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Thank you very much for inviting me to speak to you this 

afternoon about the Federal Trade Commission's efforts to combat 

telemarketing fraud and, in particular, the proposed 

Telemarketing Rule. As many of you are aware, Congress last year 

enacted specific legislation to combat this serious and growing 

problem that imposes substantial costs on both consumers and 

legitimate businesses. The Telemarketing and Consumer Fraud and 

Abuse Prevention Act ("the Act") was passed with broad bipartisan 

support and the President signed it into law on August 16, 

1994. 1 During the legislative process, the American 

Telemarketing Association was very supportive of those efforts 

to stamp out fraudulent telemarketing activity, and provided 

congressional staff with the needed perspective of the legitimate 

telemarketing industry. Likewise, as we continue with the 

rulemaking process, we welcome the extremely valuable input of 

the ATA and others in the telemarketing industry. The agency is 

sincere in its desire to draft a final rule that is appropriately 

balanced and not overly regulatory or burdensome. 

As you know, the legislation requires the FTC to issue a 

rule, within one year from the date of enactment of the Act, 

prohibiting deceptive and abusive telemarketing acts and 

practices. The Act specifies that the rule contain a definition 

of deceptive telemarketing acts or practices. According to the 

statute, this definition may include acts or practices of 

Pub. L. No. 103-297, 108 Stat. 1545 (1994). 
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entities or individuals 



actions. Section 5 of the Act also provides for a private right 

of action, in Federal district court, for individuals who suffer 

damages of $50,000. As with state actions, such private parties 

must give prior written notice to the Commission when feasible. 

On February 9, 1995, the Commission published for public 

notice and comment a proposed Telemarketing Rule. While the 

comment period just closed on Friday, I do have a sense of what 

some of the concerns are with the proposal. Before I turn to the 

Rule, however, I would first like to provide an overview of the 

Commission's ongoing enforcement activities with respect to 

telemarketing fraud. 

As Congress recognized, telemarketing fraud is a serious and 

pervasive problem, which has been and continues to be of great 

concern to the Commission. Estimates of yearly consumer loss due 

to fraudulent telemarketing range from $3 to 





identifying prospective witnesses that can provide evidence 

against fraudulent schemes targeted for law enforcement action. 

Because telemarketing scams are highly mobile -- all that is 

needed is a bank of phones and a deceptive script -- complaints 

in the database 



it is received. This major contribution by the National 

Consumers League has significantly improved the quantity and 

timeliness of the data in the system. With these developments, 

the Database has become a very useful tool for federal, state and 

local law enforcement. 

Over the past several years, the Commission has brought 



unscrupulous telemarketing schemes again, and then falsely 

represents that, for an up-front fee, the scammer will assist the 

consumer in obtaining a refund of the amount the consumer 

initially lost. 6 In fact, the recovery room is simply bilking 

consumers one more time and will not engage in any such 

"recovery" on their behalf. 

Another recently popular fraudulent scheme that strikes 

businesses and individuals alike is deceptive "telefunding." 

Legitimate telefunders raise funds for bona fide charities 

through telephone solicitation campaigns. Fraudulent or 

deceptive telefunders, however, raise funds for themselves or for 

nonexistent or phony charities, although sometimes they may use 

the names of bona fide charities in their solicitations. The 

Commission has brought several cases in federal district court 

challenging allegedly deceptive telefunding. 7 The only 

difference between a telefunding scam and a run-of-the-mill 

telemarketing operation is that in cases involving fundraising 

A story by reporter Hattie Kaufman broadcast on CBS This Morning on September 15, 
1994, provided excellent insight into the workings of the recovery room scam. This report 
highlighted a sting operation, conducted by the Idaho Attorney General's office, targeting Las 
Vegas recovery rooms. The broadcast included the audio portion of the recovery pitch 





"information superhighway" to perpetrate fraud. This could 

potentially affect businesses and individual consumers alike. 

Last September, the Commission filed its first case 

involving use of the Internet to perpetrate an allegedly 

deceptive scheme, F.T.C. v. Brian Corzine. 10 In its complaint, 

the Commission alleged that Mr. Corzine (also known as "Brian 

Chase"), doing business on an online computer service as Chase 

Consulting, promoted a credit repair program advising consumers 

to take illegal steps to repair their credit records while 

falsely representing that the recommended course of action is 

"100 percent legal." The Commission obtained a temporary 

restraining order, and on November 21, 1994, the court entered a 

consent agreement settling the charges. The order permanently 

enjoined the defendant from engaging in the practices alleged in 

the complaint and called for full consumer redress. It is my 

understanding that distribution of the redress funds is currently 

underway (redress in this case is relatively modest because the 

Commission was able to halt the practices before substantial 

consumer injury occurred). If history serves as a guide, 

however, we know that Corzine may be only the harbinger of many 

future cases alleging deception and fraud through exploitation of 

the Internet. 

With that overview, let me return to the proposed 

Telemarketing Rule. As the recent Corzine case illustrates, con 

No. CIV-S-94-1446 (DFL) (E.D. Cal. filed Sept. 12, 1994). 
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artists are able to skillfully manipulate new technology to 

defraud consumers for their own financial benefit. Accordingly, 

it is imperative that any rule the Commission issues to address 

deceptive telemarketing is forward-looking to ensure that it will 

not be obsolete upon final publication. As currently drafted, 

the proposed Rule would cover certain activities on the Internet. 

Yet, it is unclear how much activity should be covered. We 

anticipate that the written comments will provide some 

suggestions in this area, and help us craft an appropriate 

limitation. 

As proposed, the Rule defines "telemarketing" as a plan, 

program, or campaign which is conducted to induce payment for 

goods or services by use of one or more telephones (including a 

facsimile machine, computer modem, or other telephonic medium) 

and involves more than one interstate call. Catalog sales are 

excluded. We took this definition directly from the statute. In 

an effort to narrow the potentially unlimited scope of the Rule, 

staff has proposed excluding three additional areas from the 

Rule's coverage: (1) the solicitation of sales by any person who 

engages in fewer than 10 telemarketing sales a year; (2) most 

telephonic contacts between businesses; and (3) telephonic 

contacts initiated solely by the consumer where there has been no 

initial sales contact by the seller. There has been considerable 

discussion on whether such exemptions are appropriate. In 

addition, it is not settled whether the FTC has the discretion to 
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carve out additional exemptions beyond those contained in the 

statute. In my opinion, these additional exemptions comport with 

the original legislative intent to address fraudulent 

telemarketing directed to consumers. Further, such exemptions 

appropriately limit the scope of the Rule; otherwise, virtually 

any consumer or business transaction could be covered in today's 

' telephonic society. Again, we look forward to reviewing the 

comments on this issue. 

As the implementing legislation makes clear, the core of the 

Rule is to prohibit certain enumerated "deceptive telemarketing 

acts and practices." Accordingly, in an attempt to draw a bright 

line between lawful and unlawful conduct, the Rule sets forth 

several dozen examples of practices that would fall within the 

prohibition. This was intended 
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Agency. Also prohibited are misrepresentations concerning the 

market value or risk of any investment opportunity. Such 

misrepresentations form the basis for most fraudulent investment 

schemes. Again, as noted above, 



telemarketing scam. Similarly, credit card laundering is a 

prohibited practice. These provisions will significantly 

strengthen the Commission's enforcement posture 



         

        



     

          

      

          

          

         

         

          

            

         

    

           

 

 

 

     

   


