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PROCEEDINGS
(9:04 a.m.)

CHAIR SARIS: Good morning. My name is
Patti Saris. 1°m a judge iIn Massachusetts, and 1 am
the new chair of the United States Sentencing
Commission. | am thrilled to be here this morning
for my first hearing.

It 1s good to see smiling out from me the
United States attorney in our district, and 1 know so
many other people here.

So we have a lot of witnesses today, and 1
am almost embarrassed to say it because i1t"s like the
First Circuit does i1t, we will be following a time —
we are going to go for about ten minutes, and then
hopefully lots of questions from everybody. But
before we get going, I wanted to introduce my fellow
and sister commissioners who are so much more
experienced than I am, and whose experience 1 rely on
every day so far in my six weeks.

So let me get going. To my right is Mr.
Will Carr who has served as vice chair of the

Commission since December 2008. And previously he
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was an assistant United States attorney in the
Eastern District of Pennsylvania, from 1981 until his
retirement in 2004.

Ms. Ketanji Jackson, on my left, is also a
vice chair of the Commission, but just since February
2010. She"s got lots of energy. She was a litigator
at Morrison & Foerster, and was an assistant federal
public defender in the Appeals Division of the Office
of the Federal Public Defender in D.C.

Judge Ricardo Hinojosa, over here
(indicating), | asked and confirmed that the orange
tie has something to do with his home town team. He
was the former chair of the Commission from 2004 to
2009, and is chief judge of the United States
District Court for the Southern District of Texas,
and has served on that court since 1983.

The newest judge here, Beryl Howell, who
Jjust started as a judge, but she served on the
Commission since 2004. She is a judge on the United
States District Court of the District of Columbia,
and was nominated to that position this July, and she

was confirmed in December.
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Dabney Friedrich, way over here, almost
hidden there, has served on the Commission since
December 2006. She previously served as associate
counsel at the White House, as counsel to Chairman
Orrin Hatch at the Senate Judiciary Committee, and
assistant U.S. attorney in the Southern District of
California and the Eastern District of Virginia.

And far over there to the right is
Jonathan Wroblewski, who is an ex-officio member of
the Commission, representing the Attorney General of
the United States, and he currently serves as
director of the Office of Policy and Legislation in
the Criminal Division of the Department of Justice.

Now I wanted to, before 1 get going, did
anyone else want to make any comments before we get
going on these very important topics this morning?

(No response.)

CHAIR SARIS: So seeing no one wants to,
but we will all jump in with questions, as |
mentioned, the format for the hearing is the ten
minutes for a statement, and then the Q&A which

should last about five minutes. We have this light
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system set up here. So the green is when you get
going, the orange for about a minute left, and then
red when you stop. And I will be hopefully
monitoring the questions so that everyone will have a
chance.

Our first panel is on fraud, and it
involves the proposed guideline amendments for the
health care and financial fraud offenses. And these
were very important topics that were addressed in the
legislation enacted during the last Congress.

So I think I would call up the first
panel: Preet Bharara is the United States — welcome —
Attorney for the Southern District of New York, and
has been so since 2009. He previously served as an
assistant U.S. attorney in that district"s General
Crimes, Narcotics, and Organized Crime and Terrorism
units; as a staff director of the U.S. Senate
Judiciary Committee™s Subcommittee on Administrative
Oversight in the Courts; and as a litigation
associate at Swidler Berlin Shereff & Friedman, and
Gibson, Dunn & Crutcher in New York. Welcome.

So our second is Carmen Ortiz, U.S.
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attorney in the District of Massachusetts. She
previously served as an assistant U.S. attorney in
the district"s Economic Crimes Unit; and as an
assistant district attorney in Middlesex County,
Massachusetts; as a senior attorney, trial attorney
at Morisi & Associates, and as a program associate
at the Harvard Law School®s Center for Criminal
Justice. 1It"s good to see her here.

And Matthew Martens, welcome, is the chief
litigation counsel of the Enforcement Division at the
SEC, the Securities and Exchange Commission.
Previously he served as an assistant U.S. attorney in
the Western District of North Carolina; as the chief
deputy — as the deputy chief of staff to Assistant
U.S. Attorney General Michael Chertoff; and as a
litigation associate at Latham & Watkins. Welcome.

So why don"t we get going, and we can
start with Mr. Bharara.

MR. BHARARA: Thank you, Madam Chair,
members of the Commission.

Thank you for the opportunity to let me

testifty on behalf of the Department of Justice and
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federal prosecutors all around the country. It is a
real honor to be here.

As everyone in this room knows, the
lingering economic crisis has had devastating effects
on mortgage markets, credit markets, the banking
system, and virtually every citizen in America.
Whatever the cause or causes of the financial crisis,
i1t has certainly laid bare criminal activity across a
wide spectrum of our financial markets and financial
sectors.

I see i1t every day In my own district,
whether in connection with billion dollar Ponzi
schemes like Bernard Madoff"s, or in mortgage fraud
scams that have led in my district to over 100
arrests in the past 18 months alone.

As a result, you should know, and everyone
should know, the department has redoubled its efforts
to combat every manner of financial fraud. Our
mission has been to prosecute wrongdoers, recover
stolen money, make financial crime victims whole, and
in so doing protect taxpayers.

Prosecuting fraud remains a top priority
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for federal prosecutors everywhere, not just in the
Southern District of New York, as we pursue criminals
who steal from the pockets of the American people to
line their own, and who would undermine the integrity
of our markets.

Critical to effective fraud enforcement
for purposes of punishment and deterrence Is a strong
sentencing policy that leads to consistent, tough,
and fair sentences. There i1s concern, based on the
experience of some districts, that more and more,
particularly in high loss, large-scale fraud cases,
there are not consistently tough and fair sentences.

We have observed, and the Commission®s
data have confirmed, that district courts are relying
less and less on the sentencing guidelines, which are
now advisory. Some are concerned that the fraud
guidelines counsel sentences that are inappropriate
to the crime committed, either too high, or too low.
Others are frustrated that the guidelines, not
withstanding their name, do not provide adequate
guidance iIn certain white collar cases.

And not withstanding these concerns, our
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view Is that across-the-board penalty increases are
not warranted for all fraud offenses covered by
section 2B1.1

Indeed, 1t Is our experience that iIn cases
involving large-scale financial harm the guidelines
generally speaking provide for commensurately stiff
punishments. But what the guidelines sometimes do
not offer is meaningful guidance for differentiating
between and among financial criminals and accurately
gauging their relative culpability, which is
something that a lot of people 1 think agree about.

The crimes covered by the fraud guidelines
are complex and evolving, and therefore the
department fully supports the Commission®s plan for a
thorough review. We further agree that amendments,
iT they are to be thoughtful and effective, will
require study beyond the 2010-2011 cycle.

So 1n that spirit, we have a number of
specific, if preliminary, amendment proposals that we
hope the Commission will examine as part of i1ts
review. They are by no means exhaustive, but we

believe that the twin goals of fairness and

11
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deterrence can be furthered through amendments like
these and, time permitting, 1 would like to mention
just a few.

First, In the securities fraud context.
In that context we would propose two potential
sentencing enhancements: one for sophisticated
insider trading conduct and the other for engaging in
a course or pattern of insider trading, especially
where such criminal conduct has not resulted iIn
Tinancial profit, despite the defendant"s best
efforts.

In the Southern District of New York, we
have had considerable historical and recent
experience with insider trading cases. In the past
18 months alone, we have charged 46 individuals with
participation In insider trading schemes.

We have observed during the course of
those investigations that insider trading has become
increasingly complex and difficult to detect.
Today"s iInsider trading cases often involve networks
of 1llegal activity conducted on a global basis using

technologies that make the crime more difficult to
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detect and employing sophisticated measures to
conceal that criminal activity.

Based on our experience, the nature and
scope of iInsider trading activity has evolved
substantially, but the guidelines — specifically
2B1.4 — have not completely kept up. The guidelines,
as they stand, may be letting some defendants iIn some
cases off with lighter sentences than they may
deserve.

Some examples of this new age of insider
trading involve the passing of insider information by
transmitting heavily coded e-mails, employing
anonymous prepaid cell phones, to using portable flash
drives instead of company servers, creating '‘cover"”
documents to make it appear that trades are based on
legitimate public information; and engaging iIn
strategic and pretextual trading in and out of stocks
to create false patterns and thereby mask i1llegal
trading.

Pushing the level of sophistication even
further, In many recent cases in our district traders

have employed the cover of so-called expert

13
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networking firms, ostensibly for the purposes of
gaining generic and legitimate information from
"experts'™ In certain industries, but in reality for
purposes of creating thinly veiled covers for
illegally pending still-secret revenue and earnings”
information before public announcements.

So while the fraud guidelines found at
2B1.1, which is generally applicable to securities
fraud offenses, includes a two-level enhancement for
use of "'sophisticated means,”™ no such enhancement
exists in 2B1.4. And some of the iInsider trading
rackets that we have seen In our cases would seem to
warrant a ''sophisticated means' enhancement.

The intricate techniques that many of
today®s insider traders use to perpetrate those
schemes, iIn our view, should fairly expose them to
increased penalties under the guidelines, as with
other kinds of complex fraud schemes.

The second suggestion we would make with
respect to insider trading is with respect to
profitless insider trading. We have observed in a

number of cases individuals who clearly trade on the
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basis of material nonpublic information but do not
profit because the market does not react to the
disclosure of the information In anticipated ways.
Sometimes because other countervailing or
unforeseeable market forces arise — as, for example,
when an unexpected upward stock swing, upon
disclosure of unexpectedly high earnings for an oil
company, does not materialize because of a sudden
political crisis in the Middle East.

In that hypothetical case, a trader might
have clear criminal intent and expect to profit
handsomely from an illegal advance tip about
earnings, but because of external forces and
happenstance beyond that perpetrator"s control, does
not ultimately realize a profit from the position.
And he would be subject to just a minimal sentence
under the guidelines.

For insider trading defendants, in our
experience, who are trading professionals and who
therefore trade often, this can unfortunately happen
with some frequency.

Section 2B1.4 of the guidelines, however,
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currently offers really no mechanism for
differentiating culpability other than by the amount
of trading gained as a result of the value realized
in trading In securities. This creates the potential
for a defendant to commit multiple and brazen acts of
insider trading, and yet face only the base offense
level of eight prescribed by 2B1.4.

So for those reasons we propose an
enhancement that allows for incrementally higher
punishment for a defendant based on some measure
other than net trading gain to capture culpability.
We don"t specify exactly what those enhancements
might be, but some possibilities would be: the
number of times a defendant trades on inside
information; the size of the positions taken; the
number of different stocks in which inside trades
took place; or some other measure that ensures that
the extremely culpable insider trading defendants do
not avoid serious punishment simply because of the
vagaries of the very market whose integrity their
conduct has undermined.

Now I will briefly turn to mortgage fraud,

16
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the other area where there are some suggestions.

In contrast to the securities and
corporate fraud context, the mortgage and financial
institution fraud guidelines tend to more accurately
address relative culpability, because the amount of
loss to victims resulting from that kind of fraud
generally speaking is a fair and appropriate basis to
weigh relative culpability. That is, the loss amount
most often does accurately capture the nature and
seriousness of the mortgage or financial institution
fraud.

Not withstanding that, establishing the
amount of loss in these types of cases is the
difficulty 1n many iInstances, and we suggest a few
proposals In connection with those guidelines.

The first mortgage fraud proposal
addresses the frequent difficulty of calculating the
loss amount, as I°ve said, in mortgage fraud schemes.
The guidelines determine loss in mortgage fraud cases
as the amount of the fraudulently obtained loan minus
either the amount the victim has recovered, or the

fair market value of the asset pledged for the loan.
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But that does not always do the trick.

Oftentimes the property is in default or foreclosure,

but the bank has not yet sold the property and
thereby has not yet sustained a measurable loss. So
there is no easy and efficient way iIn those cases to
determine the fair market value of the property
without the considerable expense of an appraisal,
which can be extremely unwieldy In cases involving
multiple loans. And we regularly see cases in our
district involving dozens and dozens of loans.

Often there are also loans that are flips

of properties In which one defendant through fraud is

able to sell a property without causing a loss to the

bank. Under the guidelines as currently drafted, if
a bank does not actually suffer a loss there iIs no
loss under the loss table, of course, and the
defendant™s sentencing range can be inappropriately
low.

So we would propose amending Application

Note 3(F) — which lays out "special rules™ for

calculation of loss — to set a default loss amount of,

for example, 30 percent of the value of the loan

18
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fraud cases as a floor for the loss amount. That
number doesn®"t have to be 30 percent. In our
experience, based on testimony from cases that we
have had, the amount of loss or loss severity based
on the experiences of certain lenders has been about
35 to 40 percent. So something in the nature of 30
percent, If the Commission so thought it made sense,
seems to be a sensible floor.

That type of approach, by the way, has
worked well in connection with access device fraud,
for example, where the guidelines provide for a floor
of $500 in loss per access device. So in our view,
establishing such a floor for fraudulent loans seems
sensible, efficient, and fair iIn certain
circumstances.

A second suggestion is to hold a defendant
responsible for injury to individuals who are
induced, through the defendant®s mortgage fraud
scheme, to purchase in their own name properties that
they cannot afford; or for Inquiry caused to
non-culpable straw purchasers who are sometimes

tricked into entering into a scheme through a false

19
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representation by the defendant. At times, the
purchasers of the properties in mortgage fraud
schemes are unknowing victims of the schemes
themselves — not always, but sometimes — and the
purchaser or straw buyer®s good credit is used by the
bad actors to buy the properties. And iIn those cases
they have been sold a bill of goods.

And my time is up?

CHAIR SARIS: Yes.

MR. BHARARA: They have been sold a bill
of goods just like the ultimate victim. The rest of
my testimony is in the record, and I am happy to
answer questions now or later.

CHAIR SARIS: Thank you. Why don"t we go
through all the testimony and then we will come back
and ask questions, unless someone has something
urgent?

(No response.)

CHAIR SARIS: No? All right.

MS. ORTIZ: Good morning, Madam Chair, and
members of the Commission.

I would like to thank you for the
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opportunity to appear before you today and to discuss
some of the Commission®™s proposals for guideline
amendments pursuant to the Patient Protection and
Affordable Care Act.

As United States attorney for the District
of Massachusetts, and also the chair of the Health
Care Fraud Working Group of the Attorney General®s
Advisory Committee, It iIs an honor to speak to you
today on behalf of the Department of Justice and
federal prosecutors nationwide.

As most of you are probably aware, federal
and state spending on Medicare and Medicaid exceeds
over $800 billion per year and is expected to double
over the next ten years. Various estimates indicate
that tens of billions of dollars per year will be
lost to waste, fraud, and abuse.

In addition to ensuring that affordable
health insurance is available to millions of
Americans and protecting them against potentially
catastrophic medical expenses, the Patient Protection
and Affordable Care Act supports the efforts of

federal prosecutors to prevent and crack down on

21
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health care fraud, waste, and abuse.

Meeting this challenge head on remains a
top priority of the administration, and certainly is
a top priority in the District of Massachusetts, and
we are taking strategic approaches to combating the

sophisticated white collar criminals who would steal

from the health care till — regardless of whether they

are providers, equipment suppliers, corporate
wrongdoers, or simply fraudsters.

The assistant United States attorneys of
the 93 United States Attorney Offices, In
partnership with trial attorneys and the Criminal
Division, with special agents from the FBI, with the
men and women from the Department of Health and Human
Services, are strategically working together to
prosecute entities and individuals who steal from
Medicare, Medicaid, and other health care systems by
billing for unnecessary and nonexistent services and
other crimes as well.

As a result of this effort, interagency
effort — which in part uses strike forces to quickly

identify, iInvestigate, and prosecute those who steal

22
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from our health care systems — the government has
recovered over $4 billion in taxpayer dollars in
fiscal year 2010 — $4 billion in stolen proceeds that
went back to the Medicare Health Insurance Trust
Fund, the U.S. Treasury, and others iIn this past
year .

Despite these results, still much remains
to be done. We applaud the Commission®s — the
amendments that they"re considering to the federal
sentencing guidelines that we believe fairly and
appropriately implement and support the goals of the
Affordable Care Act.

First we want to state that we support the
Commission™s response in the newly proposed section
2B1.1(b)(8) to the Act"s directive to amend the
federal sentencing guidelines to provide for a tiered
sentencing enhancement based on the loss amount
associated with an offense involving a ""Government
health care program.' This provision, which is
especially mandated by the Act, i1s essential to
combating health care fraud and reflects an

appropriate measure of a health care fraud

23
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defendant®s culpability.

We also support the Commission®s response
through a new special rule in Application Note 3(F)
to the directive that you provide that the aggregate
dollar amount of fraudulent bills submitted to a
"Government health care program” shall constitute
prima facie evidence of the "intended loss'™ by the
defendant.

Now we would like to make two specific
recommendations for the Commission®s consideration:

First, we would recommend that the tiered
enhancement proposed for losses "involving a
Government health care program™ at 2B1.1(b)(8) be
expanded to apply not only to government health care
programs, but to losses to privately funded health
care benefit programs as well.

In this way, the reach of the federal
sentencing guidelines would mirror the broader reach
of the criminal statutes that are referenced to this
guideline for sentencing purposes.

We believe that federal health care

offenses i1nvolving privately funded health care

24



10

11

12

13

14

15

16

17

18

19

20

21

22

23

25

programs should also be subjected to the proposed
tiered enhancements where you get certain pointage
enhancements depending upon where the loss Is more
than $1 million, $7 million, or $20 million, which is
in line with congressional direction that the
Sentencing Commission review these enhancements as
they are applicable to persons convicted of any
"Federal health care offenses'.

Health care offenders often use the same
fraudulent billing scheme to defraud not only
government programs but private sector health benefit
programs simultaneously as well. And as currently
proposed, limiting the application of 2B1.1(b)(8) to
health care offenses involving a government health
care program solely in the calculation of the loss
amount to "bills submitted to [a] Government health
care program’, particularly in cases where perhaps
the majority of the losses may be attributable to
privately funded programs, health care programs,
could i1n practice require the separation of
government and private losses for guidelines offenses

involving the private sector programs with
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significantly — the sentences will be lower than they
would if the fraud had been perpetrated upon a
government health care program. And this despite no
meaningful difference in the defendant®s culpability.

We believe that the failure to broaden the
ambit of the proposed loss-related amendments will
only result in greater sentencing disparities and
unnecessary legal battles regarding whether the
Commission intended the courts to treat public and
private health care programs so differently, and it
could essentially be an accounting nightmare in terms
of figuring out losses and how they should be
attributed.

As you may know, large losses suffered by
privately funded programs, such as employee health
benefit plans or private insurers and associations,
are likely to have a substantial negative impact on
those programs, the individuals that are covered by
such programs, and the health care industry as a
whole, resulting in increases in the costs and
premiums charged by private-sector programs.

As 1 alluded to earlier, the goal of the
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Act was not only to ensure the availability

of health care to American citizens, but to
ensure that available health care remains
affordable. And that is in part by eliminating
waste and graft.

As our nation is recovering from an
economic crisis, we must be mindful that in the
health care context that we must protect not only the
public®s fisc, but take smart measures to reduce the
ways that sophisticated criminals similarly steal
from private programs, cheating and ushering higher
health care costs upon citizens.

In the event that the Commission does not
broaden the applicability of the loss-related
proposals to include all privately funded health care
programs, federal prosecutors would favor the
inclusion of various health care programs within the
coverage of the new enhancement.

I believe there was a proposal to
consider to define i1t to Option 1 and Option 2,
and what we would recommend is a hybrid of that

approach to cover any plan or program that provides
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health care benefits, whether directly through
insurance or otherwise, which is funded directly in
whole or in part by the U.S. government, meaning
Medicare and Medicaid; any state care health care
program, as defined under title 42, 1320; any group
health plan, as defined in title 29; any multiple
employer welfare arrangement; and any insurance
defined under title 18, United States Code, 1033. And
that is more noted in the testimony. 1 won"t take up
time to go into the details of it.

But we would ask that there be a broader
definition to include more programs. But that being
said, we would urge the Commission to consider our
proposal that i1t expand the definition to incorporate
both government and private health care programs,
which will dispense with the need for defining
"Government health care program”™ and will promote
deterrence in private as well as in the government
health care context.

Second, we propose that the guidelines be
amended with respect to the application to health

care offenses i1nvolving so-called "stand-alone
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kickback cases™ under title 42, United States Code,
1320a-7b.

Presently, sentencing guideline 2B4.1 1is
the guideline that applies to such offenses, and the

loss enhancement contained therein is either the

kickback amount, or the "value of the improper benefit

to be conferred.”
The latter i1s defined by reference to
2C1.1, Note 3, which states that ""the benefit
received or to be received®™ means the net value of
such benefit[,]" not the gross revenue.

Generally, courts have used the gross
revenue or billing amount, but only where they found,
or the government was able to prove corruption of
medical judgment such as prescribing unnecessary
procedures, or some other type of fraud. And as a
consequence, in many kickback cases the government
has been limited to using the value of the kickback
that was paid, resulting in lower level ranges,
including frequent probationary sentences that do not
adequately reflect the nature of the offense and the

true culpability of the defendant. For example, you
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can pay kickbacks, take a doctor on a trip where the
kickback may be $5,000. In essence the benefit of
that gesture, that act, and then the physician can
then bill and require services to the lab, If It's a
sales rep who was taking the physician on a trip, and
then the doctor can bill the lab for millions of
dollars of lab services, or whatever services. And
you see the disparity in that arena.

We urge the Commission to amend the
guidelines so that even, absent fraud, 2B1.1 applies
to the sentencing of kickback cases, and with respect
to such offenses the loss i1s defined expressly as the
amount of the submitted claims that are influenced by
the kickbacks.

In closing, | thank the Commission again
for this opportunity. Thank you.

CHAIR SARIS: Thank you.

MR. MARTENS: Madam Chairwoman and members
of the Commission:

Thank you for the invitation to testify
today on behalf of the U.S. Securities and Exchange

Commission on the topic of potential amendments, in
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response to the Dodd-Frank Wall Street Reform and
Consumer Protection Act, to the provisions of the
sentencing guidelines covering securities fraud
offenses.

The SEC welcomes the opportunity to lend
Its expertise iIn the area of securities fraud
enforcement to the Sentencing Commission as it
reviews and, If appropriate, amends the sentencing
guidelines to better account for the facts and
circumstances present In various types of securities
fraud offenses.

I should state at the outset of my
testimony that my purpose today is not to opine on
the various policy judgments that the Sentencing
Commission must make in determining the appropriate
criminal sentence, whether of iIncarceration or
otherwise, for securities fraud offenses.

As 1 am sure you’re aware, the SEC does not
have criminal enforcement authority. The SEC does,
however, have considerable experience and expertise
in the interpretation, application, and enforcement

of the federal securities laws.
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My testimony today will therefore focus on
some observations about securities fraud offenses,
the various fact patterns that often occur with
regard to these offenses, and how these fact patterns
are accounted for in the sentencing guidelines as
currently written.

I will attempt to identify issues that you
may wish to consider in evaluating the need for
amendments to the guideline provisions governing
securities fraud offenses.

It should go without saying that
securities fraud is a serious offense. Congress most
recently recognized this in the passage of the Dodd-
Frank Act. At the core of the SEC"s mission Is a
recognition that securities fraud poses a serious
threat to individual investors, the securities
markets as a whole, and the financial well-being of
our nation.

Over the last few decades, securities
fraud schemes have taken a variety of forms,
including but not limited to insider trading scandals

of the 1990s, the accounting fraud schemes of the
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early 2000s, the mutual fund timing, analyst
conflict, and stock options back-dating schemes that
came to light a few years later, the massive Ponzi
schemes at the end of the last decade, and most
recently the insider trading schemes that have
re-emerged.

And of course there has been the
continuous threat of pump-and-dump schemes, boiler
room operations, smaller-scale Ponzi schemes, and
affinity fraud schemes, to name just a few.

The SEC, iIn conjunction with the
Department of Justice, pursues schemes like these and
many more as part of our constant effort to ensure
the integrity of our financial markets and to protect
individual investors.

Section 1079A(a)(1)(A) of the Dodd-Frank
Act directs the Sentencing Commission to "review and,
it appropriate, amend™ the sentencing guidelines
applicable to "persons convicted of offenses relating
to securities fraud or any other similar provision of
law, In order to reflect the intent of Congress that

penalties for the offenses under the guidelines and
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policy statements appropriately account for the
potential and actual harm to the public and the
Tinancial markets from the offenses.™

In carrying out this directive, it is
important to recognize that the anti-fraud provisions
of the federal securities laws apply to a wide range
of misconduct. The various types of misconduct
violating the federal securities laws can produce
different types of "harm to the public,” such as harm
to individual investors, harm to the securities
markets, or harm to both.

Some securities fraud offenses may be
directed primarily to individual investors,
inflicting harm that impacts individual investors in
large amounts. Some securities fraud offenses might
primarily affect the integrity of the securities
markets, inflicting harm in a widespread way that
impacts individual investors in small amounts but
undermines the markets as a whole.

Other securities fraud offenses may
inflict harm on both individual investors and the

securities markets. The anti-fraud provisions of the
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federal securities laws reach this entire range of
misconduct.

The extensive reach of the anti-fraud
provisions of the federal securities laws is a
function of, among other things, First the absence of
a requirement that actionable claims be limited to
securities traded on a national securities exchange,
and second, the expansive definition of a "security.”

For example, a central anti-fraud
provision of the federal securities laws, section
10(b) of the Securities Exchange Act of 1934, broadly
applies to fraud in connection with the purchase or
sale of securities, whether such securities are
registered on a national securities exchange or 'not
SO registered.”

With regard to securities not registered
on a national securities exchange, section 10(b) and
Rule 10b-5 thereunder extend the reach of the anti-
fraud provision prohibition to fraud schemes in
connection with the purchase or sale of a security
and through the use of the mails or by "any means or

instrumentalities of iInterstate commerce."



10

11

12

13

14

15

16

17

18

19

20

21

22

23

36

The courts have interpreted the use of
"any means or instrumentalities of interstate
commerce' to include the use of bank checks,
interstate highways and airspace, and the intrastate
use of the iInterstate telephone system by investors
to purchase securities.

Furthermore, the federal securities laws
define a "'security” to include any "investment
contract," whether oral or written, a term that has
been given a far-reaching definition by the Supreme
Court. The definition of "security"” also includes a
"note,” which has also been given a broad reading by
the Court.

The result i1s that the federal securities
laws as written and interpreted by the courts have an
appropriately wide reach. Section 10(b), which s
the securities fraud offense most frequently
prosecuted criminally, serves as a multi-purpose tool
that the SEC and the Department of Justice can employ
to combat a wide array of securities frauds schemes.

Each year the SEC brings a significant

number of cases under section 10(b), and these cases
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are directed at varying fraudulent conduct covered by
that provision. Some of that misconduct is directed
at investors, some of it at institutions, some of It
at markets, and some of 1t at a combination of the
above.

None of this is to suggest that any of the
conduct covered by the federal securities laws is not
serious. Indeed, all of this misconduct is expressly
made criminal 1T committed with the requisite
criminal intent.

My point is rather that the misconduct
covered by the anti-fraud provisions of the federal
securities laws, including section 10(b), can vary
widely. Some of the fraudulent conduct committed in
violation of the securities laws causes a more direct
and substantial harm to the markets as a whole, while
other misconduct causes a more direct and substantial
harm to individual investors.

The sentencing guidelines as currently
written may not fully distinguish among the differing
types of harm resulting from fraudulent conduct

addressed by the broad reach of section 10(b) and
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other anti-fraud provisions of the securities laws.

For example, by focusing on the number of
victims of an offense — defined as those who suffer
loss proximately caused by the offense — the
guidelines can at times overlook the manner in which
individuals were victimized, which can bear on
culpability as well.

In addition, one can imagine a securities
fraud scheme that, while not harming a large number
of individual investors directly and proximately,
causes harm to and uncertainty in the financial
markets as a whole.

The sentencing guideline, however, do not
always account for these distinctions between various
methods of committing securities fraud offenses and
the effects therefrom, even though such distinctions
may be significant factors iIn determining appropriate
sanctions.

Thus, In considering amendments to the
guidelines to address ''securities fraud"” offenses, It
may be more helpful to think of the various types of

securities fraud offenses and differing factual
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scenarios that violate the securities laws. In this
way, the Sentencing Commission can ensure that the
guidelines appropriately "account for the potential
and actual harm to the public and the financial
markets from the offenses.™

It 1s also worth noting that this i1s not
the first time the Sentencing Commission has been
called upon to consider the propriety of the
guideline provisions applicable to financial crimes
such as securities fraud.

As a result of the financial scandals
involving Enron, Worldcom, Adelphia, and other
entities In the early part of the 2000s, Congress

passed the Sarbanes-Oxley Act of 2002.

Among other things, the Sarbanes-Oxley Act

called on the Sentencing Commission to modify the
guidelines In certain respects with regard to

financial crimes. This was on the heels of

amendments to the guidelines in November of 2001 that

substantially increased the penalties for financial

crimes.

The Sentencing Commission responded to the
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Sarbanes-0Oxley Act by amending the guidelines in 2003
to, among other things: raise the base offense level
to 7 for offenses carrying a maximum statutory term
of imprisonment of 20 years or more; revise the loss
table; provide for a 6-level enhancement for offenses
that involve 250 or more victims; include a 4-level
enhancement for an offense that substantially
Jeopardizes the safety and soundness of either a
financial institution or a publicly traded entity
with more than 1,000 employees; and provide for a
4-level enhancement for offenses committed by certain
corporate officers and securities professionals.

The results of these modifications to the
guidelines with regard to securities fraud offenses
was dramatic. The SEC"s experience has shown that
securities fraud offenses, by nature, frequently
involve large dollar amounts, large numbers of
victims — whether they be holders of publicly traded
stock or iInvestors In a Ponzi scheme — sophisticated
means, and In the case of a publicly traded company
an officer of the company.

Thus, while the Dodd-Frank Act calls on
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the Sentencing Commission to consider whether
provisions should be made for an upward departure "in
a case involving a securities fraud or any similar
offense, IT the disruption to a financial market is
so substantial as to have a debilitating impact on
that market,”™ the capacity to make meaningful upward
departures iIn the case of the most serious securities
frauds may be limited.

In a case of a securities fraud offense
that results in disruption to the financial markets,
the adjusted offense level would likely already be a
43, thus leaving the Sentencing Commission and the
courts with little further ability to punish the
offender for market disruption that his or her
offense may have caused.

There i1s, however, an area iIn which the
Sentencing Commission may be able to consider the
congressional directive with regard to securities
fraud offenses. And that is the area of "loss" and
insider trading, which 1"ve detailed In the testimony
that | have provided today.

I see my time iIs up.

41



10

11

12

13

14

15

16

17

18

19

20

21

22

23

CHAIR SARIS: Finish your sentence. Is
there something you wanted to say?

MR. MARTENS: No, 1 think that"s fine.
Thank you.

CHAIR SARIS: Okay. Great. Questions?

COMMISSIONER HOWELL: Thank you all for
being here today. What struck me as interesting when
I reviewed the testimony, both from this panel and
other people we are going to hear from later, is the
general agreement or consensus on a couple of things.

One, that this should be a multi-year
review; that the fraud guidelines need a lot of
improvement. And I mean that was an interesting
perspective to hear from department and enforcement
representatives, as well as from other people who are
going to be testifying.

The second thing 1 thought that there was
consensus on was — and 11l quote you, Mr. Bharara —
that one of the problems with the fraud guidelines is
that they don"t offer meaningful guidance for
differentiating among culpability.

And part of that problem is that there is
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a huge reliance on the loss table, which can raise up
to 30 additional points in the offense level.

So one of the things that 1 wanted to ask
the department representatives is that 1 looked
forward to seeing in your testimony, after that big
setup, to see what suggestions you would have for
addressing perhaps the over-reliance on the loss
table or some of the piling on of the SOCs, with
perhaps some suggestions for either caps on the loss
table or combining some of the SOCs that are there,
with the addition of perhaps some SOCs that would
help guide judges on how they should evaluate the
differentiating culpability among fraudsters. And I
didn"t see that iIn your testimony. And in fact you
just called for additional enhancements.

What would you suggest, as we look at the
problems with over-reliance on the loss table, piling
on of SOCs that are creating what judges are viewing
as draconian sentences and are therefore finding this
guideline not helpful?

What would you suggest that we look at in

terms of dealing with those two iIssues?
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MR. BHARARA: It i1s always easier to
diagnose the problem than to offer a perfect
solution.

COMMISSIONER HOWELL: Yes.

MR. BHARARA: You know, from our
perspective we are attempting to do, in connection
with my brief testimony and 1 think Ms. Ortiz"s brief
testimony, and the department®s position generally,
IS to suggest that i1t will take a multi-year review
to look at all aspects of the sentencing guidelines
in the fraud area to make sure that there iIs an
appropriate balance struck between providing specific
instances where specific offense characteristics are
needed, because iIn certain cases, as In the iInsider
trading cases that 1 mentioned, there®s a possibility
of too lenient a sentence — which is a thing that I
focused on In my testimony. 1 think 1t is perfectly
appropriate, speaking for myself and from my
experience in my district, that the Commission
consider during its multi-year review other things
also that might bring down the sentences iIn those

kinds of cases where there is agreement in a lot of
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quarters that the sentencing guidelines almost
automatically call for a life sentence in cases where
that may not be warranted because there®s no
differentiation between the relative culpability of
the person — of various people who have fallen into
that category of when you do a quick guidelines
calculation they are level 43 or above.

The fact that 1 didn"t provide specific
instances of where that might be the case for the
Commission to consider does not mean that the
Commission should not be considering those things.

Off the top of my head, given your
question, and speaking for myself, i1t strikes me that
there are certain things judges consider when they"re
going below the guidelines. One of those issues Iis
personal gain to the defendant. There are cases in
which, 1n Ponzi schemes for example, the defendant
has personally pocketed funds, In addition to causing
loss to victims that come out of the victims~
pockets. In other kinds of cases, accounting fraud
cases, It Is sometimes the case that the defendant

was perpetrating a fraud for the benefit of the
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company and no personal gain directly accrued to that
defendant. 1 think that is not an illegitimate area
for the Commission to take a look at.

It jJust strikes me, generally speaking,
given that 1 as a U.S. attorney for 18 months in one
district, don"t have the benefit of data from 93
districts and over a long period of time, having been
the U.S. attorney for only 18 months, the Commission
IS In the best position to look at 1 think the
various instances where judges have departed from the
guidelines downward to see i1If there are patterns in
those departures.

Is 1t the case? 1 don"t know, because I
haven®t reviewed the data. Is it the case that when
judges are departing downward and saying that the
guidelines offer no guidance when they prescribe a
life sentence, iIs 1t more often the case where
there®s no personal gain? Or iIs it more often the
case where the person only had a tangential role in
the fraud?

I mean, I don"t know. Anyway, I am

agreeing with your general premise that, yes, it is
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worth looking at.

COMMISSIONER HOWELL: Right. 1 would just
hope that the department, when we move forward with
our multi-year review, will be brave enough to
actually suggest some changes to the fraud guideline
that might be perceived as lowering sentences, when
in fact it is actually providing a more accurate
measure of culpability in differentiating among
culpability among defendants.

I will admit, for myself 1 was a little
disappointed in your testimony that you didn"t
provide any sort of preview of the department”s
willingness to do that hard work.

CHAIR SARIS: Judge Hinojosa, and then Ms.
Jackson.

COMMISSIONER HINOJOSA: One thing that 1
always find interesting when we talk about the fraud
guideline is, as you all know, 1t iIs one of the four
that makes up 80 percent of the federal felony
criminal docket, but much less than drugs and
immigration.

And when you look at the actual numbers of
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how the fraud guideline is used, and public
statements are made, whether from the department or
others, about how judges are departing and varying in
large numbers from the fraud guideline, the point
that 1s missed iIs that i1t i1s a very, very small
number of cases that do get to the Level 43.

Those are the cases that make the
newspapers. But most of the cases, the vast majority
of the cases under the fraud guideline, are sentenced
at much lower levels. And i1t is such a small number
that gets to those Level 43s. Those do make the
newspapers because there are many victims and they
are newsworthy because of the people who get arrested
doing them. Those are at Level 43 to a large extent
based on congressional statements and directives to
the Commission, as well as from the Justice
Department with regards to where those levels should
be. As well as from the thousands of victims that
are involved iIn those cases when they feel that
somebody has hurt thousands of people with large
amounts of money, and that is why those are at that

level.
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So I think 1t Is Important to keep 1in
perspective that when we talk about the fraud
guideline not really working, we are talking about a
very small number of cases. And I didn"t see much
direction in the statements that are made here as to,
since this comes from the viewpoint of the public
through the Congress, and in many ways from the
Justice Department, what would you do to change this.

You know, you made some suggestions in
some places where you think it is too low in some of
these cases because there are no losses, when
somebody i1s involved in a lot of different insider
trading situations, but the question is: How do we
then change these to ignore the requests of the
public and the Congress, and in many ways the Justice
Department, with regards to where these should be?

You know, there i1s a departure variance
rate in these, because when somebody sees them on an
individual basis they have a different viewpoint, but
I didn"t get any direction as to what the Justice
Department thinks should be done with regards to

that. Because it isn"t a departure variance rate
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that goes across the board on the fraud guideline.
It 1s those cases.

CHAIR SARIS: Does anyone want to respond?
Do you want to jump in First?

VICE CHAIR JACKSON: Yes. 1 had a
speciftic follow up that i1s related to Judge Howell"s
point, and Judge Hinojosa®"s point, but in the health
care fraud scenario.

In the other testimony that we"ve
received, and that we will be hearing from a little
bit later, we received statements about the way iIn
which the law now impacts office clerks, and nurses,
and other low-level participants in a scheme to
defraud the government health care programs.

We had this directive from Congress that
IS requiring us to have a graduated scheme of loss
related to these kinds of health care programs. And
a suggestion has been made that some kind of carve-
out or exception be made with regard to minor
participants in regard to those kinds of fraud so
that they don"t feel the full brunt of the graduated

increased penalties.
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And 1 am wondering what the department”s
position is with respect to that particular issue.
Should we try to target these increased penalties 1in
the health care realm to people who are the
masterminds of the fraud? Or somehow minimize the
impact on minor, very minor participants?

MS. ORTIZ: 1 think that I can agree with
you in what you want to really focus on is the key
and more culpable parties, especially iIn the scheme
to defraud where you have varying, differing groups.
When you look at nurse, or say an office clerk who is
part of the scheme to defraud, 1t"s almost similar to
the straw buyer in a mortgage fraud case. And 1
think those are factors that can be taken into
account.

I don"t think that this is the time to
specifically carve out an exception, but rather to
see how i1t actually plays out. Because | think those
arguments are already made, especially in light of
the fact that the guidelines are advisory, especially
in light of the fact that every defendant and

prosecutor looks to 3553(a) to present to the court
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other mitigating factors.

I think 1If you have someone who is very
low-hanging fruit in a particular scheme, 1Tt you look
at the loss of a certain amount, there are going to
be certain mitigating factors that are not going to
put that individual in the highest ranges of what the
loss amount may automatically call for, because 1
don®"t think 1t"s that black and white. And 1 think
we need to see how it plays out and see if It
actually — 1 think 1If we were iIn the era of mandatory
guidelines, it would be a different situation. But I
do think that those factors are taken into account.

CHAIR SARIS: The Dodd-Frank bill calls on
the Sentencing Commission to consider whether
provision should be made for an upward departure iIn a
case involving a securities fraud, or any similar
offense, IT the disruption to a financial market is
so substantial as to have a debilitating impact on
that market.

What I"m sort of hearing you say is they
are already high enough. And I was wondering whether

or not — and since that is what everyone has been so
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worried about — is that some way of thinking about an
alternative way to this loss table which just keeps
ratcheting 1t up based on loss, rather than actually
what it does to the market?

I was just curious as to whether you just
basically think nothing else needs to be done in that
area.

MR. BHARARA: It could be. 1 think what
our inference i1s, and I think what Mr. Martens*”
inference i1s, based on the premise of the question —
the direction from Congress i1s: IT you"re talking
about a scenario in which criminal conduct has caused
the kind of doomsday scenario — In other words, a
really serious and substantial debilitating
disruption to the markets — i1t iIs hard to imagine,
given our experience with the guidelines, that
operation of the existing guidelines wouldn®t already
result in the maximum penalty that you could have.

In other words, a life prison term.

So 1If 1t becomes the case during review

and study that one could imagine a circumstance iIn

which that kind of effect can happen, and yet by
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operation of over-emphasis on the loss calculations
somehow such a person who is culpable In that way
would be subject only to a few months in prison, then
we don"t agree that there®s not something that should
be done.

In our time since the direction came to us
in learning about testifying here, 1 have not been
able to come up with a scenario that makes a lot of
sense i1n which you would have that scenario.

CHAIR SARIS: And the SEC seems to agree
with that, right?

MR. MARTENS: Well with a slight nuance,
which is that 1 think we are not suggesting whether
they are high enough, 1 think were your words. 1
don"t want to express a policy judgment on what is an
appropriate height or non-height of the guidelines.

I think our point was similar, though, which iIs that
Iin a scenario where the markets were debilitated to
that effect as Dodd-Frank suggests, it would be hard
to, as Preet said, imagine a situation where the
guideline calculation would not be a 43. And so it

would be hard to imagine how you would have an upward
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departure from what is already a Level 43.

MR. BHARARA: 1 mean 1 suppose you could
have a catch-all such that if there was a scenario,
you automatically get a 43. But it seems to us,
based on the scenarios we can conjure up, that you
would almost always be at a 43.

CHAIR SARIS: Jon.

COMMISSIONER WROBLEWSKI: Mr. Martens, as
you can see, at the Commission and the Justice
Department we"re struggling to do this
differentiation between different types of securities
fraud; that there may be cases where someone commits
a large loss and that a 43, a life sentence, may be
appropriate, as there have been a number of cases
where people have gotten life sentences, and 1 think
the public and judges have said that"s okay. And
there are other cases where, again there were
securities frauds involving large losses, there"s at
least some concern that the guidelines don®t make the
proper differentiation.

In the SEC when there®"s a determination of

the kind of recovery that you"re going to go after,
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do you have — does the SEC as an institution have any
policies, guidelines, to make this differentiation
that might be helpful to the Commission as we are
looking to make those differentiations?

MR. MARTENS: Well 1 think as I said in
the part of the testimony that 1 didn"t get to
because it took a little longer than 1 expected, our
loss calculations, so to speak, are done a little
differently.

It"s not calculated based on loss. What
we can recover is based on gain to the individual,
because we pursue a disgorgement theory. So our
method of addressing harm, so to speak, our remedies,
are really two-fold In the monetary side.

We have the ability to pursue
disgorgement, which Is the monetary gain to the
individual. And then also we have penalty guidelines
which have tiers — first tier, second tier, and third
tier — based on usually the degree of culpable intent,
and also driven by the amount of gain, again.

And then we have a multi-factors that we

consider iIn each case in determining what the
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appropriate resolution is iIn a given case. And we
would certainly be willing to share those with the
Commission, 1If 1t would be of assistance.
COMMISSIONER WROBLEWSKI: 1 think it would
be very helpful. And then also, take the sort of
prototypical accounting fraud involving securities
where a corporate officer misreports earnings from
one quarter to another. The officer, the company,
has no gain. There are losses because once I1t"s
announced the stock goes down and there®s movement.
How does the SEC approach that in terms of
trying to get a recovery where there iIs no gain, or
very little gain, or very little identifiable gain?
MR. MARTENS: Well in those type of case,
sometimes there iIs a gain. For example, someone®s
bonus, or contingent compensation in a particular
quarter could be affected. So i1If for example they
moved earnings from first quarter of year 2011 back
to last quarter of 2010, it could result in an
increase in bonus. And that®"s a scenario that we
often face. And so In that instance you can show

that there was an increase in that individual®s bonus
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through expert testimony or otherwise that would
provide a basis for us to get disgorgement.

And then our penalty provisions on top of
that would be available In a given situation to, you
know, up to a maximum of I think $130,000 for a
third-tier penalty, per violation. So, you know, you
have a per-violation approach on the penalty side,
and then you could look to things like bonus or
otherwise to determine the gain.

COMMISSIONER WROBLEWSKI: So as 1
understand i1t there®s both the disgorgement piece,
and then there is some sort of penalty piece that"s
independent of gain or loss just based on the
violation? |Is that right?

MR. MARTENS: Correct. The penalty
provisions provide for a statutory maximum dollar
amount, or alternatively the gross amount of
pecuniary gain. And so iIn the instance where there-"s
no gain, you could still have a penalty. In the
instance where there is a gain, the penalty could be
more than the statutory figure.

CHAIR SARIS: One more question. Dabney.
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COMMISSIONER FRIEDRICH: Mr. Bharara, your
colleague, Sally Yates, testified before us last May
about the problem with these high-dollar fraud cases,
insider trading being among them. Using her words,
she described them as simply "unhinged from the
guidelines,” and that"s the existing guidelines. The
judges just simply aren®t following them.

And our statistics certainly show a large
number of departures and variances. But It"s not
Just departures and variances, iIt"s a freefall down
to probation. And the recent news article that
indicated in the Southern District of New York in the
last two years nearly half of the insider trader
cases where sentenced to probation.

So my question for you iIs: As Ms. Yates
suggested to us, the department has the view that
with certain serious offenses, modest mandatory
minimum penalties would be appropriate. And my
question to you is: Are there certain insider

trading cases for which a modest — and let me be

clear, 1™'m not talking five, ten-year mandatory minimum

— 1"m talking something along the lines of the identity
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theft, two-year, one-year mandatory minimum penalty would
be appropriate? Wouldn"t that come closer to fixing

the bigger problem that you"re dealing with in New

York, versus fine-tuning these guidelines that judges
aren"t following anyway?

MR. BHARARA: I"m not sure about that.

You know, 1 think the department"s view iIs that iIn
certain instances, based on study and review and
synthesizing the data, that modest mandatory minimums
might be appropriate.

There are not that many mandatory minimums
in the white collar context. Perhaps there should
be. With respect to what happens iIn insider trading
cases, Insider trading cases are not those in which
generally speaking you have people at a Level 43,
because the amount of gain iIn cases that have come to
resolution so far don"t typically fall into that
category.

Also, the study that you referred to, if
it"s the one I think i1t is, may have been skewed
somewhat because it included in it not only

defendants who pled guilty without a cooperation
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agreement, but also included people who were
cooperating with the government who obviously,
through the 5K process, got special dispensation
because of their cooperation.

But I think 1t is worth taking a look over
a longer period of time, based on experiences not
only from my district but from other districts, to
see whether or not a modest mandatory minimum would
be appropriate. 1 wouldn®t rule i1t out, but I"m not
sure i1t necessarily will do a better job than some of
the other kinds of differentiations we"ve talked
about with respect to 4Bl — [2B1.4].

CHAIR SARIS: So I thank you all. Our
time is up. ITf this has sort of generated any
thoughts and follow-on and you want to send us a
letter, that would be terrific and 1 thank you. We
are hoping to work with you for the long term on
these issues.

MR. BHARARA: Thank you.

MS. ORTIZ: Thank you.

MR. MARTENS: Thanks very much.

(Panel one 1s excused.)
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CHAIR SARIS: Will the next panel move up,

please.

(Pause.)

Welcome to our second panel. I would like
to start with Mr — 1"m going to say this wrong —
Dopico?

MR. DOPICO: Yes.

CHAIR SARIS: All right. A supervisory
assistant federal public defender in the Southern
District of Florida, where he began as a trial
attorney iIn 2002. He served in the Miami-Dade County
Public Defender’s Office, and as an associate with
Cadwalader, Wickersham & Taft in Washington.

Welcome.

Eric Tirschwell, vice chair of the
Sentencing Commission®s Practitioners Advisory Group,
I"ve come to learn as PAG; and a partner at the New
York Law Firm of Kramer Levin Naftalis & Frankel,
where you practice primarily in the area of white
collar criminal defense and complex civil and
constitutional litigation. He has previously served

as an assistant AUSA in the Eastern District of New
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York.

And Susan Smith Howley — welcome —
currently the chair of the Commission®s Victims
Advisory Group. Ms. Howley has been with the
National Center for Victims of Crime since 1991, and
presently serves as the director of public policy
where she manages and coordinates public policy
assistance and advocacy efforts.

And so I want to welcome you all. We will
sort of follow the same format that we did the last
time, and why don"t we start with you, Mr. Dopico.

MR. DOPICO: Thank you. And I want to
thank you, Madam Chair, and members of the
Commission, for the opportunity to speak on behalf of
the defenders from the Southern District of Florida,
and for defenders throughout the country.

I think 1f I convey anything to you this
morning, | think the most important thing I want to
convey is that the current guidelines and the
amendments that are proposed, although justified in
many circumstances, will have an impact on certain

individuals — Ms. Jackson brought those up
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before — individuals that are lower-level individuals
that sometimes are called ""nominee owners™ or ''straw
owners.'" Sometimes they"re nurses, sometimes they"re
clerks, but they do have an impact.

So 1 want to take a little time to kind of
explain some of the cases we see iIn the Southern
District. 1 know the Commission IS very
knowledgeable, but just to give a little bit of a
bird*s eye view from where we"re sitting.

Second is to give you some ideas of
examples of how we think you can mitigate loss-based
sentencing on these individuals, because 1 think
ultimately what the Commission wants, what the
Department of Justice wants, and what defenders and
practitioners want, Is for justice to be done and for
people to be punished relative to culpability, not
just to loss.

But to give a little background, the
typical Medicare fraud case we see iIn South Florida
IS a one-defendant case, a singular person charged in
an indictment. And usually the way the Department of

Justice, or the U.S. Attorney"s Office in the
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Southern District finds that person is their name is
on the paperwork.

They are the persons who own a clinic,
usually, or a DME business, a durable medical
equipment business, and they fill out articles of
incorporation, or they sign them, really, usually
someone else filling them out. They open bank
accounts, or they go to the bank and sign when
someone takes them.

They often sign on a lease. They often
maybe get a phone put in their name. But they tend
to be individuals of low socioeconomic means, usually
limited education, that are approached by someone.
And 1t runs the spectrum. There®s obviously some
that are more sophisticated than others, but someone
comes to them and says | want to put this company iIn
your name.

And sometimes they are in on the fraud
from the beginning and they“re like, look, we"re
going to be pulling this scam. | think we"ll do it
for a few months and we"ll get away with i1t. But

very often what happens is they“re told: 1 can"t
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have so many companies In my name, so I"m going to
put this new DME clinic in your name. |1 owe child
support, and 1T I make money then my wife"s going to
get it and the kids are going to get it, so that"s
why I want to do this.

They are given some excuse to why their
name iIs put on the company. But they“"re not usually
told, we"re going to defraud Medicare of millions of
dollars. And usually the first time, In my
experience and the experience of most of my
colleagues, the Tirst time they even hear the term "a
million dollars,”™ or "over a million dollars,™ or
""'$300,000," is when they"re sitting down with us, or
when they"re iIn magistrate court and the indictment
iIs read to them. And they stare at you like what are
you talking about a million dollars? 1 was paid
$10,000. 1 was paid $5,000. Or I was paid my
salary.

So they tend to be people that they"re not
that sophisticated. They are brought in 1 think
precisely for that to ultimately be the person that

the buck stops there. When the government goes
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looking for someone, they®re going to look for them.

And they do wrong. There®s no doubt. I™m
not here to say that nominee owners have no
culpability. But the culpability in their mind they
usually have is they"re agreeing to put a company in
their name, pose as that president, even though
they"re really usually not doing much. And in some
of the cases, what they do is far from what a
president of a company would do, far from what anyone
who is the true mastermind behind it would do.

The problem that ultimately happens is,
even though the Sentencing Commission has put in
place protections for individuals like nominee
owners, just as they have for drug couriers, is It iIs
almost impossible, at least in the Southern District,
to get a "minor role™ reduction for someone who iIs a
nominee owner.

And the problem ultimately comes, first
probation will say well they“re part of this scheme,
and they billed millions of dollars. How could they
be a minor participant?

They don"t really recognize what i1t means
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to be a nominee owner. And it Is something that, iIn
part that is our job to educate them and educate
district judges about that, but 1t iIs an initial
hurdle.

Prosecutors, some in severe cases, Or
extreme cases, can be compassionate and say, look, 1
think "minor role™ i1s appropriate here. But even
where that happens, very often we have probation come
back and say, no, it"s not.

But ultimately when we go in front of a
district judge in a jurisdiction that"s known as the
capital of Medicare fraud, no one wants to be the
nice judge saying, well, 1t"s only a few million
dollars, I"m going to vary downward and give you
probation, or 1"m going to give you a year and a day.
Usually you®re facing a judge who, for very good
reasons, i1s staring at your client and saying how
could you have believed that you were president of
this company?

I don"t really understand how you"re
telling me now you didn"t realize the fraud was so

extreme.
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You"re in a very difficult situation. And
that"s why I think giving the judges some guidance iIn
recognizing these lower-level participants is
important, because then you will have a PSI where
probation will reflect, although they are the nominee
owners, or the owners on paper, or the straw owners,
however you want to call them, based on information
we have from the government the true owner of this
clinic is this person. They haven®t indicted them
yet. They may never indict them, because they may
not have enough, but they are the true controllers.

That 1s something that 1 think is
important. In the written testimony, | have several
examples of individuals that were nominee owners, or
lower participants, or nurses, and you can see the
impact of using "intended loss,' what it"s had on
them, and the fact that i1t"s very difficult in those
cases to get "minor role”. But I want to tell you in
particular about a case 1 had.

This woman®s name was Mercedes Yanes. And
she was basically the chauffeur for another woman who

owned her own clinic, and so smart, and started
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putting clinics in other people®s names.

So one day the woman came to her and said:
I need to put this business in your name. And she
was like, well, why? And she"s like, because 1™m
only allowed to have a certain number. So now I need
to put this one In your name, but you"re not going to
have any problems.

Well maybe a smarter person, a more
experienced person, would have said that doesn”t make
any sense and said no, but she was worried about
losing her job. She wasn®"t making a lot of money.
And she agreed.

Now all she was ever paid throughout the
entire time, with the government conceding that, was
her salary, as basically a chauffeur, as a
housekeeper, as a very like menial employee for this
woman .

And so when 1 first got her case, the
first thing 1 did is | had her polygraphed, because 1
found i1t unique just how removed she was from being
able to understand what happened. And she passed the

polygraph with a 97 percent, maybe up to 97 percent
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accuracy as far as probability to predicting her
truthfulness.

And 1 went to the prosecutor with that and
initially tried to get the case dismissed, then tried
to get a plea to what"s called a 1001 count, or a
count for making a false statement, because
ultimately she did say, look, I"m the president of
the company. She did lead Medicare to believe she
was the president, and that she was in charge, when
she wasn"t.

And that didn"t work. But what happened
iIs they came back and said, look, we will offer her
"minor role.” And the big issue In that case is you
can"t really test on a polygraph whether someone
suspects something. And there was no doubt she had
red flags going up. She should have known better.
Under deliberate ignorance, she was guilty without
a doubt.

And so ultimately she pled guilty. She
was debriefed. You know, she gave information about
how she got involved. The government in fact

indicted the true owner and another woman that was
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also involved as a nominee. But when it came to
sentencing, probation said, you know, "minor role" is
in the plea agreement. We disagree. She is involved
in the scheme to bill the government, you know, over
a million dollars. She can"t get "minor role.”

And 1 went in front of the district judge,
and he looked at me in the same way. Well, she"s the
president of the company. Over a million dollars.
How can you even be asking for "minor role"™ in this
case? This Isn"t some drug courier.

You know, and I brought out the polygraph,
and we kind of explained the role, and the
government, to their credit, were very good about
telling the judge: Judge, she was for all intents and
purposes a glorified housekeeper. They put her name
on this company. She did wrong, but...

And so ultimately the judge gave her
"minor role.” When I moved on to saying, Judge,
maybe a more appropriate way to calculate her
sentence should be looking at the actual loss, which
was about $300,000, or perhaps what she got paid,

which was about $300-something a week over the course
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of a year.

The judge looked at me as if I had two
heads and said: She got "minor role'; that"s enough.
And 1 understand from where the judge is sitting he
had no guidance to say why should 1 do that. This is
the amount billed. This is the intended loss.

So ultimately she received a 25-month
sentence, which is not a horrible sentence iIn the
scheme of things, but based on what she did versus
what the owner who ended up with several clinics and
billing millions of dollars and profiting — the owner
lived in a mansion, had a boat, had several cars. My
client lived in a little utility apartment behind
another person"s house and, you know, didn"t even own
her car, lived with her elderly mother.

So when you saw the difference, I think
the owner got a sentence of maybe 70 months; she got
25 months. So the disparity in sentences really
didn®t account for the disparity in profits.

But 1T I could just have a minute, because
I don"t want to not answer the question 1 think

you"re going to ask me, the idea — and It"s iIn the
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written material that we proposed — Is creating some
language to give judges guidance on lower-level or
nominee owners iIn these cases, perhaps using what the
Commission has done in [2D1.1] and created a graduated
system so that when the sentences get higher, it you
are a nominee owner, or a lower-level participant,
they either cap the increases or come up with a
tiered approach — maybe using actual loss or the
amount the person profited as a proxy for

culpability — creating a safety valve In these cases
where 1t the person goes to the government and says,
hey, this is who really got me involved, they get a
reduction.

And the reason I think that i1s important,
in a lot of these cases the person tries to cooperate
and does their best and says this iIs who got me
involved, and the government simply doesn®"t have the
evidence to put i1t together.

And finally, i1f nothing else, to consider
that maybe the best thing is, It the Commission is
going to Increase these guidelines, to Increase them

for individuals that also receive aggravating role
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enhancements. Because then, at least i1f nothing
else, only the people that are really running several
clinics and are the masterminds are more heavily
punished. And that is really where deterrence will
work best. Because just like you could replace a
drug courier who gets paid $5,000 to swallow cocaine,
you could replace a chump that®"s going to sign some
paperwork and get their $10,000.

Thank you very much.

CHAIR SARIS: Thank you.

MR. TIRSCHWELL: Good morning. On behalf
of the Practitioners Advisory Group, the PAG, I want
to thank you for the opportunity to address the
Commission with respect to the important issues under
consideration during this amendment cycle.

As you know, the PAG strives to provide
the perspective of those iIn the private sector who
represent individuals and organizations charged under
the federal criminal laws. We very much appreciate
the Commission®™s willingness to listen to us and
consider our thoughts.

Let me start with the Dodd-Frank Act. The
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Practitioners Advisory Group certainly understands
why, in the wake of the worst financial crisis our
nation has seen since the Great Depression, Congress
saw fit to put to the Commission the question of the
adequacy of federal criminal penalties for large-
scale financial frauds. But we most respectfully
submit that — and from what 1°ve heard this morning,

it sounds like there®"s some degree of consensus on

this — that the fraud guideline as i1t now stands more

than adequately allows sentencing judges to
appropriately punish and deter large-scale frauds.

Given the deferential phrasing of the
Dodd-Frank fraud directive, the Commission could
Tfulfill 1ts obligation to review these provisions by
advising Congress that the guideline already meets
the needs identified by the Act.

To the extent the Commission believes any
changes may be warranted, as we do — and I will talk
about that in a minute — we certainly wholeheartedly
support the Commission®s plan, or suggestion of a
comprehensive multi-year review as stated in the

proposed amendments.
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In those same materials, i1t is made clear
that over the past several years the provisions of
2B1.1 have been expanded. Enhancements have been
added. The loss table has been, as we®"ve heard this
morning and we all know, racheted up quite
significantly. And the result i1s that there are
dramatically increased sentences for large-scale
fraud offenses.

As one recent commentary notes, without
considering all of the guideline enhancements the
adjusted total offense level for a fraud offense

causing over $20 million in loss has been increased

in the last decade from a Level 19 which equated to a

sentencing range of 30 to 37 months, to a Level 29 or

87 to 108 months.

Stated differently, the amendments to the
loss table since 1989 have effectively tripled
sentences for large-scale fraud offenses.

For these reasons, the PAG very strongly
believes that the current fraud provisions are more
than adequate to allow sentencing judges to consider

and appropriately punish and deter potential and
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actual harm to the public and the financial markets.

Just to take a specific example, iIn
securities fraud cases — again as we"ve heard
earlier — the harm to the public typically is already
captured, often iIn a very severe manner, by the
increases set forth in the loss table based on the
magnitude of the loss, in value of the stock of a
publicly traded company, or other measures of
individual investor or institutional losses.

A large loss amount also often endangers
the solvency or financial security of an
organization, or the financial security of a hundred
or more victims, resulting In further increases. And
to the extent the defendant is an officer or
director, or a registered person, and as is typically
the case iIn large-scale frauds uses sophisticated
means, the sentence iIs iIncreased still further.

Through these many inter-related and, at
times, overlapping enhancements, not to mention role
adjustment and other specific offense
characteristics, again we believe judges have more

than adequate tools at their disposal to address the
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full range of large-scale fraud cases brought in the
Tederal courts.

Indeed, 1t is our view that the changes in
the fraud guideline over the past decade too often
lead to advisory guideline ranges that are overly
severe iIn many fraud cases. And as the Commission
has noted, we are not alone In this perspective. The
relatively high rate of non-government sponsored,
below-range sentences for high-loss fraud cases we
believe is powerful evidence that many in the
judiciary share the view that the fraud guidelines”
calculations often produce excessively long advisory
prison terms.

We believe that it the Commission were to
ratchet up or further increase the complexity of the
fraud guideline, the result would be more, not less,
variance and more, not less, departure from
guidelines-recommended sentences.

The PAG also does not believe that there
iIs any need to add specific departure authority for,
quote/unquote, "disruption to a financial market" or

"losses that may have resulted but for Federal
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government intervention."

We believe that trying to assess and
quantify such amorphous and immeasurable harms will
make an already overly complex fraud sentencing
regime even more unpredictable and inconsistent iIn
application.

And we note, just as an observation, that,
while the recent report or reports of the Financial
Crisis Inquiry Commission cite to multiple, wide-
ranging causes of the financial crisis, including
many regulatory failures, we are unaware of any
suggestion that inadequately severe federal criminal
penalties played any role In what we have all just
lived through.

So we encourage the Commission to
undertake the comprehensive review of 2B1.1 that the
proposed amendments outline. Any guideline changes
responsive to the Dodd-Frank Act concerns should, in
our view, be considered in that larger framework.

And 1n terms of specific suggestions, we
believe that much greater consideration should be

given to factors such as the defendant®s motivation
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for the offense, the extent to which the offender
profited from the offense, and whether other factors
beyond the offender®s control contributed to the
amount of loss.

And In response to some questions that
were raised earlier in terms of specific suggestions,
one idea is to simply recalibrate the relative
weighting of loss, as opposed to other specific
offender characteristics, including some
characteristics that are now not expressly taken into
account iIn the fraud guideline.

And another idea would be, instead of
having every two levels on the Fraud Table calibrated
very precisely to dollar increases, to have broader
ranges. And within those broader ranges, give judges
greater discretion, again depending on a list of
enumerated factors that the court can consider to
adjust an offense in part based on loss, but even the
loss adjustment we think should be informed by all of
the facts and circumstances of the particular case.

In my remaining time, let me turn to the

Patient Protection Act for a minute.
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In terms of the rebuttable presumption
with respect to the aggregate dollar amount of
fraudulent bills submitted to the government, our
review, consistent with what was expressed earlier by
some, was that this new rule should be limited to the
minimum necessary to comply with Congress®s
directive.

In our experience, the dollar amount of a
fraudulent bill submitted to a health care program
often gives an inaccurate view of the loss that was
in fact intended, and does not always provide a fair
measure of the seriousness of the offense.

We suggest that it may be helpful for the
Commission to address some of the specific reasons
why this i1s so. And we include as our observations
that health care programs routinely pay only a
percentage of the bill submitted, and that many
fraudulent bills are inflated rather than fabricated
altogether. For example, a bill for a more involved
service than the one performed.

Our suggestion is that examples like these

and others could be enumerated by the Commission as a
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nonexhaustive list of potential ways for defendant
to rebut the presumption that the total amount billed
was the intended loss.

We believe the same considerations in
terms of an individual®s personal level of
participation in the offense, whether they personally
profited, their motivations, and any efforts they may
have undertaken to minimize the harm from the fraud
should also be taken into account with respect to
these health care fraud offenses.

With respect to the three-tiered loss
enhancements, we echo again some of the views
expressed earlier that the Commission should limit
these increases to exclude individuals who — certainly
individuals who play a minor or minimal role, and
from our perspective, even for individuals who play
sort of an average role. And that the adjustment
could be limited only to those who find themselves 1in
the category of having an aggravated role, or
organizer or leader, and that would be one way to
manage again this sort of ratcheting up across the

board with respect to fraud offenses.
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Why don"t 1 end there, and the rest of our
comments are iIn the written testimony.

CHAIR SARIS: Thank you very much.

Ms. Howley.

MS. HOWLEY: Good morning, Madam Chair and
members of the Commission.

On behalt of the VAG I would like to thank
you for inviting us to testify this morning on the
proposed amendments relating to the Dodd-Frank Act.

As you know, the Victims Advisory Group
was established by the U.S. Sentencing Commission in
part to provide the Commission with 1ts views
regarding the Commission®™s activities as they relate
to victims of crime.

The proposed amendments under
consideration result from the Dodd-Frank Wall Street
Reform and Protection Act and its directive to this
Commission that i1t re-examine guidelines that would
apply to securities fraud, bank fraud, and mortgage
fraud.

The Commission specifically asked whether

the current guidelines adequately address the issues
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in the Dodd-Frank bill, and whether a more
comprehensive review of guideline 2B1.1 is
warranted.

We urge the Commission to undertake a
broad review of 2B1.1, not only with an eye to the
Dodd-Frank Act, but to reconsider sentencing for
serious property offenses, along the line of other
testimony that you®ve heard today.

The VAG i1s concerned that the current
guideline regarding theft, embezzlement, and fraud
and other property offenses is based primarily on the
amount of the dollar loss. This emphasis fails to
take Into account the true extent of the harm to
victims.

The offense of securities fraud
illustrates this issue. Many victims of securities
fraud are elderly, and the proportion of victims who
are elderly is expected to grow. This is largely
because, as a group, they hold more assets and are
thus targeted most frequently.

However, because of their age,

specifically because these victims are beyond their
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prime earning years, the extent of the harm cannot be
captured by the monetary value of the loss alone.

A reading of the victim impact statements
in the Bernie Madoff case reveals the scope of harm
that his victims suffered. Victim after victim
testified about the way in which the loss of their
nest eggs, whether carefully accumulated retirement
funds or funds realized after the sale of long-time
residences, or profits realized after selling
businesses built up after a lifetime of investment
and hard labor, impacted not only their financial
security but their mental and emotional state, their
ability to live independently and with dignity, and
even their physical health.

In reading through these statements you
find elderly people In their 70s and 80s having to
look for work as meat cutters in grocery stores, or
as groundskeepers on golf courses, and many unable to
find any work and absolutely devastated by the loss
of what may seem by a mere look at the dollar table
in the guidelines to be minimal.

Mortgage fraud too can involve substantial
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life-altering loss to the victims. While the crime
takes many forms, it can include foreclosure rescue
schemes which take advantage of desperate people
trying to avoid the loss of their home; reverse
mortgage schemes, which often target seniors; and
identity theft involving mortgages, which can strip
people of their homes or equity with no involvement
on their part.

Just last week 1 spoke to a victim
advocate i1n Florida who was working with seven
elderly victims of i1dentity theft involving their
mortgages. She had already been unable to prevent
one 80-year-old woman from losing her home, and was
concerned that she wasn®"t going to be able to help
the other six, either.

Other fraud offenses can also cause more
extensive harm than the mere loss of dollars. For
example, the FBI recently reported a rise in market
manipulation cases involving computer intrusion. In
such cases, perpetrators hack into victims® online
personal brokerage accounts, use those accounts to

purchase shares of a penny stock to drive up its
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price. Once the price of the stock has risen to a
certain point, the perpetrators dump their shares to
take their profit, and the victims are harmed not
only by the theft, which itself may have
ramifications beyond the dollar loss, but are left
with a fear of conducting Investment activities
online.

Because the use of the Internet to conduct
investing is on the rise and will continue to be so,
victims who are now reluctant to use this tool will
be at a disadvantage for the rest of their investment
years.

Furthermore, a recent study by the Bureau
of Justice Statistics highlighted the impact of
identity theft beyond mere dollars lost. Over a
quarter of the victims spent more than a month trying
to clear up problems related to that identity theft.

The BJS study also found that identity
theft takes an emotional toll on victims, as well as
a property toll. About 11 percent of victims of
credit card misuse, and about 30 percent of victims

who experienced fraudulent misuse of their personal
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information, described their experience as 'severely
distressing.” Something that they had assumed was
safe and worked for them is suddenly upended and they
don"t know how to conduct their continuing business
affairs going forward.

It 1s true that this guideline takes iInto
account other harms, including the numbers of victims
harmed and the effect of financial loss. For
instance, with [section] 2B1.1, [subsection] 14.
However, those elements currently operate as
additional enhancing factors rather than determinants
of the base of the sentence.

The VAG agrees that reconsideration of
2B1.1 and related guidelines should involve a more
comprehensive review. As part of that review, we
would encourage you to look broadly at the treatment
of cyber crime with an eye to creating a degree of
uniformity.

Use of the Internet, computers, and other
technology i1s not only an issue under 2B1.1, but
also constitutes an enhancement under other

guidelines, including those for sexual abuse and
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interception of communications.

Special treatment of computer-enhanced
crimes is warranted because such crimes can be easier
to commit, more difficult to detect and prove, and
impair the ability of individuals to conduct their
online lives.

We recognize that such an examination
could not be completed within the current review
period.

In summary, thank you for giving the VAG
the opportunity to express our views this morning.
We stand ready to offer our assistance as you move
forward i1n reviewing amendments related to securities
fraud, mortgage fraud, banking fraud, and related
offenses.

Thank you.

CHAIR SARIS: Thank you. Yes.

COMMISSIONER HOWELL: Thank you all for
testifying, and particularly to our Victims Advisory
Group and our Practitioners Advisory Group. You all
give us very constructive advice, and I look forward

to working with you as we consider the fraud
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guideline in particular.

Mr. Dopico, I have two questions for you.
First, you suggest in your testimony at page ten that,
contrary to Ms. [Ortiz’s] suggestion, that we should
limit the "Government health care program” definition
to not include state health care programs or private
insurers. She was very clear in her testimony that
we should opt for a broader coverage for that
definition.

And that is one of the things that clearly
the Commission is going to have to decide, since it
IS undefined iIn the statute. One of the iIssues that
Ms. [Ortiz] raises, and I wondered i1f you could
respond to this concern, was that since some fraud
cases involve both federal health care programs, or
federal health care programs as well as private and
state programs all at the same time, that if we don"t
cover — 1T we don"t offer a broad definition of
"Government health care program,'™ that it is going to
complicate — I can™t remember her exact words — it was
going to complicate the measurement of the loss, and

i1t was going to complicate the guideline calculation
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in those mixed cases.

Do you have a response to that?

MR. DOPICO: 1 mean I think that
complicating the definition will probably complicate
things further. 1 think keeping the definition
simple will help. 1 think the loss would still be
covered under 2B1.1 in either case, so I"m not sure
that courts couldn®t quantify the loss even if a
simpler definition Is used.

So 1 think keeping a definition that goes
with what Congress has always done is probably a
better practice. And I think, at least from where
we"re sitting as defenders, the vast majority of the
health care fraud cases we get are based on Medicare
and Medicaid fraud. There are not very many
involving private companies.

COMMISSIONER HOWELL: Or private companies
simultaneously?

MR. DOPICO: Right. The vast majority are
Just government-related.

COMMISSIONER HOWELL: Does anybody else on

the panel have a response to that?
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(No response.)

COMMISSIONER HOWELL: My next question for
you, Mr. Dopico, has to do with the beginning of your
testimony where you suggest to the Commission in our
implementation of directives iIin the Patient
Protection Act that we state something along the
lines that there®s no empirical evidence supporting
the need for higher sentences iIn health care fraud.
And that we should state that In our reason for
amendment, and also state that the courts should know
that the iIncreases were not the result of the
Commission™s expert research, but instead another
example of signal-sending by Congress.

I think assumed, or presumed within that
suggestion to the Commission, to basically say, you
know, we"re just puppets of Congress here, basically,
there®s no empirical evidence supporting this, is
that Congress also had no empirical evidence. 1
mean, in coming on the heels of your reference and
your citation to a congressional hearing for this, it
puzzles me on how you think the Commission can ignore

all the hearings and empirical evidence collected by
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Congress i1n support of its directive to us In order
for us to be able to make such a broad statement —

MR. DOPICO: 1 —

COMMISSIONER HOWELL: — and instead
should, would — are you suggesting that the Commission
instead look through all of the hearings that
Congress held In connection with the Patient
Protection Act, summarize all of the policy
underpinnings and empirical evidence that Congress
collected before i1t made i1ts directive to us, and put
that Into the reason for the amendment? Because we
certainly can"t say what you"re suggesting, that
there was no empirical evidence.

MR. DOPICO: 1 think that — I mean, I"m not
familiar with any specific empirical evidence between
sentences and deterrent effect in these types of
cases. | can speak only as to my own experience,
that 1 have not seen very many Medicare fraud cases
where anyone gets involved, doesn®t get involved, 1is
concerned about the ultimate sentence.

I think getting caught is the ultimate

concern. And I think what"s interesting in this
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case — and 1 understand the Sentencing Commission has
a difficult job, and a very difficult job — but I
think In a sense Congress is pushing onto you
something that probably the best way to limit health
care fraud would be to improve the administrative
side so that when someone sends a bill to Medicare,
they put It in the computer — hey, wait, this is the
20th wheelchair this patient™s gotten this year.
That®s a problem.

And 1 think In a sense the Commission is
put In a position where you®"re trying to solve a
problem with guidelines that really needs to be solved
at the forefront of administration and enforcement.

But 1T I worded things in a way that were
unduly harsh, 1 apologize, but 1 think from where
we"re sitting 1 have yet to see a case where,
especially for these low-level individuals, the
concern of getting 24 or 36, 48 months is what"s
really driving whether or not they get involved in
something. And I think the bigger concern is, do
they get caught? And for the masterminds, which were

referred to before, those are the people that know
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they can game the system. And I think the best way
to stop them from gaming the system is to fix the
system, and guidelines aren"t always something that
can be done.

But 1 appreciate the Commission®™s
position.

CHAIR SARIS: Everyone here has been
struggling with relative culpability, and how do you
capture that in a guideline. That"s what 1™m
hearing. And the kingpin, or the mastermind versus
the nurse, or the nominee.

And I*m wondering, you all talk about the
difficulty i1n getting "minor role™ and the like —
different judges see things differently — there iIs a

sanctions departure here that I just looked up to

make sure 1 wasn"t misremembering it, that "There may

be cases iIn which the offense level determined under
this guideline substantially overstates the
seriousness of the offense."

It"s so hard to capture. 1 mean,
sometimes the loss table may get i1t wrong.

Sometimes, hopefully a lot, most of the time we get
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it right. But in those cases, are you all
experiencing an inability to use that departure? You
want it all to go into a guideline? Is that what
you're telling us?

MR. DOPICO: 1 mean, from our perspective
I think the problem is judges that are faced with,
you know, hundreds of thousands, or millions of
dollars in loss, don"t really see why there"s any
reason to depart or to vary. They see it as, well,
your name 1S on this company. You“re president of
this company. This company billed X amount of money.
And 1t"s that simple.

And so I think in the same sense that the
Commission has given guidance to judges on couriers,
and even though a courier might be only held
responsible for 700 grams of heroin, that doesn"t
preclude them from getting "minor role."

That guidance to judges from where we"re
sitting is invaluable, because judges often will have
probation officers, especially iIn our district, that
will write under De Varon. They are only held

responsible for their loss. So there®s really no
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reason to give "minor role" here.

But when you point out that guideline to
that judge, they will say back to probation, well the
guideline says even iIf that"s all they“re held
responsible for, you could still give them "minor
role.”

And so I think It Is a matter of — and part
of the fault lies in that as defenders we need to
really help judges understand what a nominee owner
iIs. And sometimes that"s difficult. But I think it
would be helpful for them to see some language giving
them the authority, 1If not the Commission®s blessing,
that iIn certain cases you need to mitigate loss-based
sentences.

CHAIR SARIS: Did you want to —

VICE CHAIR JACKSON: Yes. 1 have a
question about billing in the health care fraud
context. 1 am trying to weigh the need for having
the type of language that talks about, you know, in
regard to the rebuttable presumption, whether bills
are inflated versus fraudulent in terms of

determining the aggregate dollar amount. And I just
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wanted to know, from your experiences how often do
you find that the fraud involved an inflated bill as
opposed to a completely fraudulent one?

MR. TIRSCHWELL: My own experience is that
it"s at least as often, 1T not more often, an
inflated bill as opposed to just a completely
fraudulent one. But I mean 1 think it varies widely,
but 1 think there are a substantial number of cases
in which that is the scenario.

VICE CHAIR JACKSON: And the suggestion
would be that there were legitimate services
rendered.

MR. TIRSCHWELL: Absolutely.

VICE CHAIR JACKSON: To some extent, and
so the aggregate cost of that, or the dollar amount
for that should not be included in the —

MR. TIRSCHWELL: Absolutely, right. And
we think other sections®™ commentary and notes within
the fraud guideline and other guidelines are
consistent with that idea, that you — when assessing
loss you back out the value that®s actually

received.
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MR. DOPICO: 1 would agree with that.

From where we"re sitting, most of our cases involve
lower-level individuals and indigent individuals,
obviously, that aren®t the doctors or the higher-ups
that might have also billed for legitimate things.
Most of the cases we get of Medicare fraud,
especially the ones we get iIn the last couple of
years, 1t tends to be more situations where patient
lists are traded between these fraudulent clinic
owners. And so it iIs very infrequent where there®s
actually much of any service provided In the cases we
see.

And 1 think in the older days we saw DMEs
and clinics where there were both individuals that
were legitimate patients mixed in with, you know, the
made-up or the fraudulently obtained lists.

CHAIR SARIS: Judge Hinojosa.

COMMISSIONER HINOJOSA: Yes. getting back
to your Mercedes Yanes example —

MR. DOPICO: Yes.

COMMISSIONER HINOJOSA: — 1 guess the
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judge limited her fraud to the amount that she was
involved in, and that"s why there®s a difference
between the 70 and the 25 months? Because If it was
just the two minor-level law offense reduction, they
would be a lot closer to the 70 months.

MR. DOPICO: The other woman involved, her
name was Cora Shay [phonetic], had three different
clinics. So she was hit for the loss on all three.
Mercedes was only hit for Multimed [phonetic], which
was her specific clinic. So that was a big part of
the difference between them.

COMMISSIONER HINOJOSA: The 25 months,
obviously that was In the middle of the range? Or
what was that?

MR. DOPICO: That was one month above the
bottom of the range. And I mean I think It"s just an
example of someone where, from where a judge 1is
sitting they look at a person and they"re like, your
name is all over this paperwork. But from where she
was, one day she"s driving, you know, chauffeuring
this woman around, cleaning her house, doing all

these menial things, and the woman says: Put your
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name on this stuff.

And she never sees hundreds of thousands,
tens of thousands of dollars; she just keeps getting
paid her $300 a week to keep doing her job. And yet,
ultimately she was to be punished for that.

And I think when you"re looking at
deterrence, 1 mean I come from Miami. Something you
see In Miami is you"ll see people get out of cars,
and you®ll look at them, and you wonder how did they
get that car? And they“re driving very fancy cars.
There"s a lot of — whether it"s drug money, whether
it"s health care fraud money — there"s a lot of money
down there.

But I think the best way you punish and
deter i1s when you hit the people at the top. And
unfortunately in the drug, you know, context, It"s
very hard to do that. And it"s great that there"s
"minor role" because usually the clients we get are
the mule that comes in with pellets, or the person
with a suitcase. It"s not usually the guy In
Colombia. Sometimes we do get those, but iIt"s not

usually that person.
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In the same sense, the people we most get
as clients are these people that are told: Put your
name on this. So when they come calling, iIt"s going
to be you. And the very sophisticated masterminds
are the ones that they get the person to sign the
checks out for cash. They never have money
transferred to their own accounts. They then use
that cash to open other clinics iIn other people®s
names. So again they“re insulated.

And 1t"s very hard for the government to
get to them. And some prosecutors will be very
frustrated, but at the end of the day, you know,
you"ll have your client debriefed and the prosecutor
will say their name iIs not on anything. |1 completely
believe them, and other people have told me the same
thing, but other than just defendant"s words, I"m not
going in front of a jury with that. And so those
people get off scott free sometimes.

COMMISSIONER WROBLEWSKI: Can I just
follow up just quickly? The guidelines are intended
to capture — to address the problem that you"re

talking about.
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So, for example, you mentioned a case — the
Commission®s relevant conduct guideline, for
instance, 1s supposed to limit the accountability of
a particular defendant to the conduct that they were
involved in, even If iIt"s a course of conduct, and so
forth.

I take i1t that in the cases that you“ve
described, that is happening? Or is it not
happening?

MR. DOPICO: Well the conduct they"re
involved in, though, if their name is on the company
as president and the company bills a million dollars,
I mean the rules will apply that to them.

COMMISSIONER WROBLEWSKI: And 1 take it
that in your arguments to say, look, her name was on
the incorporation document, but she did not file the
claim. She had nothing to do with the patient. She
didn"t know the patient. Her name is not on any — 1
take i1t that falls flat?

MR. DOPICO: Yes.

VICE CHAIR CARR: You lose the "reasonably

foreseeable™ argument.

104



10

11

12

13

14

15

16

17

18

19

20

21

22

23

MR. DOPICO: Exactly.

COMMISSIONER WROBLEWSKI: Okay. And then
finally, are you familiar with the testimony that was
given before Congress about the impact that the Miami
Strike Force has had on the total billings for
Medicare and Medicaid in the Miami area?

MR. DOPICO: 1 am not very familiar with
that at all. Sorry.

CHAIR SARIS: Anything else anybody wants
to ask?

(No response.)

CHAIR SARIS: I want to thank everybody.
Thank you. We will take a 15-minute break and be
back here at 11:00 sharp. Thank you very much.

(Whereupon, a recess was taken.)

CHAIR SARIS: Okay, we are going to get
going on our third panel. Welcome to our third
panel. 1 am going to introduce first James Felman,
who serves as the ABA liaison to the Commission. He
is currently a partner in the Tampa, Florida law
firm of — I"m going to say Kynes?

MR. FELMAN: That"s right.
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CHAIR SARIS: Okay, Kynes, Markman &
Felman, and serves as a co-chair of the ABA
Sentencing Committee. And is a member of the
Governing Council of the ABA"s Criminal Justice
Section.

Next will be Michael Anderson — hello, 1
saw you sitting out there — who serves as a member of
the board of directors of the National Association of
Mortgage Brokers, and chairs both i1ts Government
Affairs Division and its Political Action Committee.
He i1s the president of Essential Mortgage, a Latter &
Blum Realtors company, and previously served on both
the Residential Lending Advisory Board for the Office
of Financial Institutions, and the Community
Development Advisory Task Force for the State of
Louisiana.

And last, but by no means least, is Thomas
Crane from Boston, a member of the Mintz, Levin,
Cohn, Ferris, Glovsky and Popeo law firm, where he is
in the health care section and health care
enforcement defense practice group. His clients

include hospitals, physicians, medical device and
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pharmaceutical manufacturers, pharmacy benefit
management companies, home care providers, the
American Medical Association, the Association of
American Medical Colleges, the Federation of American
Hospitals, and the Pharmaceutical Research and
Manufacturers of America.

So welcome to you all. Mr. Felman, let"s
get going.

MR. FELMAN: Thank you, Chair Saris,
members of the United States Sentencing Commission.

It 1s an honor to appear before you on
behalf of the American Bar Association. As Judge
Saris said, since 1988 I have been engaged in the
private practice of criminal defense law in Tampa,
Florida.

I was also a co-chair of your
Practitioners Advisory Group from 1998 to 2003, or
2002, somewhere iIn there, when we did the economic
crime package before. Although as I look around, 1
think other than Wroblewski and Courlander, 1"m not
sure anybody else was in the room. So I think maybe

the three of us need to go and get a life.
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(Laughter.)

MR. FELMAN: So this is an issue that is
of keen interest to me, and I am privileged to be
here today on behalf of the American Bar Association,
the world"s largest voluntary professional
organization with a membership of more than 400,000
lawyers.

I appear today at the request of ABA
President Stephen Zack to present to the Sentencing
Commission the ABA"s position on the implementation
of the Dodd-Frank Act and the Patient Protection and
Affordable Care Act.

The ABA"s position, as with all of our
policies, reflects the collaborative efforts of
representatives of every aspects of the profession,
including prosecutors, defense attorneys, judges,
professors, and victim advocates.

The ABA i1s keenly interested in the topic
of today"s hearing not only as to those specific
acts, but also as a part of our broader concerns
regarding the economic crimes guidelines as a whole,

especially iIn those cases involving high loss.
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As the Commission iIs no doubt aware,
recent judicial decisions have criticized these
guidelines as, quote, "‘patently absurd on their
face,” end quote, quote "a black stain on common
sense,’ end quote, quote — and one of my favorites
— "of no help.”

The reason i1s that they are a result of
simply a relentless upward rachet. The initial
Commission studied the practices of the federal
judiciary before the guidelines as a whole, and
generally pegged the guidelines to those practices,
with the exception of economic crimes where they gave
an initial bump. The other exception was the drug
crimes which have intervening mandatory minimums
involved.

It only took two years for the Commission
to increase 1t over that with a new loss table in
1989. And from 89 to 2001, a blizzard of new
specifTic offense characteristics that described and
targeted specific types of things that were of
interest at that time, followed by what 1 referred to

earlier as the comprehensive two-year, or almost
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three-year economic crime package that the Commission
began working on in 1998 and culminated in the
amendments in 2001 that included yet a new loss table
that, although it lowered some penalties on the very
low end, overall increased severities. Which was
then followed by the Sarbanes-Oxley Act.

So we are now at a point where life
without parole is relatively routine in high-loss
cases, as even the SEC said this morning. | recall
sitting in this room in 2001 and predicting that
history would judge what the Commission was doing as
the beginning of an experiment in the iIncarceration
of nonviolent, fTirst-time offenders for periods of
time previously reserved only for those who had
murdered someone. And I believe 1 was right.

Since the initial set of the guidelines —
in the initial set of the guidelines, the loss could
only impact the sentence by a factor of five. So no
matter how much loss there was, you could only get
five times as much time.

The current guidelines provide for up to

40-fold increases in sentencing based on loss. And,
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as we heard earlier from Mr. Tirschwell, the overall
sentencing ranges have roughly tripled.

And the judicial reaction iIs what one
might expect. In those cases — and | agree with what
Judge Hinojosa has said, wholeheartedly. 1 think
that we are talking about probably statistically a
minority of the cases, but they are important cases.
They are cases that are in some sense the flagship
for federal prosecution efforts of economic crimes,
and it i1s what we look at to see how well they"re
working iIn important cases.

And the judicial reaction has been mixed.
Some of the judges have looked at the guideline range
and the advisory guideline and have said they"re just
simply too high; I"m not going to follow 1t; I™m
going to do what 1 think is right.

Of course there have been other judges who
have not done that. They have simply said, well,
that"s the guideline range, and I*m not much for
second guessing the Sentencing Commission and the
Congress, and I"m going to give out the sentence

that"s called for by the guidelines.
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So there®s actually a fair amount of

disparity there, and 1 think that is why there is

consensus among not just the American Bar Association

but apparently the Department of Justice, and the

Securities and Exchange Commission, even the victims;

we are all here saying this is a problem and 1t needs

to be fixed, and it probably can"t be fixed in this
cycle.

So we look forward to working with the
Commission in the coming cycle, and perhaps the one
after that, and maybe another one after that, if
that"s what it takes to get this right, to very
carefully recalibrate these guidelines.

And 1t"s not just a question of severity;
it"s also a question of being smart about i1t and
making sure that the right people are getting the
right sentences. In some instances, we would
advocate lower sentences. | don"t know that you“re
ever going to hear the ABA advocating higher

sentences because in this area we think they"re

already too high. But I"m not sure we"re calling for

an across-the-board reduction, either.
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What we"re saying iIs that we need to
better target and better measure culpability so that
we"re using our limited resources better.

With respect to the Patient Protection
Act, you know, I heard what Commissioner Howell said
about the fact that the Congress held hearings before
It enacted the statute, but 1 don"t think that I™m
aware at least anyway of any careful consideration of
the specific directive that the Commission received.
I think that"s a disappointing aspect of the process.
I think that we would all be happier If the Congress
would hold a hearing like that, indicate in more
general terms its concerns, and then leave it to this
body to conclude exactly how the table should be
changed or not changed.

But one of the results of the new Act is
just simply a dramatic increase with respect to
certain types of health care frauds. And it"s easy
to say, well, the more the loss, the higher the
culpability, but in my experience at least that"s not
always the case.

You can have huge losses with a public
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company. 1 currently represent the board of a public
company that"s a health care company. Now the
management is under criminal investigation, not the
board, but the issue that"s being looked at iIs so
complex 1 can"t even describe i1t for you. It"s
about, you know, whether or not the capitation rate
was correctly looked at, and whether all the costs
were accounted for properly. And I mean the
complexities.

So the people that are being looked at are
the officers of a significant public company, where
it"s all or nothing. |If 1t"s wrong, i1t"s life. |IT
iIt"s right, 1t"s not a crime. | can"t imagine, you
know, 1f there were some suggestion that the board
were involved. One of my board members is a former
United States Senator and governor of my state. And
to even have to be In a situation where you are on
such a grey area, the complexities of the health care
regulations are significant.

And so one of the consequences of the new
amendment is that if you have more than $20 million

of loss and any significant accounting issue like the
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one I'm talking about, that"s where you®"re going to
be, i1t otherwise would have been a Level 35, which of
course i1s quite high, 14 to 17-1/2 years; but now you
have to add another 4 levels to that. And this iIs
assuming a base offense level of 7, a loss of more
than $20 million which is what the directive says, a
sophisticated means which i1s always going to be
there, and 1"m talking about a leadership role,
because presumably we"re talking about targeting the
people that are in charge.

Now we"re at 39, with 21.8 to 27.25 years

in prison, a roughly eight- to ten-year increase, a roughly

60 percent jump in the penalty, and it means that the
loss now is effectively multiplied by a factor of
between five and ten.

So this is treating the health care fraud
identically — you know, a $20 million health care
fraud is now the same as a $100 to $200 million
other fraud. And 1 don"t know anything about health
care fraud that makes i1t so bad that we should
multiply the loss by ten.

So 1 think 1t"s quite disappointing that
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this is what the Commission "must™ now do. And I
think 1t 1llustrates, frankly, the dynamic that has
led us to this point, where the Congress just says
raise it again, and the Commission really doesn™t
have that much option on this one so they do. And
the judges get these cases, and they look at them and
they say, this makes no sense.

So the only concrete suggestion that 1
think 1 can make about that relates to the
application note about the new definition of "loss.™
Because as everything 1 think has agreed here, there
are cases of health care fraud where you just submit
the bill and i1t"s totally bogus and you steal the
money and, you know, that"s pretty easy.

In my judgment I haven®t seen many of
those. Most of the ones 1°ve seen — now, you know, 1
don"t have a high volume of these cases — but most of
the 