- Although most securities salespersons in New York
State are examined by self-regulatory bodies as to thelir knowledge
of sscurities, they are not reguired to he examined concerning
the relevant Mew York law. MNew ¥York is one of only a few states
that requires no examination. Those salespersons who are not
employed by Wew York Stock Exchange members or NASD members
praesently need take no written test at all, and it 15 thosa
salespersonawhe are most likely teo be engaged in heiler reom
activity.
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4. Joinder of Sefandants 7
and trial aZ crimas a-i
Fartin Act vinlatsiorns |

r irdictmrent
ing out of
08975, 40819

LIRS

This bill amends the Gerneral 3usiness Law by adding
a new § 3538-a to authorize the joinder of defendants in the
same indictment or other accusatory instrument arising out of
a Martin Act vieclation, Joinder would be permitted when all
defendants are alleged te have participated in the same act or
series of transactions, ewven if each defendant is not charged
in each count.

as fraudulert securities and commodities schemes
become more rervasive and sophisticated, as in boiler room
situations, thevy ofen involve many participants, all engaged
in a series of similar acts or transactions. By permitting
jeinder of defendants in such actions, this bill would economize
on judicial and prosecutorial resources. Inconvenience to
witnesses and public authorities will be diminished by the prompt,
unified trial of those accused in promulaation of Rule §(b} of
the Federal PRules of Criminal Procedure upon which this bill is
predicated.

5. Increase scheme-to-defraud in the
f£irst degree Class D felonv (S, 1378/A. 571.2)

This bill amends Penal Law § 190.65 by.raising from
2 Class E felony to a Class D felany the crime of scheme-to-
defravd in the first degree. This bill would fawilitate the
prosecntion of organized criminal enterorisss, such as beiler
room operations, while strengthening the deterrent gffect of the

law.

‘6. Increase scheme-to-defraud bv two or mors
persons to Class D felonvy (5. 1273 /A. 507121

This bill would amend Penal Law, §§ 190.60 and 190.45
by changing the present levels of the offenze aof scheme-to-defrand
from first and second degree to second and third degres resvect-
ively and adding a mew 4§ 1%0.70 for scheme-to-deZraud in the

first degrae.

The proposed new § 190.70 defines scheme-to-deiraud
in the first degree as when two or more persons engage in a
systematic ongolng course of conduct with intent to defraud ten



or more =ersons by false or Zracduisznz ::rtenses, representations
ar oremases and they then cbtain soocoerty frxrom cne or more such
perscons. The proposed section reguires that the identity of

at least one person from whom the defendants obtained property

ke proved. This crime would be classified as a Class D felony.

7. Use of wiretaps ih scheme=to-defraud and
Martin Act fraud cases (5. L9B1-=-AfA. 3457}

This bill amends Criminal Procedure Law § 700.05(8),
to include as a “designated offense” for which an eavesdropping
warrant may be issued two additional categories of grimes:
scheme-to-<defrauc and fraud in the sale of securities and
commodities.

Attorney General Abrams, Senator Bruno and Assemblyman
Lafayette will invite interested persons to testify on the
specifics of these bills. In partigular, the hearing will
examine and detarmine: (1) the extent and nature of hoeiler room
activity within and from the State of New York and the impact of
such activity upon the wvictims; (2} specific methods used by
noiler room salespersons and operators in the sale of investments
in securities "and commodities; {3} whethexr these bills will
significantly eliminate costly and time consuming investigation
into these activities; and {4) whether additicenal registration
and examination requirements are reguired of thcse who sell
investments within or from Wew York States.

TIME, FLACE, FORMAT & FILING REQUIREMENTS

The hearing will commence at 10 a.m. on Thursday,
April 28, in Hearing Room 24-13, Two World Trade Center, MNaw
Yaork, Wew York.

Te enable as many speakers as passible to address the
issues, and to permit time for gquestioning by the hearing panel,
oral presentations will be limited to ten minutes for each
speaker. However, witnesses and other members of the oublic
are encouraged to sgubmit additiohal written testimeny which will
be accepted for a period of thirty days following the nearings.



Bacause ¢f the anticizates numbar of witnesses, it may
nat ke zossible to accommodate all tersons wishing to speak,
althouch every effort will be made to co'so. Reguests Lo make
an ora2l presentation shomld e submitted no later than April 19.
Those selected to speak will be so advised approximately one week
prior to the hearing.

The following information should be included with any
written Submission:

1. WName of organization, group or individual.
2. Hame of proposed speaker.

3. Address and telechone number.

4. Peoints to be adédressed,

Please sgbmit twenty copies of any prepared statement at
the hearing registration desk. If possible, please prefile one
copy of anv prepared statement prior to the hearing date.

Requests to speak at the hearing, written submissions and
reguests for additional information, including reguests for
conies of the proposed legisiation, should be addressed to:

BOILER ROOM ABUSES

Orestes J. Mihaly

Assiztant Attorney General in Charge
Investor Protection and Securities Bureau
Two World Trade Center

New ¥York, New York 10047

{212) 488=7563



