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I. INTRODUCTION 

This handbook is intended for senior law en­
forcement officials responsible for planning en­
forcement strategy, police tactics, and the allo­
cation of enforcement resources. It presents an 
innovative procedure for identifying changes in 
organized criminal initiatives and measuring the 
effectiveness of enforcement methods directed 
against organized criminal activity. The proce­
dure is intended to supplement conventional 
intelligence gathering and as a means of reduc­
ing its cost and increasing its effectiveness. The 
proposed procedure has been tested in strategic 
and tactical applications and has yielded inves­
tigative leads and indictments at an extremely 
promising rate per man-hour of intelligence 
gathering and evaluation. These tests were 
conducted jointly with the Wayne County 
(Michigan) Organized Crime Task Force. Sev­
eral of the cases discussed are still active cases. 

The procedure was developed and tested 
with support from the National Institute of 
Law Enforcenent and Criminal Justice, Law 
Enforcement Assistance Administration, U.S. 
Department of Justice. It will be evident to the 
experienced professional reader that its effective­
ness in a particular application will be reduced 
when the fact of its use becomes known to the 
organized criminal community against which it 
is directed. For this reason this handbook con­
centrates on displaying the method and provides 
only a limited number of illustrations. This 
choice may cause some duplication of effort as 
enforcement communities in different jurisdic­
tions adapt the procedures to identical applica­
tions. It has been made so that this handbook 
does not serve the criminal community as an 
extensive catalogue of probable applications. 

A. The Problem 

Traditional enforcement intelligence gather­
ing has identified individual criminal acts, or­
ganizations, and pending initiatives through 
informants, surveillance of known suspects, and 
undercover i'nvestigations. Investigative and 
prosecutorial planning has been based on meas­
ures of criminal and enforcement activity that 
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are ordinarily collected as part of the basic 
activities of enforcement agencies. Results of 
enforcement activities are measured in hours 
of investigative time; number of arrests, indict­
ments, and convictions; amounts of seized con­
traband and recovered property; and changes 
in the number of crimes reported to the police. 
Applied to the forms of organized criminal ac­
tivity that have been variO'.lsly described as 
"rackets" or "syndicated" crime, however, tra­
ditional intelligence gathering; has proven to be 
extr"'mely expensive, requir.ing a great many 
hours of investigative time per conviction, 
and measures of effectiveness, other than con­
victions of major figures, have been difficult to 
apply. 

Ideally, enforcement planning and resource 
allocation would deal with three levels of in­
formation, each increasing in abstraction. The 
first level of information is resource inputs; 
that is, manpower, equipment, and facilities. 
This information can be quantified. 

The second category of information is out­
puts of direct program activities which result 
from allocating available resources. These out­
puts are usually measured in terms of arrests, 
indictments, seized contraband, suspects inves­
tigated, etc. An 'output that is rarely measured 
quantitatively is the quality and timeliness of 
information obtained on changes in criminal in­
itiatives. Most strategic and tactical planning 
today is based upon those two types of informa­
tion. 

The third category of information deals with 
actual impacts. What, for example, happens 
after a given series of arrests, indictments, and 
convictions? The procedures outlined in this 
handbook have been developed to help over­
come the difficulty in obtaining this type of 
information. They consist of a series of steps 
for identifying, gathering, and using informa­
tion not usually considered in organized crime 
intelligence gathering, for the most part avail­
able from nonconfidential sources. Most of the 
information utilized through these procedures 
is published, maintained by government agen-



cies, or otherwi§.e available to the public. Some, 
though not generally available to the public~ 
can be obtained through the cooperation of 
trade organizations and private industrial or­
ganizations. The indicators developed through 
these procedures fall into a category between 
the second category; program activit)' outputs, 
and third category, program impact, outlined 
above. Each of the indicators measures both 
enforcement activity and the resultant impacts. 

This handbook will describe applications of 
these procedures to develop indicators which 
lead to successful investigative leads or measure 
enforcement effectiveness relating to loan shark­
ing, gambling, labor racketeering, pe!1sion and 
welfare plan fraud, infiltration of legitimate 
business by organized crime, and sale of un­
taxed cigarettes. Similar procedures 'applicable 
to other forms of organized criminal activity 
are currently being developed and tested for 
future distribution. 

In deciding whether to adopt some or all of 
these procedures, a law enforcement organiza­
tion should consider the costs of its existing 
intelligence gathering related to organized crim­
inal activity and determine whether the results 
obtained from the time and manpower expendi­
tures described in this package would signif­
icantly increase the effectiveness of the exist­
ing program at a relatively minor incremental 
cost or could replace a more burdensome pro­
cedure at a considerable saving. 

B. Program Hypothesis 

The procedures that are reported below are 
not predicated on any particular community 
size. They assume a sufficient degree of urbani­
zation to provide organized crime with a market 
for its specialized services such as high-risk 
loans, narcotics, gambling, various forms of 
commercial vice, and corruption. These pro­
cedures also assume a community size sufficient 
to attract the interests of organized crime in 
profit opportunities in business or labor man­
agement, from use of force, other forms of ex­
tortion, or corruption of public officials. 

Besides being of an appropriate size, the tar­
get community for this package should be one 
in which municipal government either perceives 
evidence of an existing organized crime pres­
ence; e.g., is aware of sales of narcotics or ex­
tortion threats or, on the basis of events sug-
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gesting such activity nearby, can anticipate that 
similar activity is underway within the juris­
diction or may be expected in the foreseeable 
future. 

Separate from the issue of size and character­
istics of communities for which these procedures 
are applicable is the basic requirement for the 
development of indicators of organized crime. 
The essential law enforcement resource for ef­
fective utilization of the procedures described 
here is not manpower or money, but integrity 
within the enforcement agency. This is true for 
two reasons; the first is self-evident. The pro­
cedures are designed to facilitate identification 
of investigative leads that, in turn, must be ex­
ploited to identify and obtain incriminatory 
evidence against significant organized crime fig­
ures. Obviously, if the agency is not interested 
in convicting identified individuals for gamb­
ling, extortion, or fraud, there is no purpose 
in identifying the incidence o~ a related form of 
conduct or the individuals engaged in it. 

The second reason is that even in the best 
of circumstances, the procedures described be­
low will not be effective indefinitely. Sooner or 
later, the organized criminal community will 
learn of them. When this happens, the data 
base upon which the analysis depends will be 
vulnerable to interference from the criminal 
community. Criminal organizations will be able 
to change their modes of operation so as to 
invalidate future data. The suggested proced­
ures, anticipating this, presuppose a continuing 
program to develop new data bases from which 
similar analyses can be made. However, if 
sources within the police agency utilizing the 
procedures are vulnerable to organized criminal 
influence, new data bases may be invalidated 
even before the analyses based on them can 
begin. 

Provided that the requisite degree of integ­
rity exists, the manpower and resources de­
mand required to utilize the procedures de­
scribed in this package can be very small. An 
effective test of some of the methods can be 
made using the part-time efforts of one man. A 
few of the methods require access to a computer 
terminal, but given the programs already devel­
oped and available, and access to a keypunching 
capability, the actual computer time needed to 
complete the analysis is on the order of five 
hours, and depends primarily on the number 



of establishments in the jurisdiction that are 
being analyzed. 

Since it is evident that the procedures de­
scribed will not be valid indefinitely, it will be 
necessary for the enforcement agency convinced 
of their utility to adopt a procedure for devel­
oping and testing new indicators to replace 
them. This function also is one that can be ac­
complished during brief periodic working ses­
sions of a small planning task force. 

C. Goals and Objectives 

The overall goal of the proposed procedures 
is to reduce the influence, scope, and financial 
resources of organized criminal activity at a 
lower cost than would otherwise be possible. 
In working toward that goal, these procedures 
are intended to achieve a number of interim 
objectives. First, the procedures should yield 
investigative leads faster and using less man­
power than conventional organized crime intel­
ligence gathering. Second, they should permit 
detection of organized criminal activity in areas 
not otherwise known to be infiltrated by or­
ganized crime, or give indication of new or­
ganized crime initiatives before conventional 
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confidential sources of information supply such 
information. Third, the procedures should per­
mit measurement of the effectiveness and conse­
quences of specific actions taken by the law en­
forcement community to suppress organized 
criminal activity more accurately than the meas­
ures now in use. 

D. Implementation Procedures 

The following seven case studies describe 
specific applications of the general hypothesis 
to individual types of organized criminal activ­
ity. The seven areas are: industrial worker loan 
sharking, labor racketeering and organized 
criminal infiltration of business, sale and dis­
tribution of untaxed cigarettes, illegal off-track 
be:.tting, business extortion, labor racketeering, 
and labor union welfare and pension plan 
fraud. 

For each type of organized crime, the follow­
ing is described: hypothesis and methodologi­
cal guidelines, summary procedures, case study, 
implementation of methodology, and monitor­
ing and self-evaluation. The procedures are de­
scribed in sufficient detail so as to permit their 
incorporation into local law enforcement efforts. 



II. CASE STUDY: INDUSTRIAL WORKER LOAN 
SHARKING 

A. Hypothesis and Methodological Guidelines 

The large concentration of low- and 
moderate-income workers at medium- and 
large-scale manufacturing and warehousing fa­
cilities provides the industrial loan shark with 
a large pool of potential clients. The individ­
ual who lends money at usurious rates to 
industrial workers, although sometimes an inde­
pendent operator, is more likely one of the fol­
lowing types: 

1. A contact man, employed in the plant, 
who obtains his funds from an organized 
criminal system; 

2. A contact man not employed in the plant, 
perhaps employed nearby, who obtains 
his funds from an organized criminal sys­
tem; and 

3. An individual who lends his own funds, 
but pays into an organized criminal sys­
tem for the "franchise" to lend money at 
usurious rates. 

Regardless of category, the industrial loan 
shark so defined typically will be of the same 
socio-economic background as the people to 
whom he lends money. 

The borrower, the loan shark's "client" or 
victim, is typically someone who "just gets by" 
financially and occasionally needs to borrow to 
pay unexpected expenses or to replace money 
lost in gambling or spent on drinking or nar­
cotics. The industrial loan shark or his agent 
stands ready to make a loan, is knotvn to his cli­
ents, is aware of his clients' financial needs from 
day to day, and is available during the working 
day to make a loan. The loan shark may take 
an active role in developing his clients by in­
creasing their needs for short-term loans. 
Whether an acquaintance or a fellow worker, 
the loan shark may encourage gambling or nar­
cotics use, thereby creating unexpected debts 
or expenditures. Also, the loan shark may en­
courage indebtedness through more licit activi­
ties, such as drinking after work. 
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The loan shark is senSItIve not only to his 
climt's need for money, but also to the poor 
financial management or insufficient income 
giving rise to that need. The loan shark 
knows that there are many demands on the bor­
rower's salary, and that if the borrower does 
not repay the loan upon receipt of a pay check, 
the loan is unlikely to be repaid. To ensure 
immediate repayment, the industrial loan 
shark typically runs a check-cashing service for 
his borrowers and requires them to use this 
service. He will accept the borrower's endorsed 
pay check and return to the borrower cash in 
the amount of the check minus the amount of 
money owed the loan shark (principal plus 
interest). To negotiate the check for his own 
benefit, to convert it to cash or to deposit it in 
an account, the loan shark must place his own 
endorsement on the cl1eck. The central hy­
pothesis upon which the methodology is based 
stems from this prt.\ctice. It is: Second endorse­
ments of payroll checks by individuals not fall­
ing within the normal check-cashing categories 
(discussed below) indicate the existence of loan 
shark activity, identifies the loan shark or his 
representative, and his victim. 

The procedure for analyzing second endorse­
ments requires that all cancelled payroll checks 
for several current, consecutive pay periods for 
single plants or warehouses be examined and 
that certain categories of second endorsements 
on employee payroll checks be systematically 
recorded. Not all second endorsements are in­
dicative of loan sharking, and two guidelines 
must be applied to eliminate initially the re­
cording of obviously legitimate ones. The sec­
ond endorsement of an individual with the same 
surname as the payee of the check is assumed 
to be that of a relative and therefore legitimate. 
The second endorsement of a bank or large 
retail or chain store may ;).lso be assumed to be 
legitimate. For all other second endorsements, 
all available information shown on the check 
should be recorded. Complete recording at 
this point facilitates further investigation and 



avoids the necessity of having to reexamine the 
checks. The information to be recorded should 
include as much of the following as appears: 

1. Name of second endorser. 
2. Address of second endorser (if shown). 
3. Bank account numbers which can be at­

tributed to the second endorser. 
4. Any other identification numbers which 

can be attributed to the second endorser. 
5. Name of bank where check was negoti-

ated. 
6. Check number. 
7. Dollar amount of the check. 
8. Name of payee. 
9. Address of payee. 

10. Payee's employment I.D. number. 
11. Payee's department number. 

The second endorsements should then be sorted 
into three categories which bear differing levels 
of scrutiny. The first category is that of bars, 
restaurants, gas stations, and other small busi­
nesses. The second category is that of individ­
uals who are not employees of the establish­
ment for which the checks are being examined. 
This is determined by comparing the names of 
second endorsers with a list of all employees at 
the location u'nder examination. The third cat­
egory is that of individuals who are employees 
at the location for which the checks are being 
examined. 

The first category, small businesses, is least 
suggestive of loan sharking operations. The en­
tries in this group are likely to include bars, 
liquor stores, small grocery stores, and perhaps 
a few gas stations which are located near the 
plant or warehouse and which regularly cash 
large numbers of payroll checks. Low priority 
is given to this category because it is not uncom­
mon or irregular for a worker to cash his check 
at any of these types of business establishments. 
However, they merit some attention as some of 
these businesses could provide a good cover un­
der which a loan sharking operation can be 
well-masked and rendered undetectable on the 
surface. Also, these enterprises could support 
activities which lead to loan sharking, such as 
gambling and narcotics. 

When small businesses are found to be cash­
ing regularly large numbers of payroll checks, 
inquiries should be made to determine the own­
ership of the establishments cashing checks, and 
to verify the ability of the establishment to 
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raise legitimately a sufficient amount of cash to 
cover the dollar amounts of checks regularly 
cashed. Should a criminal involvement of a 
business's management be suggested or insuf­
ficient financial resources be shown, then indus­
trial loan sharking might be indicated. Further 
cause for suspicion would arise from seemingly 
illogical locations. If a business cashing large 
numbers of checks is distant from the location 
of the place of work and not convenient to the 
residence of the employees. th~n the cashing of 
checks might also suggest loan sharking activ­
ity. If an individual cashed his check consis­
tently at an "inconvenient" location, there may 
be reason to question his action. 

The second category of second endorser is 
individuals not employed at the location under 
examination. This is considerably more sugges­
tive of loan sharking than the first category. Un­
less an individual's second endorsement appears 
on behalf of a business establishment (e.g., a 
bartender), the repetitive endorsement by a 
single individual of a number of payroll checks 
should be considered suspicious and possibly 
indicative of loan sharking. If the Ilame of a 
second endorser appears regularly on the sa.me 
employee's payroll checks with perhaps some 
new first endorsers being added and some old 
dropping out each week, then the identity of 
the second endorser should be established. Of 
particular interest are his criminal history and 
financial status. If the individual does not have 
sufficient legitimate resources to negotiate the 
checks he endorses, and if no legitimate rea­
sons for his endorsing these checks can be deter­
mined, then there is a strong suspicion that the. 
second endorser so identified is involved in loan 
sharking. 

The third category, that of repetitive second 
endorsements by individuals employed within 
the plant under scrutiny, is the most suggestive 
of industrial loan sharking, as such activity is 
not typical of workers on modest salaries. (This 
assertion does not ignore the existence of 
check-cashing pools and lotteries based upon 
the check's identification number. These ac­
tivities are, however, readily identified since 
they are visible.) Should any employee be found 
to cash checks totaling even a few hundred 
dollars consistently over several pay periods, 
there is strong reason to suspect that he is in­
volved in loan sharking operations, and perhaps 
either drug trafficking or gambling. 



To summarize, the examination of second 
endorsements can bring an investigation to 
the point of identifying, with a high degree of 
assurance, investigative leads on loan sharking 
operations. The analysis will identify the names 
of individuals who have been and are currently 
being victimized by loan sharking and those 
who are involved in making the loans. Further­
more, by determining if any checks bear the 
second endorsement of different individuals on 
different we.eks, and if this pattern is consist­
ent among several employees, the analysis may 
reveal a network among lenders. 

This information makes it possible to direct 
conventional police investigative and surveil­
lance activities with increased precision and re­
duce the burden of making a sufficient showing 
of probable cause for support by grand jury ex­
amination. 

In the course of the investigative phase work, 
application of the methodology may be con­
tinued to identify changes in the loan sharking 
methods. Changes in the endorsement patterns 
may indicate that the investigation has been 
discovered and that the methods of operation 
are changing or diminishing as a result of that 
investigation. If, for example, the number of 
second endorsers decreases significantly, it may 
be because of an actual. decrease in loan shark­
ing or because of implementation of a new 
loan sharking procedure. Surveillance conducted 
on loan sharks and victims identified by earlier 
second endorsement reviews would identify 
cases, for example, where instead of cashing pay 
checks himself, the loan shark escorts his vic­
tims to a bank where they cash their payroll 
checks in his presence and immediately make 
payment to him. 

B. Summary Procedures 

1. Obtain the payroll checks of all hourly 
employees for at least the four most re­
cent consecutive pay periods. 

2. Examine the second endorsements appear­
ing on the backs of the checks. If the 
endorsement is not that of a· family mem­
ber (determine by a comparison of sur­
names) 01' of a large and generally well­
known business establishment, record the 
following information: 

a. Name of second endorser, along with 
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address and any identification num­
bers. 

b. Name of bank at which the check was 
first negotiated. 

c. Any bank account numbers appearing 
on the check. 

d. Dollar amount of the check. 
e. Check number. 
f. Name, address, social security number, 

employee identification number, and 
department number. of the payee of 
the check. 

3. When the second endorser is an individ­
ual, determine if he is an employee at 
the plant for which the checks are being 
examined. 

4. Group the second endorsers into three 
categories: 
a. Individuals employed within the 

plant. 
b. Individuals not employed within the 

plant. 
c. Businesses. 

5. For each group, summarize and display 
the data in a way which will facilitate the 
determination of: 
a. The number 'of checks cashed by each 

second endorser. 
b. The dollar value of the checks cashed 

by each second endorser. 
c. The consistency with which a payee 

cashed his check with a given sec­
ond endorser. 

d. The frequency with which payees 
cashed their checks with different 
second endorsers. 

(Exhibit 1 sh",ws a format that displays 
the required information.) 

6. Identify second endorsers who appear not 
to have legitimate reasons for cashing pay­
roll checks based upon following criteria: 
a. Individuals countersigning checks have 

proven or suspected criminal records. 
b. Individuals or businesses do not ap­

pear to have legitimate access to suffi­
cient funds for cashing checks. 

7. Utilize conventional investigative proce­
dures to determine relationships among 



identified lenders and to exploit channels 
of access to criminal sources of funds. 

8. Implement monitoring systems to identi­
fy renewed attempts at industrial worker 
loan sharking. 

The next section describes the application 
and testing of these steps as part of a local law 
enforcement effort. The sections that follow it 
describe the resources required to implement 
and maintain a methodology to identify indus­
trial loan sharking activities and describe guide­
lines for monitoring and self-evaluation. 

C. Analysis of Indicators of Industrial 
Loan Sharking 

An investigation of industrial loan sharking, 
utilizing the techniques described in the sum­
mary procedures, was undertaken with the co­
operation of the Wayne County Organized 
Crime Task Force. 

Through a personal contact with the vice 
president for personnel of a major U.S. manu­
facturing corporation, access was gained to the 
payroll checks of all hourly employees in two 
manufacturing plants. One plant is located in 
the heavy industrial section of a major city 
and has approximately 450 hourly employees; 
the other plant is located in an industrial sub­
urb twenty miles from the first plant and has 
approximately 1100 hourly employees. 

The examination of payroll checks was car­
ried out in two phases. In the first phase, names 
and appropriate identification information of 
both payees and second endorsers on payroll 
checks with suspicious second endorsements 
were recorded. This was done for four consecu­
tive pay periods to identify recurring second 
endorsers and to determine the consistency 
with which employees' checks bore the same 
second endorsement. Employee records were 
checked to determine whether the recurrent 
second endorsers were employees at the fac­
tory. Conventional financial investigative tech­
niques were utilized to determine whether the 
second endorsers had sufficient financial re­
sources to support the level of check cashing 
evidenced by the endorsements. 

The second phase consisted of tracing back 
in time the payroll records of employees on 
whose checks suspicious second endorsements 
appeared. This was done to determine the 
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length of time that these workers had been turn­
ing over their checks to possible loan sharks. 
Perhaps even more important, this historical 
analysis identifies relationships among the sec­
ond endorsers. An operational relationship be­
tween two second endorsers, possible loan 
sharks, is assumed if the borrowers turn their 
pay checks over to either one of two endorsers. 

Local law enforcement personnel who, be­
cause of limited resources, could initiate only 
one field investigation at a time, decided that 
primary attention ,vould be given to the 
inner-city plant. Consequently, only the first 
phase of the check examination was carried out 
for the suburban plant. 

An analysis of the patterns of second en­
dorsements for both factories follows, along 
with a description of the police investigation 
into loan sharking activities in the inner-city 
factory. 

Inner-City Plant 

In the first phase of the examination of sec­
ond endorsements, four consecutive pay periods 
were reviewed. Checks endorsed by large re­
tail stores or banks were eliminated. The names 
of thirteen individuals appeared as second en­
dorsements on two or more checks in each of 
the four pay periods. A summary of the data for 
a typical one-week pay period appears as Ex­
hibit 1. 

Second endorsers # 2 and # 12 were singled 
out for further investigation because the amount 
of money they handled was considerably higher 
than the amounts handled by other second en­
dorsers. A financial investigation initiated 
through law enforcement channels indicated 

EXHIBIT I-Summary of Individual 'Second Endorsees 
for Typical One·Week Pay Period 

Amount of Money 
Second Is Endorsee Number of Represented by 

Endorsees an Employee? Checks Cashed Checks Cashed 

I YES 2 S 173 
2 YES 29 3,300 
3 NO 2 136 
4 NO 3 307 
5 NO 3 162 
6 NO 3 360 
7 NO 2 277 
8 YES 5 584 
9 NO 3 643 

IO NO 2 165 
11 YES 2 360 
12 NO 24 3,004 
13 YES 5 4'/2 



that neither of the two individuals had suffi­
cient legitimately held financial resources to 
engage in the level of check cashing evidenced 
weekly. 

Concurrently, the payroll checks of ten of the 
"victims" were traced back through 22 pay pe­
riods to determine the length of time these 
individuals had been turning their checks over 
to possible loan sharks. This analysis also iden­
tified the relationships among two or more pos­
sible endorsers. Exhibit 2 summarizes the en­
dorsement patterns of these ten employees. It 
shows that the clientele of the two second en­
dorsers is interchangeable. This interchangea­
bility suggested that if loan sharking was in 
fact taking place, it was being carried out not 
by a single individu.al, but rather by a small 
organization. 

On the basis of the above information, Task 
Force officials carried out an active police in­
vestigation. In March 1972, an undercover police 
officer was placed in the plant as an hourly 
employee. He was given a job in the same shift 
and department of the factory in which one of 
the suspected ioan sharks was employed. He 
was instructed to make it known that he was in 
severe financial trouble and that he needed to 
borrow money. Within a matter of days, one of 
the suspected loan sharks offered a loan in the 
amount of $20. Unfortunately, the officer re­
fused the loan in the hope that a larger loan 
would be offered. Either because of his failure 
to take the offered loan or because of his un­
willingness to participate in any of the other 
continually ongoing illegal activities, narcotics 
and gambling particularly, or to socialize with 
fellow employees, the officer became suspect 
and his undercover assignment was terminated. 
His short-term presence in the plant did, how­
ever, validate the belief that loan sharking was 
going on. Further, he was able to corroborate 
the identity, gleaned from the second endorse­
ments, of the loan sharks and the borrowers 
suggested by the second endorsements. . 

Concurrent with the undercover investiga­
tion, a complete criminal and financial check 
of the second endorsers was made. Second en­
dorser # 12 showed a pattern of living and fi­
nancial worth not at all consistent with her legit­
imate income. This individual (a woman who 
is married to a retired former plant employee) 
had no income tax record and showed no visible 

8 

means of support other than social security, but 
had two unlisted phones, had three cars, and 
always paid cash for large purchases. Her un­
explained income in 1972 was in excess of 
$14,000. 

EXHIBIT 2.-Summary of Endorsement Patterns of Ten 
Suspected Loan Shark Victims. 

BORROWER NO. 1 
Second Endorsement by 

Bank or 
Pay Period No. 12 No.2 No. 8 Other Supermarket 

X 
2 X 
3 X 
4 X 
5 X 
6 X 
7 X 
8 X 
9 X 

10 X 
11 X 
12 X 
13 X 
14 X 
15 X 
16 X 
17 X 
18 X 
19 X 
20 X 
21 X 
22 X 

BORROWER NO.2 
Second Endorsement by 

Bank or 
Pa), Period No. 12 No.2 No.8 Other Supermarket 

I X 
2 X 
3 X 
4 X 
5 X 
6 X 
7 X 
8 X 
9 X 

10 
11 X 
12 X 
13 X 
14 X 
Hi X 
16 X 
17 X 
18 X 
19 X 
20 X 
21 X 
22 X 



EXHIBIT 2,-Summary of Endorsement Patterns of Ten 
Suspected Loan Shark Victims-Continued. 

BORROWER NO.3 BORROWER NO.5 
Second Endorsement by Second Endorsement by 

Bank or Bank or 
Pay Period No. 12 No. 2 No.8 Other Supermarket Pay Period No. 12 No.2 No.8 Other Supermarket 

1 X 1 X 
2 X 2 X 
3 X 3 X 
4 X 4 X 
.r; X 5 X 
6 X 6 X 
7 X 7 X 
8 X 8 X 
9 X 9 X 

10 X 10 X 
11 X 11 X 
12 X 12 X 
13 X 13 X 
14 X 14 X 
15 X 15 X 
16 X 16 X 
17 X 17 X 
18 X 18 X 
19 X 19 X 
20 X 20 X 
21 X 21 X 
22 X 22 X 

BORROWER NO.4 BORROWER NO.6 
Second Endorsement by Second Endorsement by 

Bank or Bank or 
Pay Period No. 12 No. 2 No.8 Other Supermarket Pay Period No. 12 No.2 No.8 Other Supermarket 

1 X I 0 
2 X 2 ® 
3 X 3 0 
4 X 4 ® 
5 X 5 0 
6 X 6 ® 
7 X 7 0 
8 X 8 ® 
9 X 9 X 

10 X 10 X 
11 X 11 0 
12 X 12 0 
13 X 13 0 
14 X 14 ® 15 X 15 0 
16 X 16 ® 17 X 17 0 
18 X 18 X 
19 X 19 0 
20 X 20 ® 21 X 21 0 
22 X 22 ® 

® = Endorsee No.4 
o = Endorsee No.5 
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BORROWER NO.7 BORROWER NO.9 
Second Endorsement by Second El'dorsement by 

Bank or Bank or 
Pay Period No. 12 No.2 No. 8 Other Supermarket Pay Period No. 12 No. 2 No.8 Other Supermarket 

1 X 1 X 
2 2 X 
3 X 3 X 
4 X 4 X 
5 5 X 
6 X 6 X 
7 X 7 X 
8 X 8 X 
9 X 9 X 

10 X 10 
11 X 11 X 
12 X 12 X 
13 0 13 X 
14 14 X 
15 X 15 X 
16 X 16 X 
17 X 17 X 
18 X 18 X 
19 X 19 X 
20 X 20 X 
21 X 21 X 
22 X 22 X 

0 = Endorsee'No.6 

BORROWER NO.8 BORROWER NO. 10 
Second Endorsement by Second Endorsement by 

Bank or Bank or 
Pay Period No. 12 No. 2 No.8 Other Supermarket Pay Period No. 12 No.2 No.8 Other Supermarket 

1 X 1 X 
2 X 2 X 
3 X 3 
4 X 4 
5 X 5 
6 X 6 
7 X 7 X 
8 X 8 X 
9 X 9 X 

10 X 10 X 
11 X 11 X 
12 X 12 X 
13 X 13 X 
14 X 14 X 
15 X 15 X 
16 X 16 X 
17 X 17 X 
18 X 18 X 
19 X 19 X 
20 X 20 X 
21 X 21 X 
22 X 22 
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The home of second endorser # 12 was placed 
under surveillance. The analysis of second en­
dorsement patterns had shown that "clients" 
of second endorsers #2 and #12 would tum 
their pay checks over to either one of the two 
possible loan sharks. In other wo!ds, the pay­
roll checks of suspected loan shark victims 
would sometimes be endorsed by second en­
dorser # 12 and sometimes #2. The relation­
ship between # 12 and #2 was further corrob­
orated when the surveillance team observed 
a car drive from the residence of second en­
dorser #12 to that of #2. After direct contact 
between the two was observed, all checks for­
merly enclorsed by second Endorser # 12 were 
thereafter endorsed by #2. Through surveil­
lance, it was also learned that second endorser 
# 12 regularly visited a bonding service that 
appeared to do little business while maintain­
ing large amounts of cash in checking accounts. 
The bonding service also was reported to main­
tain large amounts of cash on hand. 

The Task Force objective of this investiga­
tion was not primarily to prosecute and jail 
the industrial loan sharks, but first to determine 
the relationship between organized crime and 
industrial" worker loan sharking and, second, to 
identify those people in policy-level positions 
in the organized crime system. The investiga­
tion is continuing and the results will be placed 
before a grand jury in the near future. 

Suburban Plant: 
Phase' I of the analysis of s~cond endorse­

ment patterns was completed for the suburban 
plant. Pay checks for' four consecutive pay pe­
riods were examined. Based upon this review of 
endorsements, the following second endorsers 
are, thought to be of interest for further inves­
tigation. 

Average 
Average Amount of 

Number of Money 
Checks Represented 

Second Is Endorser Cashed Per by Checks 
Endorsers an Employee? Pay Period Cashed 

1 NO 13 $1,531 
2 YES 9 1,089 
3 YES 3.5 390 

The second endorsers listed above are all pri­
vate individuals, none of whom show legiti­
mate financial holdings sufficient to support the 
level of check cashing evidenced by the recur­
rent second endorsements. Also, endorsers #2 
and # 3 have criminal records. 
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There are also three business establishments 
within the immediate vicinity of the plant 
which merit further inquiry. Numbers 4 and 5 
below are neighborhood bars, and #6 is a small 
gas station. 

Second 
Endorsers 

4 (bar) 
5 (bar) 
6 (gas station) 

Amount of Money 
Numbel' of Represented b~ 

Checks Cashed Checks Cashed 

51 
47 

7 

$7,093 
6,558 

920 

In general, it is not unusual or suspicious for a 
bar to cash a significant number of checks on 
pay day as a service to customers from neigh­
boring plants. These two bars become a matter 
of interest, however, for the following reasons. 
In the case of bar #4, financial records both of 
the employees and of the corporation do not 
show sufficient funds to support the level of 
check cashing that takes place, and the credit 
reference indicates that the corporation is not 
able to borrow legitimately each week an 
amount of money sufficient to support that level. 
In the case of bar #5, the financial and credit 
information are analogous to that of bar #4. 
Furthermore, the owner of the bar has a crim­
inal record of concern. The instance of the gaso­
line station cashing an average of $920 weekly 
is also curious. It is seldom the case that a gas 
station need provide a check cashing service in 
order to maintain its clientele. Furthermore, it 
is unusual today that a station should maintain 
on hand that amount of cash. The circumstances 
indicate that these three business establish­
ments should be subject to further investiga­
tion. 

D. Implementation of Methodology 

This test investigation had to deal with sev­
eral problems that new investigations may be 
they may be dealt with now, an~ summarized 
below: 

1. Considerable time had to be spent with 
Task Force officials explaining both the 
general concepts supporting the develop­
ment and use of indicators of organized 
crime and the specific hypotheses having 
to do with loan sharking. Specifically, a 
working relationship based upon confi­
dence and trust had to be established, 
and ,the Task Force had to understand 
the risks involved in testing these new 



approaches. This effort would not neces­
sarily have to be duplicated as the con­
cept has to a large degree been proven. 
The degree to which credibility has been 
established should reduce considerably 
the time required to explain the utility 
of this approach. 

2. Selection of a corporation where mutual 
trust and confidence could be developed 
required some preparation. Corporate of­
ficials had to be convinced that participat­
ing in this experiment was beneficiaL 
Also, certain corporate resources were re­
quired for the analysis, as payTOn checks 
had to be removed from files and taken 
to a relatively secure office in such a way 
as to prevent disclosure of the project's 
purpose and method. The time required 
for developing these relationships should 
decrease as the validity of this approach 
is proven. 

3. Inasmuch as corporate flIes of cancelled 
checks had not previously been reviewed, 
requirements for labor and supporting in­
formation were not known with any pre­
cision. Based upon work completed to 
date, it is now possible to estimate with 
some accuracy resource requirements 
for the analysis. 

The initial analysis of the payroll checks at 
both plants required fifteen man-days· of effort 
of the following people: three attorneys, one 
certified public accountant, and one auditor 
from the Task Force; and a political scientist 
and economist from the project staff. Five of 
these fifteen man-days were required for policy­
level discussions with corporate officers to es­
tablish credibility and gain access to payroll 
checks. Ten man-days of effort were required 
for the recording of information from the 
checks, analysis of the information, and identi­
fication of possible loan sharks and theh- victims. 

Following this initial analysis, ten man-days 
were required to determine the financial condi­
tion and criminal history of both the possible 
loan sharks and their victims. 

Seven man-days of effort represented the plac­
ing of the undercover agent in the plant. Ten 
man-days of surveillance on selected loan sharks 
followed the undercover work. 

Based upon the information collected, twenty 
man-days of effort have been devoted to the 

preparation of letters inviting loan shark vic­
tims for informal questioning by attorneys and 
investigators, the interrogation of those who 
answered the letter, the preparation of sub­
poenaes, and the development of grand jury 
questions. 

In summary, an estimate of the' time . and 
personnel category required to analyze the pay­
roll checks for 1,500 workers over four pay pe­
riods is: 

Manpower Requirements 
Step I-Initial analysis '4-5 man-days of a trained 

clerk 
Step 2-Identification of possi­

ble loan sharks and 
victims 

2 man-days of a clerk. 1-5 
man-days investigator 

Step 3-Confirmation of loan 
shark/victim relation­
ship 

I-? man-days of police in­
vestigators 

It is not possible here to identify with any 
precision the manpower requirements of police 
investigators and attorneys after suspected loan 
sharks and victims are identified, as this would 
vary according to size and incidence of the loan 
sharking operation identified and the priorities 
of local law enkrcement officials_ What is im­
portant, however, is that only 6-7 man-days of 
clerk-time and 1-5 man-days of investigator time 
at maximum are required before decisions are 
made to allocate scarce and expensive. police 
and prosecutor time. 
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This analysis could require even fewer law 
enforcement resources if businessmen them­
selves were to analyze, at least on a sample 
basis, second endorsers. The encouragement of 
this activity would have to be based upon local 
conditions. If this information could be gath­
ered for a number of plants and warehouses in 
varying sizes in a single jurisdiction simultan­
eously, the likelihood of obtaining useful in­
formation before the criminal community 
learns of the method would be increased. 

E. Monitoring and Self-evaluation 

Eventually, these procedmes should result in 
either a reduction in loan sharking or a change 
in the method of operation by loan sharks. 
In order to monitor these changes, payrolls 
should be rethecked periodically where loan 
shark second endorsers have been replaced by 
other second endorsers. These successors should 
be evaluated. If the new second endorsers are 
scattered throughout the city or are neighbors 



of the payee, he may be no longer a loan shark 
victim. 

If the new second endorsers are banks in th~ 
neighborhood of the plant, the loan shark may 
be accompanying his victim to the bank to col­
lect as soon as the employee cashes his check. 
Surveillance will determine whether a loan 
shark is escorting his victims to the bank. 

To evaluate the success of a loan shark sup­
pression program after the criminal community 
has learned to avoid double endorsements, it 
will be necessary to monitor other indicators of 
change. Productivity increases in sections where 
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there were a number of loan shark victims may 
indicate the removal of loan shark pressures 
and the associated time requirements. 

A decline in losses or thefts of valuable tools 
and materials would also indicate that the 
number of loan shark victims has decreased. 

Self-evaluation and monitoring, in many 
cases, may not require the direct commitment 
of law enforcement beyond generally advising 
businessmen. This dual function, then, might 
be built into business proc;:edures, and any sus­
picious trends or aberrations reported to law 
enforcement officials. 



III. CASE STUDY: LABOR RACKETEERING AND 
ORGANIZED CRIMINAL INFILTRATION OF 

BUSINESS 

A. Hypothesis and Methodological Guidelines 

Continued analysis of the annual reports of 
labor unions and their respective pension and 
welfare plans may help to identify shifts in 
the scope and incidence of organized crime. 
One set of indicators developed and tested 
analyzed the way in which unions and plans 
utilize their assets. One of the specific hypoth­
eses tested was that shifts in portfolios from 
secured assets (e.g., mortgages and government 
bonds) to unsecured assets (e.g., signature 
loans and notes) may be indicative of organ­
ized criminal influence. Such influence might 
ultimately result in a union or plan losing assets 
due to default on loans. The existence of un­
secured loans is hypothesized to be cause for 
further investigation into the union's or plan's 
management practices. 

There are, however, reasons other than de­
fault of loans due to criminal activity for ex­
amining the assets of labor unions and their 
pension and welfare plans. Certain unsecured 
loans to businesses by unions already domi­
nated by criminal influence may identify prelim­
inary attempts by criminal interests to take 
over legitimate business. The hypothesis here 
is that a note or loan signed by a business, 
with no lien against any assets, may represent 
the preliminary attempt by organized crime to 
infiltrate that business because a business with 
assets would prefer the lower interest rate to 
be associated with a secured transaction. 

If a businessman needs cash to pay either 
legally or illegally incurred debts, and he is 
un~'ble to pay them through legitimate sources, 
he may approach (or be approached by) crim­
inal interests who agree to make a loan on the 
businessman's signature. In situations where 
the debt was incurred through illegal or irreg­
ular practices, such as' gambling or investment 
in speculative ventures, the businessman may 
prefer the high-interest unsecured loan to avoid 
drawing notice to the indebtedness by filing 
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liens. In these cases, the businessman does not 
want his partners and colleagues and those who 
hold equity in the company to know of the loan, 
and as they would not approve of the loan, none 
of the company's assets is formally pledged as 
collateral. However, the note will be treated by 
the lender as 3. loan to the company, not the 
individual. 

The holder of the note, the lender, may want 
to appear to be legitimate. If so, the signed 
note may be listed as an asset in a portfolio, 
as it would reflect an increase in asset growth. 
This would cert.ainly be the case where the lend­
ing agent has a constituency which, at least in 
a peripheral sense, is concerned with asset 
growth. Brokers, investment banks, and wel­
fare and pension plan trustees are in this cate­
gory. Although the lender or its agent is will­
ing to list the loan as an asset, the borrower 
may not be so interested in acknowledging the 
loan as a liability. Acknowledging that the loan 
had been made would expose him to his col­
leagues, principals, and family. 

Examination of discrepancies between se­
lected lenders' listings of assets and borrowers' 
recorded liabilities, then, is postulated as a 
means to identify preliminary criminal efforts 
to infiltrate legitimate business. If the business­
man cannot pay the loan, lie may be forced to 
surreptitiously turn over certain business oper­
ations to criminal interests. 

This form of takeover has both logical and 
historical bases. To summarize some of the 
above points, a businessman obtains money 
from criminal sources when he is unable to ob­
tain a loan from legitimate sources. As a 
preliminary move to take over the business, cri~­
inal interests will lend the money to the bUSI­
nessman as a company officer, and take his note 
or 1.0. U. The lender, when it desires to appear 
legitimate, lists this note as an asset since its 
constituency or clientele is concerned with port­
folio growth. Also, to make the note appear to 
have intrinsic worth, although unsecured, it is 



identified as being a note backed up by the 
businessman's company. 

This note, however, is never recorded as a 
company liability by the company. After the 
note is signed, pressure is then put on the busi­
nessman to pay. When he can't, alternatives are 
offered by the lenders which may include ob­
taining an interest in the company, using. the 
company as a front for illegal operations, using 
the company's credit rating fraudulently, and 
so on. Cases of criminal takeover of legitimate 
businesses are familiar, but they are usually not 
discovered until after a considerable time pe­
riod over which the company's assets have been 
depleted or the businessman has been physi­
cally threatened. The relationship suggested 
by the lender listing the note as an asset and 
the businessman not listing the note as a liabil­
ity seldom is recognized before the business 
takeover. 

Unsecured loans made by unions and wel­
fare and pension plans can be readily identified 
by examining their annual reports filed with 
the U.S. Department of Labor. The liabilities 
of businesses can often be' obtained through 
commercial credit bureaus. Any major discrep­
ancy between the lender acknowledging a note 
as an asset and the borrower acknowledging it 
as a liabili~y is cause for further investigation. 

B. Summary Procedures 

Listed below are the procedural steps for 
utilizing the indicator described above: 

1. List the unsecured loans made to busi­
nessmen by labor unions and their wel­
fare and pension plans as these appear 
on the unions' or plans' annual reports. 

2. Obtain from commercial credit bureaus 
the credit rating of the identified busi­
ness, and determine whether the loan is 
listed as a liability. 

3. Where the loan is not listed as a liability, 
consider the circumstance an investigative 
lead to organized criminal activity. 
a. Examine tax records of the business 

or businessman; 
b. Conduct conventional investigation to 

determine criminal influence on bor­
rowers; and 

c. Conduct investigation of the lender. 
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The next section describes the application 
and testing of these steps as part of a local law 
enforcement effort. The following section~ iden­
tify the resources required to implement and 
maintain a methodology to identify this type 
of criminal activity and describe guidelines for 
monitoring and self-evaluation. 

C. Analysis of Indicators of Labor Racketeer­
ing and Organized Criminal Infiltration of 
Business 

An investigation of the relationship between 
labor racketeering and organized criminal infil­
tration of business was undertaken with the 
Wayne County 01\ganized Crime Task Force. 
The preliminary aspects of this investigation 
proceeded quickly as the analysis of labor union 
and pension and ,velfa1"e plans had been com­
pleted and working relationships with a com­
mercial credit bureau established. 

In one of the pension plans examined, assets 
were. composed primarily of unsecured loans, 
the breakdown being: 

Year % Assets in Unsecured Loans 
1966 93.4 
1967 76.1 
1968 88.9 
1969 53.6 (estimated with on1y partial data) 

In 1968, unsecured loans were over $10 mil­
lion. In 1969, they were more than $4 million. 

One of these listed. assets is a $50,000 
payable-on-demand note signed by an officer of 
a middle-sized light industrial operation. The 
note states that money was loaned to the busi­
ness on the officer's signature. The union does 
not represent any employees who are employed 
by this company. The note, then, is listed as a 
pension plan asset. 

A review of a commercial credit analysis of 
the company did not reveal this note being 
listed as ",liability. 

Preliminary audit indicates that this is not a 
bookkeeping error and that the businessman 
is intentionally trying to hide the loan. An in­
vestigation is now underway to determine 
whether the pension plan, which is other­
wise suspected of at least questionable prac­
tices, made this loan as part of an effort to take 
over or criminally influence an established legit­
imate business. 



D. Implementation of Methodology 

One time-consuming problem, which would 
not have to be duplicated by law enforcement 
officials, was establishing a working relation­
ship w.ith a commercial credit agency. The es­
tablishment of mutual trust and confidence is 
important, as detailed information about a busi­
ness may be wanted that is not on the published 
credit reports. 

Identification of the unsecured loans in the 
pension plan portfolio was made in the analy­
sis of pension plan fraud. Once a working re­
lationship was established with officials of the 
commercial credit bureau, only five man-days 
of effort were required to determine that there 
may be an illicit relationship between the busi­
nessman and interests which affect the pension 
plan. 

E. Monitoring and Self-evaluation 

The examination of the unsecured loans 
made by labor unions and welfare and pension 
plans to businesses and businessmen may dis­
close general trends of organized criminal in­
filtration of business. If all loans were made to 
one type of business, this might indicate a con­
certed effort to dominate one industry. Appro­
priate investigative and enforcement actions 
could then be taken. 

Careful attention should be given to the 
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form of business takeover attempted. If, for 
example, certain retail and wholesale opera­
tions were being taken over so as to take ad­
vantage of their established credit ratings, this 
would suggest certain enforcement actions as 
this form of criminal takeover is generally short­
term. The takeover of other businesses may 
have longer-telm implications, suggesting dif­
ferent enforcement actions. 

Remedial action planning must focus upon 
removing the' businessman from criminal­
controlled financing. Where money is needeq 
to pay legitimately incurred debts, even for bad 
business decisions, legislative attempts should 
be made to encourage legitimate lenders to 
make these relatively risky loans. This may be 
more cost effective than law enforcement ef­
forts. 

Patterns of lenders should also be analyzed. 
Particular attention should be given to how lend­
ers learn that a businessman is willing to take 
such a loan. Of particular interest is determin­
ing whether the lender participated in a 
scheme to place the businessman in debt, such 
as by supporting gambling activities. 

Self-evaluation and monitoring, here, may 
require considerable subjective analysis in terms 
of overall trends of business takeover, as oppor­
tunities to compare a lender's assets with a 
debtor's listed liabilities are limited. 



IV. CASE STUDY: SALE AND DISTRIBUTION OF 
UNTAXED CIGARETTES 

A. Hypothesis and Methodological Guidelines 

The differentials among states in cigarette 
taxes are great enough to encourage the or­
ganized sale and distribution of untaxed ciga­
rettes. For example, North Car.olina taxes ciga­
rettes at 2¢ per pack and Connecticut taxes 
cigarettes at l6¢ per pack, resulting in a total 
cost difference per pack of l4¢. If this tax 
can be avoided by first bringing cigarettes into 
the high-tax states from low-tax states, and, 
second, distributing them without payin.,g the 
high state taxes, significant profits from seem­
ingly legitimate operations can be obtained. 
In a high-tax state, Iegftimately sold cigarettes. 
may be sold for 50¢ per pack with a gross 
profit of 5¢ per pack. Untaxed cigarettes, how­
ever, may be sold for 45¢ per pack with a profit 
of 15¢ per pack as the tax has not been paid. 
The buyer of the cigarettes, naturally, will buy 
the lower cost cigarettes. 

If cigarettes are systematically brought into 
high-tax states for distribution, there has to be 
a distribution network. The bar owner or gas 
station owner who brings in a case of cigarettes 
every two weeks to sell to his friends or the 
out-of-town houseguest who bl'ings his host sev­
eral cartons of cigarettes are not considered to 
be part of organized criminal efforts to distrib­
ute untaxed cigarettes. One further assump­
tion is that mass distribution of untaxed cig­
arettes takes place through seemingly legitimate 
distribution channels, e.g., existing wholesalers 
and retailers, before cigarettes are sold over the 
counter or through machines to buyers who 
are getting a bargain. 

In most states, there are relatively few ciga­
rette wholesalers who buy from the manufac­
turers. In a typical industrial state, eight to ten 
wholesalers distribute 90 percent of the ciga­
rettes. Cigarette manufacturers send the follow­
ing information to state tax authorities: state­
ments of all cigarette orders and cancellations 
received from wholesalers in the state and the 
quantity of cigarettes shipped to the state. By 

monitoring orders, sales, and shipments of spe­
cific wholesalers, deviations suggesting changes 
in the sale of untaxed cigarettes can be exam­
ined. 

For example, if a wholesaler who regularly 
has ordered 1,000 cases of cigarettes per month 
for the last three months of each year decreased 
his orders to 300 cases per month in the last 
three months of the past year, a number of pre­
liminary conclusions might be drawn. The 
wholesaler in question may be distributing un­
taxed cigarettes, cigarettes he did not order 
from the manufacturers, or his retailers may 
be obtaining bootlegged cigarettes or have 
shifted to another wholesaler. He also may be 
drawing upon an inventory built up in the 
previous months. 

Rapid increases in recorded shipments from 
manufacturers to wholesalers may indicate that 
the distribution of untaxed cigarettes is de­
creasing, and that only taxed cigarettes are be­
ing sold. 

Certain other relationships can also be es­
tablished. Cancellation of orders already placed 
may, for example, follow a hijacking of a truck­
load of cigarettes. This may mean that the 
wholesaler who cancelled his order is going to 
distribute the hijacked cigarettes. 
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Since state tax authorities typically have in­
vestigative powers and can make unannounced 
audits, they.should be able to determine the 
reasons for rapid increases or decreases in or­
ders. 

Identifying attempts to distribute untaxed 
cigarettes may lead to other forms of organized 
crime. Cigarette wholesalers often wholesale 
other high-value, low-weight merchandise such 
as razor blades and cosmetics. If a wholesaler 
is emotionally and logistically equipped to dis­
tribute illegally received cigarettes, he may also 
distribute other illegally obtained goods. These 
goods could come from hijacking during transit, 
theft from warehouses, or diversion of inven­
tories preceding fraudulent bankruptcies. 



The suggested methodology provides posi­
tive information on the orders and cancella­
tions of cigarette wholesalers and cigarette ship­
ments into the state. This information makes 
it possible to direct with some precision audit, 
investigative, and surveillance activities. Also, 
as factual information is provided, this informa­
tion can provide the basis for grand jury exam­
inations. 

These methods are primarily useful in direct­
ing investigations and in monitoring the pattern 
of criminal activity during and after the investi­
gation. 

B. Summary Procedures 

1. Identify the cigarette wholesalers who ac­
count for 80 to 90 percent of cigarettes 
distributed. 

2. Obtain historical records of orders and 
cancellations for these wholesalers from 
manufacturers .. 

3. Plot orders and cancellations for whole­
salers by the month. 

4. Plot sales for wholesalers by the month. 

5. Identify the decreases in orders and can­
cellations that are due to legitimate rea­
sons such as a decline in sales due to a 
new tax or increased competition. 

6. Identify recent decreases in orders or can­
cellations that are not accompanied by 
decreases in sales or inventory, or that 
coincide with such circumstances as a hi­
jacking in a neighboring state. 

7. For recent and current decreases in or­
ders and cancellations which cannot be 
explained by legitimate events, allocate 
police, investigative, and a.udit personnel. 

8. Examine other activities of wholesalers, 
such as distribution of razor blades. 

9. Implement a monitoring system to iden­
tify renewed attempts of the sale of un­
taxed cigarettes. 

The next section describes the application of 
testing of these steps in a local' law enforce­
ment effort. The sections that follow it iden­
tify the resources required to implement and 
maintain a methodology to identify the sale of 
untaxed cigarettes and describe guidelines for 
monitoring and self-evaluation. 
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C. Analysis of Indicators of Sale of Untaxed 
Cigarettes 

The above assumptions and hypotheses were 
discussed in some detail with officials from 
the Cigarette Tax Division, Michigan Depart­
ment of the Treasury. ~nalyses of this fo~m 
were already underway, but interest' was ex­
pressed in an approach for an overall monitor­
ing. 

All information pertaining to taxes is pro­
tected in Michigan; only certain public officials 
under specified conditions can review informa­
tion pertinent to individual or corporate taxes. 
The information on cigarette orders and can­
cellations of individual wholesalers sent to state 
tax authorities is so protected. Inasmuch as 
project personnel could not review or analyze 
tax data, state tax officials conducted a test 
monitoring of orders and cancellations of a num­
ber of wholesalers. 

At this time, one wholesaler has been found 
with unexplained declines in cigarette orders 
at a time when it appears that he is distributing 
as many cigarettes as before. Audits and inves­
tigations are now being conducted. 

D. Implementation of Methodology 

The exact steps o~ the methodology cannot 
be outlined in any detail, as State tax authori­
ties rather than project staff conducted the 
analysis. The entire analysis probably took be­
tween ten and fifteen man-days. 

The restrictions on dissemination of tax data 
suggest that in most Jurisdictions, the monitor­
ing system should be established by officials of 
State tax authorities. Once a monitoring sys­
tem is established, the initial data analysis 
should require only one to two man-days per 
month of a research analyst to identify trends 
of orders, cancellations, and shipments. 

E. Monitoring and Self-evaluation 

A system that monitors wholesalers' orders 
and cancellations of cigare~te5 probably can 
identify with reasonable accuracy, over the 
long term, the large-scale distribution of un­
taxed cigarettes .. 

The above techniques focus only upon shifts 
in wholesalers' orders and cancellations of ciga­
rettes. Since cigarette wholesalers often dis­
tribute either high-value items, such as razor 



blades and cosmetics, changes in availability of 
these items through illegal networks should be 
examined. If organized thefts and hijackings of 
other items decrease as pressure is placed upon 
the distribution network of untaxed cigarettes, 
then perhaps even a larger part of the distribu­
tion network for illegally obtained goods is ble­
ing eliminated. 

Self-evaluation and monitoring, finally, should 
examine the per capita taxed cigarette con­
sumption in the state. An overall index of the 
sale of untaxed . cigarettes can be obtained by 
comparing a state's per capita cigarette con­
sumption with other states. If the per capita 

19 

consumpti.on of State A is rising, perhaps ap­
proaching the per capita consumption of State 
B, after tax authorities in State A have launched 
an effort to stop the sale of untaxed cigarettes, 
then one conclusion could be that smokers in 
State A have stopped buying untaxed cigarettes 
and are now buying taxed cigarettes. (In mak­
ing these comparisons, other variables have to 
be accounted for such as age of population, tax 
differentials, per capita income, etc. The effect 
of these variables can be quickly understood by 
plotting per capita consumption figures over 
time.) 



V. CASE STUDY: ILLEGAL OFF-TRACK BETTING 

A. Hypothesis and Methodological Guidelines 

Illegal off-track horse race bettors who place 
their bets with a bookie generally require in­
formation which is not printed in the daily 
newspapers. Information on past performances 
of horses and jockeys, on various tracks, under 
various weather conditions, and "expert opin­
ions" is usually obtained through specialized 
racing publications sold by newsstands and drug­
stores rather than delivered directly to the 
reader. The fact that habitual bettors generally 
buy specialized racing publications forms the 
basis for this hypothesis: Fluctuations in the 
sales of racing publications sold by newsstands 
in?icate ch~nges in the level of illegal gam­
blIng. A rapId decrease in sales would indicate a 
decline in gambling due to either the unavail­
a?ility of races to bet upon (a seasonal varia­
tIOn) or the unavailability of bookies to take 
~ets (a variation due, primarily, to the effec­
tlveness of law enforcement efforts) or both. A 
rapid .increase in sales would indicate just the 
OpposIte-an increase in gambling due to the 
availability 'of races to bet upon or bookies or 
both. 
. If fluctuations in the sale of racing publica­

tIOns reveal the level and scope of gambling, 
then a systematic monitoring of these sales 
could assist law enforcement officials in a num­
ber of ways. Questions concerning the effective­
ness of various law enforcement programs with 
respect to curtailing sports bettino- could be de-

• 0 
termm~d (e.g., should raids be made on anything 
butlVlre rooms? What have been the rela­
tive effects of specific raids by different law 
enforcement agencies, state and Federal?). Fluc­
tuations in sales of racing publications are not 
the only sohrce of information from newsstands 
selling them. It should be remembered that, if 
the ~ypothesis is correct, most publication sales, 
partIcularly covering out-of-state races, will be 
fo~lowed by a crime, the placing of a bet. For 
thIS reason, some indication of the gamblers' 
c~aract.eristics and 'identity would also be pro­
VIded If newsstands with relatively high sales 

of racing publications were watched. Finally, 
sales fluctuations could also be used to evaluate 
information obtained from informants and un­
de~cover in~esti~ators about changes in organi­
zatIOn or dIrectIOn by criminal organizations. 
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The procedure for carrying out an analysis 
of sales fluctuations of racing publications is 
straightforward. First, obtain records of daily 
or weekly sales of a popular racing publication 
a~ specific individual newsstands, covering a pe­
nod of four or five years, eliminating those news­
stands near racetracks or downtown bus stops 
for buses to the local tracks. After sales are 
plotted, identify events which occurred during 
the period and which may have affected sales of 
these publications. Some of these events are 
seasonal ~nd quite natural, such as the opening 
and closmg of tracks, weather conditions, im­
portance of race, local economy, etc. However, 
some of these events are not natural. These 
events, which are of particular interest tv law 
enforcement officials, are the opening and clos­
in~ of bookie operations, changing of "lay-off" 
p.omts, and. changing willingness or capabili­
tIes of bookies to take bets. The third step in 
the procedure, after events have been identified 
wh~ch may have affected s.ales of r~cing pu bli­
catlOns WIll be to determme the relationships 
between the occurrence of these events and sales 
fluctuations. 

One group of "events" which will need to be 
examined closely will be past police raids on 
bo?kie operati~ns, wire rooms, and lay.off 
pomts. Past raIds are of particular interest 
because they reflect the most common police re­
~ponse to gambling, they are presumed to deter 
Illegal sports betting, and they require consid­
erable manpower. Some attempt should be made 
to classify these raids in terms of type of opera­
tion raided, information upon which the raid 
was based, and law enforcement agencies 
which participated. 

As relationships between past events and sales 
flucti~n are determined, it may be possible to 
?raw mferences for use in an ongoing monitor­
mg of racing publication sales. Inferences, 



which would be different for each locality, 
might include: 

1. Gambling does not decrease significantly 
unless the lay-off point is dosed down. 

2. The bookies who take bets on horse races 
also handle all sports betting. 

As understanding of the incidence and scope 
of gambling is obtained through a continued 
analysis of the fluctuations of racing publica­
tions, conventional law enforcement investiga­
tive techniques can be focused and used effi­
ciently. There ?'I'C other related investigative 
benefits from focui;ing on racing publication 
sales. Frequent purchasers can be identified and 
placed under surveillance, Telephone numbers 
dialed by habitual purchasers of racing publica­
tions can be obtained by subpoena hom tele­
phone companies and examined to identify 
possible bookies' telephone numbers. For pur­
chascls not in the habit of calling in bets, their 
places of work may be identified through sur­
veillance, and their bookies identified in the 
same way. In general, then, the monitoring of 
the sales of racing publications may provide 
the following: 

1. Changes in the scope and incidence of 
gambling. 

2. Effectiveness of past law enforcement ac­
tions in reducing gambling. 

3. Increased understanding of tt>,;; possible 
effectiveness of planned future actions. 

4. Criteria for hetter evaluating the effective­
ness of actions taken to reduce betting. 

5. Better information about the characteris­
tics of sports bettors. 

6. New investigative leads with n,'spect to 
both the gamblers and bookie. 

The procedures discussed above a,re primar­
ily aids for directing the focus of any actions 
following the investigation. 

B. Summary Procedures 

Listed below are the methodological steps 
described above in context with the way in 
which part of illegal off-track betting takes 
place. 

1. Determine which national and local rac­
ing publications are sold regularly in an 
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area, especially where these cover out-of­
state tracks. 

2. Identify locations where these publica­
tions are sold, particularly in central busi­
ness districts and industrial complexes. 

3. Obtain, preferably on a daily basis, rec­
ords of sales of the important publica­
tions for the past fOBr to five years. 

4. Plot the sales data and identify unusual 
perturbations. 

n. Identify events which may have caused 
these perturbations, particularly past law 
enforcement actions such as raids or 
known changes within the gambling com­
munity. 

G. Identify the degree to which past events 
seemed to have inhibited or decreased 
the level of gambling. 

7. Utilize continuing sales data collection to 
evaluate future enforcement initiatives. 

8. As possible, avoid actions in the future 
which did not appear to inhibit gam­
bling. 

9. Identify information to be colle.::ted from 
newsstand surveillance by conventional in­
telligence techniques if racing publication 
sales do not decrease or increase. Informa­
tion might include: names and business of 
suspected gamblers, telephone numbers 
they call, and relative concentration of 
suspected gambling in a city. 

The next section describes the application 
and testing of these steps in a single city, sep­
arate from any law enforcement effort. The 
analysis was carried only to the point where 
it was proven that certa~n police raids in the 
past correlated with increases and decreases in 
the sales of racing publications. The applica­
tion of the steps described above must be modi­
fied for different cities j taking into account 
availability of local tracks, general attitude to­
ward gambling, and availability of reliable and 
confidential circulation data for racing pu bli­
cations. 

The sections following the case study identify 
the resources required to implement and main­
tain a methodology to identify changes in the 
scope and incidence of gambling and describe 
guidelines for monitoring and self·evaluation. 



C. Analysis of Indicators of Illegal Off· track 
Betting 

~.n. investigation. of illegal off-track betting, 
utlhzmg the techmques described in the sum­
mary procedures, was undertaken in Detroit, 
Michigan. This analysis was not part of a law 
enforcement effort; however, a number of en­
£orcemen~ officials did participate informally by 
commentmg upon the analysis and providing in­
formation on past police raids. 

The sales of a single, nationally distributed 
racing publication were obtained for a three­
year period for a number of downtown news­
stand and drugstores. Exhibits 3, 4, and 5* 
display the weekly sales distrib~1tions for each 
of the three years for which data was obtained~ 

At the time of this analysis, the major issue 
in question was the relationships between police 
raids upon betting parlors (generally locatio'ns 

"'In order to protect sources and avoid inhibiting possible 
future investigations, the actual years are not identified. 
Also, the magnitude of sales is given only on a relative 
scale. 

w?ere bettors cOl~ld place bets in person) and 
Wire rooms locatIOns where bets were taken 
and results reported by telephone). It was as­
sumed that these raids were made with the ul­
timate objective of reducing or inhibiting gam­
bling and, if effective, would affect the sales of 
r~cing publications for at least a short period of 
tII:ne. The dates of all past raids were ob­
tamed from cooperating law enforcement offi­
cials. 

The general shape of the annual curve, from 
a low between Christmas and New Year to a 
mid-season high in early summer (the so-~alled 
"bell-shaped curve"), coincides with the num­
ber of tracks open and appears to show a corre­
l~tion betll/een racing activity and the distribu­
tlOn of off-track betting over the year. 

In the first quarter of Year 1, sales declined 
rapidly following a raid. Sales rose in the second 
quarter, when there was a slight decline which 
~ould no~ be at.tr~buted to any known change 
m gamblIng actlvlty, and peaked in the second 
week of June. This was followed by a steady 

EXHIBIT S.-Sales Distributions at 
Se.lected Newsstands For Year 1 
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EXHIBIT 4.-Sales Distributions at 
Selected Newsstands For Year 2 

FIRST QUARTER SECOND QUARTER 
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decline into the third quarter. During this sec­
ond quarter, one raid was reported. This raid 
was not followed by an accelerated decrease in 
publication sales; in fact, immediately after 
the raid the rate of decline decreased. 

The third quarter showed a steady decrease 
in sales until the first week of September, fol­
lowed by a rapid decline in the next two weeks' 
sales. This sales decline was halted after the 
second week of September, and sales stabilized 
as they entered the fourth quarter. 

Two raids took place in the third quarter of 
Year 1. The first raid was followed by a rapid 
two-week sales decline, which then stabilized. 
The second raid was followed by a slight de­
cline in sales in the fourth quarter. 

The fourth quarter began with an increase 
in the sales decline following the second raid. 
Sales stabilized in November and remained 
steady through the rest of the year. 

In Year 2, sales distribution follows the same 
shape as Year 1. There was a steady increase 
in sales until the first week of March, when sales 
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stabilized for two weeks. Sales then rose rapidly 
for two weeks and peaked in the last week of 
March. 

At the beginning of the second quarter, sales 
fell rapidly until the third week of April, and 
then rose rapidly until the third week of June. 
Sales then declined for the balance of the quar­
ter. The rapid decline in second quarter sales 
in April immediately followed a raid. The de­
cline in sales beginning the second week in 
J nne was not preceded by a known raid. 

Sales in the third quarter rose rapidly for the 
first two weeks, and then began a steady de­
cline. This decline stabilized for two weeks at 
the third week in August, and then continued 
into the fourth quarter. The two perturbations 
in the third quarter occurring at the first week 
of July and third week in August neither pre­
ceded nor followed any known raids. 

The fourth quarter sales l3howed a steady de­
cline. 'Vhile there was a raid late in October, 
there is no noticeable perturbation in the es­
tablished sales decline. 
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EXHIBIT 5.-Sales Distribution at 
Selected Newsstands For Year 3 

FIRST QUARTER SECOND QUARTER 
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In Year 2, then, there were two known raids. 
The March raid was followed by a sales decline 
while there was no noticeable change in sales 
decline after the October raid. 

While it is possible to draw some inferences 
from each of the two sales distributions con­
cerning the effect of raids upon the sales of 
racing publications, other inferences, perhaps 
more useful, can be drawn by comparing the 
sales distributions for Year 1 and Year 2. 

Exhibit 6 displays the sales distributions of 
Year 1 and Year 2. These two curves indicate 
that the sale of racing publications is consist­
ently higher in Year 2 than in Year 1, suggesting 
increased gambling activity. 

Looking at just Year 1 and Year 2 data and, 
again, assuming that changes in sales volume 
are related to the effectiveness of raids, the fol­
lowing inferences can be made: 

1. The Year 1 February raid was relatively 
effective, as first quarter Year 1 sales re­
mained substantially lower than first quar-
ter Year 2 sales. ' 
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2: The Year I February raid was more effec­
tive than the Year 2 March raid, as second 
quarter Year 1 sales were lower than sec­
ond quarter Year 2 sales. 

3. The lower fourth quarter Year 1 sales 
may be attributed to the Year I Septem­
ber raid and the absence of effective raids 
in the fourth quarter d Year 2. 

These fluctuations suggest strongly that the 
effectiveness of various raids have been mea­
sured. 

There were similar relationships in Year 3 
between raids and sales fluctuations. A compari­
son of sales for all three years, as seen in Ex­
hibit 7 further suggests that the effectiveness of 
raids over a period of three years has been 
measured. 

The analysis also considered the possibility 
that observed sharp fluctuations beyond the 
shape of a bell-shaped curve might also be 
traced to other events such as the opening and 
closing of popular tracks, weather conditions 
at the tracks, important claiming races, big stake 
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EXHIBIT 6.-Sales Distributions 
For Years 1 and 2 
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races, betting volume at the tracks, and so on. 
Data on the opening and closing of tracks and 
the volume of betting at these tracks (the daily 
"handle") was obtained and reviewed, but it did 
not suggest any interpretations other than those 
arising out of the analysis of sales and raids. 

Although the results of this analysis were 
reviewed with interest by a number of state 
and local law enforcement officials, there have 
been no attempts to test the utility of informa­
tion dealing with fluctuations in racing publica­
tions sales as an ongoing, measurement of cur­
rent investigative effectiveness. 

D. Implementation of Methodology 

The test program had difficulty with one 
problem that law enforcement officials should 
be able to resolve early: obtaining the circu­
lation data. 

Considerable time was required to obtain the 
weekly sales of racing publications. Publish­
ers and distributors were reluctant to provide 
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these figures. They asserted that there was no 
relationship between specialized racing publi­
cations and illegal off-track betting. The prob­
lem of obtaining sales figures would probably 
be reduced considerably if inquiries were made 
directly by law enforcement officials. 

Obtaining the circulation data and plotting 
it required twelve man-days of project person­
nel. Comparing the sales distributions with 
dates of raids required three "man-days of proj­
ect personnel. 

If sales data was regularly monitored by 
police investigators, the information gained 
both from sales totals and individual sales of 
racing publications might be useful in guiding 
investigations, placing surveillance on certain 
individuals, developing informants, placing un­
dercover agents, and obtaining warrants. 

In summary, an estimate of the time and 
personnel required to set up and monitor the 
daily sales of racing publications for 25 news­
stands is: 
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Step 1: 

Step 2: 

Step 3: 

Step 4: 

Step 5: 

Step 6: 

Step 7: 

1969 

JAN. 

Project 
Obtain historical circulation data, and arrange for provision 
of current data. 

Plot historical data and note fluctuations. 

Obtain data on events which may be related to fluctuations 
(e.g., weather, raids, important races). 

Identify relationships among sales fluctuations and events. 

Identify those fluctuations which, locally, identify changes in 
gambling. 

Identify appropriate investigative procedures to follow or precede 
future fluctuations (e.g., surveillance, subpoena). 

Monitor sales fluctuations. 

Manpower Requirements 
1·5 days of policy-level enforcement official. 

3-5 days trained clerk. 

1-:; days policy-level enforcement official; 
1-10 days of trained clerk. 

1-5 days enforcement official; 
1-10 days trained clerk. 
1-5 days enforcement official; 
1-3 days trained clerk. 

l-? days enforcement official: 
1-5 days trained clerk. 

¥:! day trained cierI<' ~er week. 

EXHIBIT 7.-Sales Distribution For' 
Years 1,2 and 3 

FIRST QUARTER SECOND QUARTER 
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The analysis of sales data is quite simple. The 
results of the analyses might most appropri­
ately be submitted to existing intelligence op­
erations for review in context with all other 
investigations. Such a monitoring system could 
probably be established with ten man-days of 
policy-level enforcement personnel and twenty 
man-days of a trained clerk. The monitoring 
would require less than one-half day per week 
of a. clerk. 

E. Monitoring and Self-evaluation 

This approach to the identification of pat­
terns of illegal off-track betting serves to reduce 
considerably the manpower requirement~ that 
are normally required to identify gambling. 
Once localized patterns are identified, it be­
comes possible to develop factual information 
about gamblers and the people they associate 
with both in person and by telephone. Further, 
it may be possible to obtain the telephone num-
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bers suspected gamblers are calling. Finally,. 
changes in the patterns of gambling can be 
noted after law enforcement action is taken. Al­
though new and factual information can be ob­
tained through the monitoring of racing publi­
cation sales, it would be wrong to believe that 
this technique can be rigidly applied as it would 
be easy for gambling interests to disrupt sales 
patterns; e.g., by threatening newsstand dealers 
or making bulk purchases. As such perturba­
tions appear, a few days of surveillance would 
probably be sufficient to determine the cause 
of the change. 

It is probable that patterns of gambling, as 
they exist today and in the recent past, could 
be identified which would lead to the estab­
lished relationship between gamblers and their 
bookies. As factual information is obtained, 
the pressure upon gamblers and ,their bookies 
would perhaps be increased. Eventually these 
pressures should result in either a reduction in 
loan sharking or a change in the method by 
which bets are placed. If suspected gamblers 
stop buying racing publications and calling 
their bookies, it should be relatively easy to 
determine where gambling information is com-
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ing from and how bets are made. These sur­
veillances might also identify quickly relation­
ships between illegal horse betting and other 
forms of gambling, particularly sports betting. 

The above monitoring and self-evaluation 
techniques are based upon an identification of 
the relationships between fluctuations in the 
sale of racing publications and possible gam­
blers and their bookies. It may be worthwhile 
to identify and monitor other phenomena, such 
as employee possession of racing publications 
in offices or plants imd unusual telephone calls 
being placed by emflloyees one-half to one hour 
before races are run. In some cases, there may 
be relationships between productivity, loss of 
tools and valuable materials, and gambling. A 
rise in productivity may mean that, at mini­
mum, less employee time is spent making bets. 
A rise in tool losses may mean that tools are 
being stolen to pay gambling debts. 

Some of this monitoring and self-evaluation 
may be conducted as a cooperative effort with 
businessmen and labor leaders. This dual func­
tion, then, might be built into certain business 
procedures, and any suspicious trends or aber­
rations reported to law enforcement officials. 



VI. CASE STUDY: BUSINESS EXTORTION 

A. Hypothesis and Methodological Guidelines 

A common form of business extortion is for a 
supplier to force a businessman to buy his goods 
or services by threatening him or his property 
or b'y threatening to withdraw needed goods or 
serVIces. 

In either case, the businessman is placed in a 
position of great risk if he does .not satisfy the 
extorter. The extorter is able to make his 
threats valid as he represents a criminally in­
filtrated business. He has the necessary influence 
and power physically to harm individuals and 
property and withhold needed goods and ser­
vices; furthermore, the businessman being ex­
torted knows this. 

Another form or extortion is where the busi­
nessman himself is not extorted, but otherwise 
unavailable illegal services are offered which 
the businessman wants, such as a short-term 
loan or assistance in reducing labor problems. 

Organized criminal involvement in the coin­
operated machine industry is a common asser­
tion, and has been identified a number of times. 
The coin-operated machine industry has been 
a desirable target for organized crime for many 
reasons. First, as a legitimate business it is 
profitable, and the profitability is further 
guaranteed when the customers of the machines 
are extorted. Second, coin-operated machine 
businesses are high-cash-volume businesses 
which provide an effective cover for the move­
ment or temporary holding of cash gained from 
illegal activities. Third, the merchandise, food, 
and cigarette machine industries provide a 
means for the distribution of illegally obtained 
goods. Fourth, the "nonproduct" machines, 
amusement devices and jukeboxes, produce 
nondocumented incomes which can be falsified 
so as to allow the "laundering" of monies ob­
tained from illegal activities. Fifth, the servicing 
of machines provides entree, on a regular, fre­
quent basis into business establishments. The 
job of vending machine serviceman provides 
exceptionally good cover for the gambler, 
numbers runner, loan shark, or narcotics dealer 
whose presence to service the machine on a fre-
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qttent basis is not only unquestioned, but is 
rather encouraged by the proprietor of the es­
tablishment in which the machine is placed. 
Furthermore, the routeman routinely carries 
business forms and cash, and additional busi­
ness forms and monies representing other ac­
tivities could therefore be easily hidden. 

The size and profitability of a coin-operated 
machine business depends both on the quality 
and quantity of locations serviced by a company. 
At each location one or several machines, de­
pending on the type of machine, are placed. 
The competition which occurs among the coin­
operated machine businesses is a competition 
for locations. Machines are placed within busi­
ness establishments, whether it be a bar or a 
large factory, and the coin machine businesses 
compete for these locations. Legitimate compe­
titive practices include the offering of a more 
profitable division of machine income, a newer, 
higher-quality machine, a greater variety of 
machines or more frequent service to the pro­
prietor of the location where the machine will 
be placed. 

Illegitimate competitive practices are those 
of direct business extortion or the willingness 
to provide illegal services. One form of extor­
tion may take the form of threats to do injury 
to the person or property of the owner or 
manager of the location. Extortion may also be 
in the form of guarantees ranging from prom­
ises that labor problems will be avoided to the 
provision of loans, perhaps at usurious rates of 
interest. Gaining of locations through the pro­
vision of services would include the offer of a 
loan to redecorate a bar to an individual who 
could not qualify for a legitimate loan. The 
loan is at usurious rates, and the coin machines 
are placed to aid in the guarantee of repayment, 
as the extorter himself removes money from 
the machines. 

Regardless of the type of threat or service 
involved, illegal competitive practices by the 
extorter result in his acquisition of machine 
locations aild, consequently, the number of ac­
tual machines operated by the extorter in-



creases. Furthermore, since the 'extorter relies 
upon nonmarket forces to gain clients, his hold­
ings are not likely to decline when the industry 
as a whole suffers a setback. The extorter's op­
eration is not subject to normal market be­
havior, but rather deviates from normal ex­
pected behavior. 

A specific result of extortion is that the busi­
ness profitting from extortion will show unus­
ual patterns of growth, likely in one of the 
following ways. On the one hand, its size will 
increase without regard to its competitive posi­
tion or at an atypical rate in relation to the 
other machine operators. This may manifest it­
self in a sudden, large expansion in the number 
of machines operated by an ongoing business 
or in the unexplained appearance of a new 
business which, in its first year of operation, 
services a large number of locations. On the 
other hand, when the industry is highly compe­
titive and locations typically change hands, 
the extorter is likely to show a marked stability 
in his holdings. A general result of extortion is 
that, in the aggregate, the growth patterns 
within the industry do not match the expected 
compelidve positions, given the sizes and types 
of firms operating within the industry. 

Accordingly, the analysis necessary to identify 
extortionists has two parts. The first focuses 
upon the determination of the atypical coin 
machine firm, the one benefitting from extor­
tion practices. The second focuses upon the ag­
gregate industry patterns and can be used to 
determine the general health of the industry 
vis-a-vis the level of illegal activity. 

The general procedures will be described in 
the next several pages, and the steps more spe­
cifically stated in the SUMMARY PROCE­
D URES which then follows. The case study 
should be read both as a demonstration of util­
ity and as a detailed explication of how the 
analysis is accomplished. In general, a com­
puter program has been developed which ac­
complishes the entire analysis with great rapid­
ity and at lo'iv cost and produces easily inter­
preted results. 

Identification of the Extorter 
Because extortion manifests itself in a pattern 

of atypical market performance by the benefit­
ting firm, the extorter can be identified by 
studying both the number and location of all 
machines operated by all firms in minimally 

two consecutive years. Furthermore, the analy­
sis must be conducted by industry sector. Juke­
box distributors compete with jukebox distribu­
tors and amusement device distributors with 
amusement device distributors; jukebox distri­
butors do not compete with amusement device 
distributors. Although one firm may handle 
more than one type of machine, the sectors 
must be looked at as independent entities, as 
the markets, clienteles, and legitimate competi­
tive practices differ. 

The analysis described is directed at the iden­
tification of, first, businesses guilty of business 
extortion or the offering of illegal service; sec­
ond, businesses which suffer a 10ss of clients as 
a result of the illegal practices of their compe­
tition; and third, the extorter's client, the in­
dividual forced to take the machines because 
of extortion. The identification of the busi­
ness extorter and the company losing business 
because of extortion requires data specifying 
the number and type of machines operated by 
each company in minimally two recent, consecu­
tive years. 
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The identification of the individual extorter 
requires data specifying the location of each 
machine operated by each business in the same 
years. The data required is generally available 
in the following places. Data on amusement 
device, jukebox, and merchandise vending ma­
chine holdings is available at the licensIng bu­
reau in all cities where coin-operated machine 
owners are required to take out a single license 
for each machine owned. Data on food vending 
machines is usually available either at the city 
licensing office or at the local department of 
health under whose jurisdiction the food vend­
ing machines may have been placed. Data on 
cigarette vending machines is again available 
either at the city licensing office or at the State 
Treasurer's office as often cigarette vendors 
must register their machines with the State 
due to State tax regulations. Furthermore, a 
city's property tax or assessor's office will likely 
have data showing the holdings of all coin ma­
chine operators. This data is likely to be the 
most complete, as they specify not only the 
number of machines by type held by each oper­
ator, hut also the location at which each ma­
chine has been installed. Tax data is also valu­
able as it indicates the assessed value of each 
machine owned. Whereas general licensing in-



formation is usually considered to be only "ad­
ministratively confidential" and can be readily 
obtained, the information at the tax asses­
sor's or property tax office may not be. The 
availability there will depend upon whether or 
not the data was submitted as a part of the tax 
return or collected by the assessor's office inde­
pendently in order to verify tax returns. 

To determine typical rates of growth or 
stability, the firms operating must be categor­
ized by size of operation since there are differ­
ent market forces affecting and different com­
petitive positions associated with each type of 
operation. The categories used are based upon 
the number of machines operated by each par­
ticular business. The categories are: 

Category 1: Operators with ] -3 machines .. 

Category 2: Operators with 4-9 machines. 

Category 3: Operators with 10-29 machines. 

Category 4: Operators with 30-99 machines. 

Category 5: Operators with 100 or more 
machines. 

The Category 1-3 machines is comprised of a 
single restaurant, bar, or cafeteria owner who 
owns and installs his own machines at one or 
two of his own locations. The stability of his 
holdings is thought to depend upon the health 
of his primary business. If the business is suc­
cessful, it is unlikely that the operator will sell 
or otherwise give up his machines, having 
made the investment, unless he can no longer 
adequately service them himself. On no ac­
count, however, are his holdings likely to ex­
pand beyond the level needed to service his 
own establishments. 

The Category 4-9 machines suggest business­
men who run small vending machine businesses, 
usually on a part-time basis to supplement their 
regular income. Of the vending machine busi­
nesses, this is the least competitive, as locations 
tend to be "poor." 

The Category 10-29 machines represents 
businessmen who own small opc!"ations which 
are run as full-time businesses by the owner 
with only part-time or no employees. The firms 
in this category are generally aggressive' com­
petitors. 

The Categories 30-99 and 100 and above 
both suggest large vending machine operators 

with one or several full-time employees. These 
firms are the most aggressive and competitive 
and usually handle a full line of coin-operated 
machines. Because of their ability to provide 
full service to their clients, and their willing­
ness to develop new clients by providing initial 
services free, such as machine installation and 
the first few weeks of operation at "no cost," 
they have a strong competitive advantage over 
smaller firms. In the analysis, however, the busi­
nesses with 100 machines and more are dealt 
with as a separate category; otherwise, the 
analysis would lose its sensitiv~ty. , 

Identification of extortionists within each 
category of machine operations is based upon, 
again, identification of atypical growth rates. 
To identify atypical rates of growth for each 
category of machine operators, the average or 
mean rate of change in the size of machine 

. holdings is c~m'puted, and the change regis­
tered by each firm is normalized in relation to 
the mean. The higher the normalized rate of 
growth, the greater its significance. In general 
and as a rule of thumb, whenever the change in 
holdings is greater than or equal to two times 
the average change, ie., when the normal­
ized rate of change is greater than or equal to 
+ or - 2, its growth pattern is to be considered 
unusual. Those with high positive rates of 
growth are thought to have gained from a 
heightened competitive position and perhaps 
to be engaging in practices of extortion. Those 
with high negative rates of growth have likely 
suffered from a reduced competitive position 
due to the practices of competitors. The first 
group, then, those with unusual rates of posi­
tive growth, are potential objects for investi­
gation; the second group, those with unusual 
rates of loss, are potential sources of informa­
tion regarding extortion practices. 
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Abnormal gTowth for ongoing operators was 
defined as atypically large increases in machine 
holdings from one year to the next. Extra-legal 
practices may manifest themselves in a second 
way and can be inferred when a business has 
unusually large holdings in its first year of op­
eration. Initial holdings of more than ten ma­
chines are particularly unusual for several rea­
sons. First, because of the capitalization re­
quired to purchase the machines; second, be-



cause on the average new operators are single 
individuals who service the machines on a part­
time basis and not the owners of large com­
panies with one or more full-time employees; 
and finally because the capturing of an addi­
tional ten locations in .a single year is a difficult 
task for even a large, ongoing business. In 
larger cities, the addition of ten machines to a 
new firm generally means that locations have 
been switched from established firms to the 
new firm. Therefore, any firm which in its 
first year of operation has more than ten ma­
chines is suspected of extra-legal business prac­
tices. 

The final category of unusual market per­
formance is that of unusual stability. If, when 
the average rate of change is fairly high, and a 
high percentage of the machines were licensed 
by operators experiencing significant change, 
then any firm whose holdings remain constant 
is experiencing an unusual business pattern. 
This firm should also be considered suspect. This 
is particularly the case where the industry turn­
over is due to the introduction of advanced 
machine types, such as four-channel stereo 
equipment substituting for single-chann'el juke­
boxes. 

The second part of the analysis is directed ~at 
the identification of those locations where the 
proprietor has been victimized by the extor­
tion practices. This analysis depends upon ac­
cess to the information on machine locations. 
The most worthwhile identities for investiga­
tive purposes are those most recently victimized. 
To determine these, the location lists for the 
two most recent years are examined, and the 
names of the new clients are recorded. A search 
of all location information for the previous 
year is then made to determine if that location 
was serviced by another company in the pre­
vious year. Whenever a location is found to 
have been transferred from one operator to a 
suspect operator, the assumption of extortion 
as the reason for the transfer is suggested. In­
formal visits to these locations by investigators 
knowledgeable of the recent transfer might 
quickly reveal whether or not extortion has 
taken place. 
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Determination of the Level of Organized Crim­
inal Activity 

The identification of firms potentially guilty 
of illegal business practices was accomplished 
by determining typical rates of growth for var­
ious types of firms and then by comparing the 
actual rates of growth of individual firms to the 
average rates of growth of all firms of the same 
type. The determination of the overall level of 
organized criminal influence upon the industry 
is accomplished by comparing overall market 
performance to the norm of expected perform­
ance as derived from general economic theory. 

Generally, in a stable industry not affected 
by significant innovative or technological 
change and characterized by aggressive compe­
tition, small operators are more vulnerable to 
competition than large ones and large opera­
tors often obtain their gains at the expense of the 
small operators. The reason is that the larger 
the firm, the better its competitive position. If 
this is the case, in those areas where there is a 
large turnover of locations in the c0in-operated 
machine business, the small operators should 
register a high percentage of losses and a low 
percentage of gains, while the medium and 
large operators should register fewer losses and 
higher rates of gain. Thus, losses should be 
low for the large operators and higher for the 
medium and small operators, and gains should 
be high for the large operators and lower for 
the medium and small operators. Further, when 
a high rate of machine location turnover is oc­
curring in an extortion-free industry, it is in­
dicative of intense competition. In such cases, 
the introduction of new firms with a large num­
ber of locations in their first year of operation 
would be highly unlikely. In sum, these are 
the expected characteristics of market perform­
ance. When significant deviations occur, when 
market performance runs contrary to that ex­
pected, the likely explanation is that the devia­
tions are resultant of extortion practices which 
are subverting the normal market patterns. 

The analysis of the coin-operated machine 
industry, sector by sector, is carried out by 
comparing actual industry performance to the 
set of assumptions just described. The analy­
sis relies upon the same data base as used in 
the previous section: the specification of the 
number of machines owned by each operator 
in minimally two recent consecutive years. The 



analysis will further utilize the categorization 
by tiers of operating businesses in accordance 
with the number of machines owned by each 
firm. 

The analysis proceeds with the assumption 
that on the average, the market performance of 
a tier should generally be reflective of its con­
trol of the market. If, in a given year, 50 per­
cent of all machines are operated ,by businesses 
owning 30-99 machines, then, as a point of de­
parture, it is assumed that 50 percent of ma­
chine losses and 50 percent of machine gains 
will accrue to that tier. This, however, suggests 
that the distribution of machines and losses is 
random. It is not. It is affected by the compe­
titive position of firms. It has been stated that 
competitive advantage increases as does the size 
of firms. Therefore, the above distribution 
prediction based upon share of market con­
trolled should be modified. Rather than tiers 
accruing losses and gains equal to the percentage 
of the market controlled, the tiers made up of 
large firms should show rates of gain greater 
than the market share controlled, and rates of 
loss lower. The tiers comprised of smaller firms 
should register rates of gain less than their 
market share, and rates of loss higher. One 
further point needs to be made. Each yezr new 
businesses come into being. It would be highly 
provocative if a large percentage of new ma­
chines put into operation in any given year are 
operated by new businesses. 

If the analysis shows that the rates of gains 
and losses accruing to the various market sectors 
is in contradiction to their competitive posi­
tions, then there is reason to believe that the 
free market forces are being abridged by extra­
legal activities. However, as extortion or illegal 
practices diminish, the normal market forces 
will prevail and a trend towards increased 
market contrcl in the hands of the large, on­
going operators will be evident. 

B. Summary Procedures 

General Procedures 

1. A specific industry sector is selected for 
analysis and for that sector the following data 
is collected: 

a. The number of units operated by each 
business in each year. 

b. The addresses of locations serviced by 
each business in each year. 
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2. Organize the data into categories accord­
ing to the size of each business. The size is to 
be measured in terms of the number of units 
operated by each business. Appropriate cate­
gories for the coin-operated machine industry 
are: 

• Operators with 1-3 machines. 
• Operators with 4-9 machines. 
• Operators with 10-29 machines. 
• Operators with 30-99 machines. 
• Operators with 100 or more machines. 

Procedures for the Identification of the Extorter 

1. By category, determine the change in the 
number of machines operated by each business 
from one year to the next. 

2. For each category, compute the average or 
mean number of machines gained or lost. This 
is calculated by summing the changes regis­
tered by each operator in each category and 
then dividing the sum by the total number of 
operators in that category. 

3. To normalize the changes in terms of the 
average and thereby derive a measure sugges­
tive of the significance of the growth or shrink­
age experienced by each operator, the actual 
change of each firm is divided by the average 
change. Any result less than one is to l;>e con­
sidered trivial. As the magnitude of the num­
ber increases, the importance of the change ex­
perienced is seen to grow. The final determina­
tion is subjective, but as a rule of thumb, any 
change greater than twice the average or ex­
pressed as a normalized change greater than or 
equal to two might be thought significant. 

4, To determine the identity of those loca­
tions victimized by extortion, turn to the list 
of locations serviced by the suspicious firm in 
each of the two years. Determine which loca­
tions were "new" in the second year and deter­
mine if those locations were serviced by other 
operators in the previous year. When the loca­
tion was found to have been taken over by the 
suspicious firm, there is reason to believe that 
extortion may have been the cause of the loca­
tion change. 

Procedures f01' Determination of the Level of 
Organized C1'iminal Activity 

1. For the industry sector being analyzed, 
compute the total number of machines in opera-



tion for minimally each of two consecutive 
years. 

2. For each category of operators within the 
industry, sum the total number of machines in 
operation in each of the two years. 

3. For each category of machine operators 
within the indv.stry, compute the total number 
of machines gained by operators who increased 
their holdings from the first year to the second. 

4. For each category of machine operators, 
compute the total number of machines lost by 
operators whose holdings d-:creased from the 
first year to the second. 

5. Across an categories, sum the total number 
of machines gained by machine operators whose 
holdings increased from one year to the next. 

6. Across all categ::ries, sum the total number 
of machines lost by operators whose holdings 
decreased from one year to the next. 

7. For each category, determine the total 
number of machines operated by any firms who 
were not in business in the previous year. 

8. For each category, for each year, compute 
the total number of machines in that category 
as a percentage of the total number of machines 
in the industry. This is a measure of the per­
cent of the industry controlled by operators of 
a particular size. 

9. For each category, compute the gains ac­
crued to operators from ant year to the next as 
a percentage of the total number of gains. 

10. For each category, compute the losses to 
operators from one year to the next as a per­
centage of the total number of losses. 

I!. Compute the total number of machines 
operated by "new operators" as a percentage of 
the total number of machines in operation. 

12. Sum the total number of machines gained 
from one year to the next and the total number 
of machines operated by "new operators" 
the second year. 

13. Compute the number of machines oper­
ated by new operators as a percentage of the 
total number of machines gained plus the num­
ber of machines operated by new operators. 

14. For each category, compute the number 
of machines held by new operators as a per­
centage of the total number of machines oper­
ated within that category. 
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15. Compare percentage of market controlled 
with percentages of machines gained and lost 
within each sector. Compare sizes of firms to 
rates of gain and loss. Specifically, determine if 
the larger firms are accruing machines at pro­
portionally greater rates than smaller firms. 
Study the percentages of machines accrued to 
new operators both as a percentage of the in­
dustry and as a percentage of gains. The in­
dustry is considered healthy to the degree to 
which: 

a. New machines to new operators appear 
insignificant. 

b. Losses accrue proportionally more 
heavily to small firms than large. 

c. Gains accrue proportionally more heav­
ily to large firms than small. 

d. The market control of the large firms 
grows while that of the small 
diminishes. 

C. Analysis of Extortion Practices in the Coin­
Operated Machine Industry, Detroit, 
Michigan 

This analytical procedure was developed 
and first applied in Detroit, Michigan. The 
data showing the number of machines held by 
each operator was obtained from the Detroit 
City Department of Licensing; the data show­
ing the locations serviced was obtained from 
the Detroit City Tax Assessor's Office. The 
analysis conducted monitored licensing pat­
terns of jukebox and coin amusement devices 
in Detroit for the yeaTS 1960-1970. The analy­
sis was conducted by individuals with no knowl­
edge of extortion practices in the area. The 
findings can be briefly summarized before the 
analytics are described. First, the analysis sug­
gested that extortion practices were occurring 
as early as 1963; the law enforcement intelli­
gence divisions operating within the city did not 
in fact learn of such activities until 1965-1966. 
The analysis provided a description of the man­
ner in which the "extorters" were distributing 
new holdings among dummy firms, a procedure 
which was suspected by law enforcement intelli­
gence divisions. The analysis yielded the names 
of seven operators with unusual growth pat­
terns, five of which were verified by police in­
telligence as being suspected of extortion prac­
tices. The analysis further yielded a partial list 



of fifteen locations which were suspected to 
have been extorted. The Wayne County Or­
ganized Crime Task Force is using this infor­
mation to provide background information use­
ful in questioning involved parties and to guide 
current and ongoing field investigations. 

The analysis is presented here as it was ac-
. tuaHy carried out in Detroit. In the context of 
the Detroit study, the analysis of the market 
activity in general was conducted first and 
is described in the section entitled Market 
Characteristics; the identification of individuals 
guilty of and adversely affected by extortion 
practices was cGnducted second' after the first 
section was completed and is described in the 
section entitled Identification of Extorter. 

Market Characteristics 
The overall size of the jukebox and amuse­

ment device industries of Detroit, Michigan, 
stabilized in 1963 after several years of rapid 
growth. The number of jukeboxeii levelled off 
at approximately 1,750. with an annual mean 
percentage change in the total number of ma­
chines licensed since then of ± 3.5 percent, 
amusement devices approximately at 2,550, 
with an annual mean percentage change 
since then of' ± 2.7 percent. This sense of over­
all stability, however, disguised a state of con­
stant internal flux. 

The turmoil underlying the relatively con­
stant overall stability is characterized by a high 
rate of nonrenewed licenses cancelling new 
licenses in an aggregate analysis of the industry. 
This, then, results in a near -constant overall 
total. 

From 1961 to 1970, an average of 13.5 per­
cent of all licenses issued in anyone year in 
the jukebox industry expired, and an average of 
17 percent of all licenses granted were new 
licenses for machines not previously licensed 
by the given licensee. In the amusement de-· 
vice industry, an average of 11.6 percent of the 
licenses expired while an average of 19 percent 
of the new licenses were new. For 1963-196!J, 
the average rates of license expiration and new 
license issuance are, for jukeboxes, 15.1 per­
cent and 16.3 percent, respectively; for the 
amusement devices, 11.6 percent and 12.7 per­
cent, respectively; thus reflecting an overall ap­
pearance of stability in Doth the jukebox and 
amusement device industries. This similarity 

of percentage increases and decreases from 1963 
to the present suggests further that the same 
machines are being licensed by different opera­
tors. In other words, licenses for what are, in 
effect, the same machines were being trans­
ferred among licensees. Although the physical 
machine may be different, their locations are not 
changing significantly . 

The rates of internal turnover as compared 
to the gross trend of overall stability are dis­
played, on an annual basis, in Exhibits 8 and 
9. A separate. graph is presented for each in­
dustry, and on each graph three 'lines are dis­
played. Line A graphs the rate of percentage 
change in the total number of machines li­
censed in the industry from one year to the 
next. Line B graphs the aggregate number of 
licenses allowed to lapse by operators as a per­
centage of the number of licenses granted in 
a given year. Line C graphs the aggregate license 
in the number of licenses granted to given op­
erators in a given year. It is to be noted that 
the trends within the two sectors are nearly 
identical, suggesting that both are affected by 
the same internal and external sets of circum­
stances. 
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This high rate of annual internal turnover is 
suggestive of two competing hypotheses: One, 

EXHiBIT S.-Aggregate Turnover in Jukebox Industry 
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Line A: Percentage Change In 
Overall Number of 
Machines Licensed by 
Year. 

Line 8: Percentage of Total 
Number of Machine 
Licenses Expiring. 

Line C: New Licenses Issued as a 
Percentage of Total 
Licenses. 



EXHIBIT 9.-Aggregate Turnover in Coin Amusement 
Device Industry 
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Percentage of Total 
Licenstls. 

that each indu§try is either highly competitive 
with licenses changing hands each year due to 
aggressive, honest entrepTc-neurship or, two, 
that the rate of license turnover is due to busi­
ness extortion. It is the second hypothesis, 
that of prevailing business extortion, which is 
most supported by further analysis. 

Analysis of the Jukebox and Amusement De­
vice Industries 

Each industry was stratified into five tiers, 
each tier representing different types of vending 
machine operations in the industry. As described 
previously, the tiers represented machine oper­
ators having: 

1-3 licenses, 
4-9 licenses, 
10-29 licenses, 
30-99 licenses, and 
100-999 licenses. 

As explained above, in a stable industry gen­
erally characterized by aggressive competition, 
s)!~h as vending machines, small operators are. 
more vulnerable than large ones, and large op­
erators often obtain their gains from the small 
operators. If this were the case, where licenses 
are being transferred, sm~n operators would 
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register a high percentage of losses and a low 
percentage of gains, while the medium and 
large operators should register fewer losses and 
show high rates of gain. Thus, losses should be 
low for the large operators and higher for the 
medium and small opera.tors, and gains should 
be high for the large operators and lower for 
the medium and small operators. This, how­
ever, is not the tendency observed in Detroit. 

To determine the characteristics of license 
turnover in the jukebox and amusement device 
industries, we' moved from the aggregate distri­
butions presented in Exhibits 8 and 9 to disag. 
gregated distributions. 

Exhibit 10 consists of a set of graphs, one for 
e0ch industry tier, each of which displays three 
lines for each sector tier. Line A represents 
the percentage of the industry controlled by 
that licensee category·£r.om 1960 to 1970; Line 
B, the percentage of total losses accrued to 
that category in each year; and Line C, the 
percentage of total gains accrued to that cate­
gory in each year. An examination of these 
sets of graphs results in the fonowing three 
generalizations which are applicable to both 
jukebox and amusement device licenses. 

1. Since 1963, the percentage of the industry 
controlled by each category of licensee 
has remained relatively constant. 

2. The percentage of losses accrued to each 
category of licensee is very close to the 
percentage of the industrial sector con­
trolled by licensees in that category, indi­
cating that license losses were random 
with no regard to an operator's competi­
tive position. 

EXHIBIT 1O.-Disaggregated Turnover in Jukebox and 
Coin Amusement Device Industry 
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3. The percentage of new licenses accruing 
to each of the categories is appreciably 
lower than the percentage of the indus­
trial sector controlled by licensees in that 
category, and the magnitude of the dif­
ference between percentage of gains and 
percentage of industry controlled increases 
as the size of the operation represented 
by each category increases. 

These three generalizations nm directly con­
trary to predicted results in a normal competi­
tive market and are suggestive of abnormal busi­
ness operations. 

The hypothesis that normal competition 
would result in these patterns is further under­
mined and that of business extortion reinforced 
by the distribution of the new licenses issued 
in each year. On the average, 41 percent of all 
amusement device licenses issued each year were 
issued to people who were outside of the in­
dustry in the previous year; for the jukebox 
sector, 54 percent of all licenses went to new 
operators. The distribution of machines across 
categories of new operators is also instructive. 
Of all new machines licensed in the jukebox 
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EXHIBIT lO.-(contd.) 
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sector from 1961-1970, 72 percent were licensed 
by operators having more than ten machines 
in their first year of operation. In the amuse­
ment device sector, 81 percent went to such 
operators. 

This pattern of a majority of new licenses ac­
cruing to large, new operators is contradictory 
to the suggestion of an intensely competitive, 
legitimate market pattern. In a competitive 
stable market the predominant number of new 
licenses would be expected to accrue to the 
larger, long-standing operators, as they would 
hold a competitive advantage over smaller 
operators and certainly over individuals start­
ing new businesses. Under normal circum­
stances, new operators would find it difficult to 
offer for each 'Of six years a competitive ad­
vantage to achieve success like that being ex­
perienced. However, competitive advantage in 



EXHIBIT lO.-{contd.) 
JUKEBOX LICENSES-30-99 LICENSES 
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Held by Tier 30-99. 
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by Tier 30-99. • 

C. Percentage of Gains Accrued by 
Tier 30-99. 

a case like this could be obtained through ex­
tortion practices. 

The phenomena described are, therefore, 
suggestive of organized criminal activity in the 
form of small business extortion carried out 
along the following lines: 

1. Individuals on whose premises jukeboxes 
and amusement devices are located are 
forced to turn the operation of the ma­
chines over to a given extorting new li­
censee or ongoing operator. The extortion 
is carried out, therefore, without regard 
to the nature of the vending machine 
company servicing the machine and losses 
are consequently random across categor­
ies of operations. 

2. The extorted licenses are distributed to 
several "dummy" firms set up to dis-
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guise the singularity of criminal control 
of the industry. 

3. The "dummy" operators either show a 
single large jump in the number of ma­
chines licensed, or come into business 
with an abnormally high number of ma­
chines in their first year of operation. 

4. After the "dummy" operator is set up 
with a large number of machines, his 
overall size is allow:ed to fluctuate with 
the market, registering insignificant losses 
and gains thrOllgh time. 

Due to the random extortion practices and 
the wide distribution of machines among the 
"dummy" operators, the overall distribution of 
machines across categories of licensees remains 
relatively constant and the industry appears, 
on the surface, relatively undisturbed. 
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Identification of Extorter 

In the context of the Detroit study, the iden­
tification of those firms thought to be benefit­
ting from extortion practices was not con­
ducted in the formal manner described in the 
first section; it was initially conducted in a sub­
jective manner. Seven firms were identified as 
possible extorters, five of which had holdings 
ranging from 22-45 machines in their first years 
of operation, two of which showed sudden 
growth of, respectively, 22 and 28 machines .in 
a single year, and then maintained their in­
creased holdings through time. Upon develop­
ment of the formalized system for identifica­
tion, the first five were yielded as "extorters" 
in the same manner. They had typically large 
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holdings in their first year of operation; the 
second two had normalized indexes of growth 
of, respectively, 7.3 and 9.3. 

The determination of locations extorted 
was accomplished by studying the information 
on location holdings for the alleged extorters. 
Data for two years was studied, and fifteen lo­
cations which in the previous year were serv­
iced by firms with normal patterns of growth 
were selected as extorted locations. Field in­
vestigations have on the basis of this informa­
tion been initiated. 

D. Implementation of Methodology 

Should the analysis be conducted manually, 
it would be an extremely time-consuming, if 
not impracti.cal, procedure. The study presented 
here was conducted using a Honeywell 1648 
computer, a ;;mall- tp mid-range machine, and a 
low-speed teleprinter. The programs developed 
could be adapted for use on any small ma­
chine, and the output is designed to be easily 
readable. To conduct the analysis, using the 
computer and designed programs, a reconstruc­
tion of the Detroit study would require the fol­
lowing manpower commitments: 

Step 1: Coding of data. 
Step 2: Punching of data. 

Step 3: Analysis of output. 

J,fanpower Requirements 
6 man.days clerk. 
2 man-days keypunch 
operator. 
1 man·day trained an· 
alyst. 

The computer analysis, using the designed 
programs, requires 45 minutes of computation 
time on the Honeywell 1648 computer, and 125 
minutes of print time on a low-speed printer. 
The cost of this computer, as used by IR&T in 
conducting the study is $20,000. 

E. Monitoring and Self-evaluation 

The licensing data used to conduct the analy­
sis is available annually. That aspect of the 
analysis which is descriptive of general market 
patterns is, itself, a monitoring and evaluation 
device. When extortion occurs to upset normal 
patterns of market behavior, law enforcement 
efforts can be judged effective to the degree to 
which the market responds. When the appear­
ance of abnormality diminishes, when the mar­
ket manifests normal, expected patterns of be­
havior, the law enforcement activities can be 
adjudged effective. 



VII. CASE STUDY: LABOR RACKETEERING 

A. Hypothesis and Methodological Guidelines 

The amount of money from dues and 
income-producing investments which flow 
through labor unions, the methods by which 
labor union officials and administrators are se­
lected, and the regulations whh;h control labor 
union administrative practice provide oppor­
tunities for misusing or abusing the resources 
of labor unions. Disproportionately high fees 
and administrative costs could indicate mana­
gerial inefficiencies due either to questionable, 
although legitimate, business practice. High 
costs could also identify criminal practices 
where concerted attempts are being made to 
misuse funds. Fund misuse here is hypothe­
sized to be, generally, the purchase of services 
or the paying of salaries which are not related 
to legitimate labor union activities. The pur­
chase of services, ranging from building main­
tenance to labor-management consultants, at in­
flated prices would be a convenient way to pay 
for favors already received or about to be re­
ceived, or to provide monies to individuals or 
groups for their own use or for investment in 
either criminal or noncriminal· enterprises 
The same situation applies to the paying of 
inflated salaries. In some cases, the purchase 
price or salary may be paid with no intention 
of receiving any legitimate service. 

Changes in investment portfolios could also 
be indicative of organized criminal activity. Un­
explained changes in a labor union's portfolio 
might identify violations, or corrections of vio­
lations, of either a fiduciary responsibility or 
criminal law. Rapid shifts in assets, such as 
from cash or Treasury Bills to unsecured loans 
or speculative investments, might identify situ­
ations where the decision by union officials or 
trustees to move into a more risky investment 
situation was influenced by some form of pay­
off or blackmail. 

Deposits of large amounts of cash in 
noninterest-paying accounts (e.g., checking ac­
counts) might identify at least a conflict-of­
interest situation where, for example, union 

officials might be board members of the bank in 
question. 

Changes in the pattern of administrative ex­
penses or portfolio makeup might also identify 
the results of actions to correct either manage­
:rial or criminal problems. A decrease in admin­
Istrative costs, for example, might identify 
either the implementation of more efficient 
managerial practices or the removal of certain 
criminal influences. 

Labor unions file an annual financial report, 
Form LM-2, "Labor Organization Annual Re­
port," with the U.S. Department of Labor, 
which itemizes labor union assets, liabilities, re­
ceipts, and disbursements. The names of of­
ficers, business agents, and employees are listed, 
along with their annual compensation. Analy­
sis of certain deduced relationships among var­
ious financial items on Form LM-2 form the 
basis for the methodology. Some hypothesized 
relationships might be: 
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• dues income should at least equal expendi­
tures, 

• administrative costs should be less than 
dues income, and 

• a portion of a labor union's cash should be 
in interest-bearing accounts. 

By plotting financial indicators for the past five 
to ten years for labor unions in a given iurisdic­
tion, patterns may be seen which identify shifts 
in the degree to which a labor union is influ­
enced by questionable or criminal practices. 
Some of these shifts, identifiable by this method 
as of the year of filing of the significant data, 
may actually have taken place as long as several 
years before conventional intelligence operations 
identified the change. If these patterns exist 
historically, then certain rules can be developed 
for an examination of current union financial 
practices. If, for example, the embezzlement of 
union funds was discovered three years after the 
ratio of. dues income to expenditures became 

. Dues Income 
greater than one, then the mdex E r xpenc ltnres 
should be plotted annually for each labor union. 



If the index rises above one, then further inquiry 
into the union's management might be appro­
priate. 

Other indicators may also be monitored 
which do not have any known historical links 
to changes in criminal activity, but which, in 
themselves, suggest misconduct. One example 
of an indicator which might be monitored is 
asset depletion; as assets are depleted, further 
inquiry into the union's management might be 
warranted .. 

Analysis of labor union financial records 
only makes it possible to identify situations 
which are suspicious, due either to an historical 
relationship between an indicator and an event, 
or to the inferences to be drawn from changes 
in an indicator, or to identify events which 
were suspicious and are now being corrected. 
Investigative resources can then be directed ac­
cording to shifts in indicator trends. Also, since 
the information on disbursements and expendi­
tures is factual, it may provide. the basis for 
grand jury examination. 

It is emphasized, however, that the monitor­
ing of shifts in indicator trends is of primary 
use in directing the focus of investigations and 
in monitoring the pattern of criminal activity 
during and after the investigation and subse­
quent enforcement actions. 

B. Summary Procedures 

Listed below are the methodological steps 
which were described above in context with one 
description of labor racketeering. 

1. Identify labor unions to be analyzed. Selec­
tion criteria can include location of unions, 
known backgrounds of officers, and size 
of union. 

2. Obtain for the past eight to ten years the 
annual reports, Form LM-2, "Labor Union 
Annual Report," of each labor union from 
the U. S. Department of Labor. 

3. Define indices to be plotted, such as 
Administrative Speculative 

Costs Investments 
Dues income ' Total Assets' 

and liquidity. (The following case study 
examines a number of indices.) 

4. Compute and plot indices. 
5. Identify shifts and perturbations in in­

dicator trends which follow, proceed, or 
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are coincidental with known changes in 
criminal activity which affected organized 
labor. 

6. Set up procedure to monitor these his­
torically relevant indicators for each labor 
union annually. 

7. 'When historical shifts are repeated which 
coincided with changes in criminal activity 
in the past, commit investigative resources. 

8. Where shifts in indicators indicating mis­
conduct in themselves occur, commit in­
vestigative resources. 

Once indicators are developed which either 
have historical links to organized crime or are 
directly indicative of misconduct, it would be 
possible within various enforcemenJ agencies 
to design a system which could then be main­
tained by relatively junior and inexperienced 
staff. Shifts in trends could then be submitted 
to intelligence operations for complete analysis. 

The next section describes the application 
and testing of these steps. The sections that 
follow it identify the resources required to im­
plement and maintain a system to identify pos­
sible changes in the way organized crime affects 
labor unions. 

C. Analysis of Indicjltors of Labor Racketeer­
ing 

This analysis was furnished to a state organ­
ized crime strike force. Upon review, state 
prosecutors concluded that state constitutional 
prohibitions presented obstacles to prosecutions 
under state labor laws. Federal labor officials as­
serted that abuse of union funds was not a vio­
lation of Federal labor laws. Legal research con­
tinues to determine whether abuse of union 
funds can be reached under state or Federal 
antifraud legislation. A number of enforce­
ment officials commented upon the proposed 
methodology and the results of the analysis. 

Financial data was collected and analyzed for 
~2 lahor unions, representing six general occu­
pational or industrial categories. The following 
code will he used to identify each union: 

• Each occupational or industrial category 
is represented by a single capital letter: 
A,B, C, D, E, or F. 

• Each category code is followed by a num­
ber which identifies a specific union. 
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EXHIBIT l1.-Labor t:nions 
Administrative Cost Dues Income 

1964 1965 1966 1967 1968 

For each of the unions, indicators dealing with 
administrative expenses and asset utilization 
were computed, plotted, and analyzed. 

Administrative Costs 

Exhibit 11 plots the index 
Administrative Costs 

Dues Income 
for 10 of the 32 unions. (The vertical scale has 
no units, so as to avoid the identification of the 
specific labor unions which were analyzed.) The 
administrative cost figure is derived by adding 
together the following expenditures: salary paid 
to union officers, salary paid to union employees, 
educational and publicity expenses, office and 
administrative expenses, and benefits. Only these 
components are used, as they account for the 
bulk of administrative expenses and are consid­
ered to be those which would vary sharply if 
the administrative budget is being used improp­
erly or, conversely, if improper actions are 
corrected. 

After the data was plotted, it was necessary 
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to establish a "normal" relationship between 
Administrative Costs and Dues Income. As 
eight of the ten unions show Administrative 
Costs/Dues Income below "level 1," this on first 
inspection might seem to be the permissible 
upper limit. Such a limit would suggest that 
only two unions, B-6 and D-6, sustained ab­
normally high administrative costs. This upper 
limit, though, is not satisfactory because at 
"lever I," administrative costs are consistently 
greater than dues income. A consistent pattern 
of expenditures significantly exceeding dues, 
particularly since administrative expenses are 
only part of a labor union's expenses, on its face 
suggests mismanagement. 

These conclusions seem logical, and are sub­
stantiated by the performance of one particular 
union, D-6. In 1968, this union's pension fund 
was reorganized as a result of criminal indict­
ments having been brought against its trustees. 
One effect upon the local union was that the 
. d Administrative Costs hId fr 1968 
III ex D I was a ve om 

ues ncorne 
to 1969. 

Two factors, that a ratio of administrative 
costs to dues income greater than one means 
that union expenses are greater than receipts, 
and that this ratio did decline for a labor union 
involved in criminal indictments, suggest that 
the' upper parameter should be less than one. 
This seems to be appropriate· as five unions, 
A-I, B-1, B-9, E-8, and A-3, all except one 
presumed to be relatively unaffected by organ­
ized crime, have this index below "level 2" 
which is below a ratio of one for Administra­
tive Costs vs. Dues Income. 

Setting the upper limit for normal operat­
ing costs at "level 2" would therefore indicate 
that high operating costs are incurred by C-3, 
F-l, D-I, and E-8. This reinforces the initial 
assertion that the operating costs of D-5 and 
B-6 are at an unwarranted high level. The im­
plication could be that high administrative ex­
penses are required to support irregular activ­
ities. 

For the foregoing reasons it appears that the 
. d Administrative Costs . 
III ex IS an indication of 

Dues Income 
changes in criminal or managerial misconduct 
and is a simple and inexpensive source for in­
vestigative leads. 



EXHIBIT 12.-Labor Unions 
Cash and Demand Deposits 

Average Monthly Expenditure 

1962 1963 1964 1965 1966 1967 1968 1969 

Asset Utilization 

Exhibit 12 graphs the index 
Cash and Demand Deposits 

Average Monthly Expenditures 
for ten unions. As with union pension and 
welfare plans, this index is designed to monitor 
"reasonable" or "acceptable" managerial and 
financial practices. Average monthly expendi­
tures for each year are computed by dividing 
total yearly expenditures by twelve. Four unions, 
C-3, B-1, E-8, and A-3, show a liquidity po­
sition consistently well below the others. These 
indices are well below the suggested "optimum" 
liquidity position of liquid assets averaging 150 
percent of average monthly expenditures. As 
suggested earlier in the analysis of welfare and 
pension plans, this high liquidity means that 
potential income from interest-bearing acconnts 
is being lost. 

A fifth union, B-8, registered a high cash 
position prior to 1964, but since that time has 
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dropped to a level consistent with the above 
four. 

The remaining five unions, A-I, D-l, D-6, 
and F-l, register extremely high cash positions 
which fluctuate and are almost double the 
150 percent cash position considered necessary 
and prudent. 

Labor union A-I fluctuates between almost 
double and triple the 150 percem cash posi­
tion. Labor union D-I, for 1967, shows an in­
crease in liquidity greater than five times the 
1966 liquidity position. Close scrutiny may be 
warranted of D-l's 1967 activities, along with 
the policies, either internal or external, ,vhich 
resulted in the rapid increase in liquidity, fol­
lowed by a decrease. Labor union F-I also 
showed a rapid rate of increase in the ratio of 
cash to average monthly expenditures, resulting 
in a 1968 high almost ten times greater than 
the necessary 150 percent liquidity position. Al­
though a considerably lower position was regis­
tered in 1969, the liquidity position has been 
consistently high and, therefore, close investiga­
tion into management practices may be war­
ranted. 

The two remaining unions, D-5 and B-9, 
have both shown an uninterrupted increase in 
the ratio of cash to average monthly expendi­
tures. One union, D-5, registered almost a 1,000 
percent increase from 1962 to 1969, with the 
1962 level already 400 percent greater than 
necessity. The position of neither union can be 
easily justified by accepted management prac­
tices. 

Some of the noticeable sharp decreases, par­
ticularly those registered by F-1 from 1968 
to 1969, D-1 from 1967 to 1968, and A-I from 
1967 to 1968, can be attributed to an increase 
in enforcement activity. 

This index of asset utilization also appears 
to monitor changes in criminal or questionable 
activity. 

D. Implementation of Methodology 

A major problem in this investigation was 
to determine which federal, state, and local 
I~\ws were being violated in order to allocate 
investigative and prosecutorial personnel. This 
pi oblem arose from the fact that it is not illegal, 
for example, to spend more money than comes 
in, maintain large amounts of money in non­
interest paying accounts, or invest in specula-



tive real estate ventures unless these actions 
are done with illegal intent. For example, 
analysis of Form LM-2, which is required by 
Federal statute, may identify inflated payments 
for certain services. This may not be a Federal 
violation, but it may be a violation of state 
fraud or embezzlement statutes. This problem 
is now being examined by lawyers in a local 
prosecutor's office. 

Other problems which were confronted, and 
the way they may be dealt with now, are sum­
marized below: 

1. Considerable time had to be spent in be­
coming acquainted with labor union re­
porting requirements, the locations of 
files, the methods required to obtain LM-
2's, and some of the subtleties involved in 
reporting. This effort would not have to 
be duplicated, as the general method has 
been demonstrated. 

2. All indices were computed and plotted 
by hand, requiring considerable time. 
The historical analysis of indicators 
could be better prepared by a computer. 

3. Obtabing knowledge of past organized 
criminal influence upon labor unions re­
quired the establishment of credibility 
and trust with a number of law enforce-

ment officials. This sensltlve information 
could be readily obtained by law enforce­
ment officials. 

The initial analysis of the 32 labor unions 
required several man-months. This included 
obtaining and gaining understanding of the 
Form LM-2's and the computing and plotting 
of indices. This work was accomplished pri­
marily by research assistants after the forms 
were obtained; future work could be accom­
plished by clerks. Relating historical shifts in 
trends to organized crime and evaluating in­
dices which were developed to measure changes 
in criminal or irregular behavior required be­
tween one and two man-months of senior-level 
analysts. This, too, would not have to be dupli­
cated as enforcement officials in a given juris­
diction would be familiar with the historical 
background of organized criminal influence on 
local labor unions. 

Determining how to use this information in 
investigations and prosecutions required less 
than one man-month. At this point, research is 
underway to determine if local fraud cases can 
be made. 

In summary, an estimate of the time and 
personnel category now required to analyze five 
indicators for 25 labor unions without use of a 
computer is: 

Manpower Requirements 

Step 1: Obtain LM-2's for selected labor unions and outline analysis. 1 man-dav enforcement official: 
2 man-days research assistant: 

Step 2: compute indices; and plot historical data. 

1 man-day clerk. 

3 man-days research assstant: 
15 man-days clerk. 

Step 3: Obtain data 011 past influence of organized crime upon labor 
unions, and relate to shifts in trends. 

1-5 man-days enforcement official: 
1-5 man-days research assistant: 
1-5 man-days clerk. 

Step 4: Select indices for continued analysis. 1-2 man-days enforcement official: 
1-3 man-days research assistant: 
1-3 man-days clerk. 

Step 5: Allocate investigative personnel based on historical shifts in 
indicator trends. 

Unknown. 

Step 6: Develop hypotheses for new indicators for future analysiS, 
and annually compute indices, plot, and analyze. 

1-10 man-days enforcement personnel per 
year; 10-20 man-days research assistant per 
year: 15-25 man-days clerk per year. 

A system for the analysis of financial indica­
tors of labor unions can be designed with the 
allocation of 28-51 man-days and operated 
with 26-81 man-days per year. If the data from 
the LM-2's were fed into a computer and a few 
simple programs written, hundreds of indices 
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for many more than 25 labor unions could be 
analyzed in far less time. 

This analysis could require even fewer law 
enforcement resources if t:usinessmen, citizens 
groups, and leaders of the labor movement were 
to monitor the financial and business practices 



of labor unions. The encouragement of this 
activity would have to be based upon local con­
ditions. 

E. Monitoring and Self-evaluation 

The examination of LM-2's should provide 
a deterrent to organized criminal activity as 
new information is being obtained upon which 
to base investigative and prosecutorial decisions. 
Pressures resulting from a systematic analysis 
should at least result in changes of the methods 
by which organized crime affects labor unions. 
This can probably be readily monitored by 
knowledgeable law enforcement officials. 

In the examination of historical data and re­
lationships, efforts should be made to deter­
mine specifically what events or phenomena 
occurred which may have caused a trend to 
shift. In many cases, a shift can be attributed 
to perfectly legitimate events such as a strike, 
which may deplete a strike fund, or participa­
tion in a new insurance plan, which may raise 
administrative costs. Other shifts may be attri­
butable to changes in the scope and incidence 
of criminal activities. These changes can re-
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suIt from law enforcement acrivities, such as 
investigations and prosecutions, or agreements 
or conflicts among criminal interests, such as 
negotiating a new sweetheart contract or pur­
chasing unneeded services. These and other 
past events should be understood by law en­
forcement officials. As indicators are plotted 
from current LM-2's, shifts which are similar 
to historical shifts should be studied to see if 
they signal a repeat of the event which occurred 
in the past or possibly a new event linked to 
organized criminal or legitimate activities. This 
process of identifying relationships between in­
dicator trends and events, particularly those 
which have occurred in the past, is important 
as it aids in the identification of the forces 
which affect the degree to which labor unions 
are influenced by organized crime. 

Other indicators which are studied may only 
have intuitive or deductive value; that is, their 
historical trend shifts are not readily attribut­
able to any known events. An indicator of this 
type might be asset depletion, as rapid loss of 
assets should at least be a reason -for inquiry. 
Indicators of this type can readily be deduced, 
hypothesized, and examined. 



VIII. CASE STUDY: LABOR UNION WELFARE 
AND PENSION PLAN FRAUD* 

A. Hypothesis and Methodological Guidelines 

The amount of money from employee and 
~mployer contri.butions and income-producing 
mvestments WhICh flow through labor union 
welfare and pe~sion plans, the methods by 
whIch plan officIals and administrators are se­
lected, and the regulations which cqntrol wel­
fare. ~nd pensi?n plan practices provide oppor­
tumtIes for misusmg or abusing the resources 
of these plans. Disproportionately high fees and 
~dmin!stra.tive costs could indicate managerial 
me.~cIencies d.ne to questionable, although 
legItimate, busmess practices. However, high 
costs might also indicate criminal misuse of 
funds. Fund misuse here is hypothesized to be, 
general~y, the pur.chase of services, the paying 
of salarIes, or the Investment of union funds in 
ways which are not related to legitimate labor 
union activities. 
. The 1?urchase of services, ranging from build­
mg mamtenance to investment advice, at in­
flated prices, might be a payment for favors al­
ready received or about to be received or a . ' way to. dIvert monies to individuals or groups 
for theIr own use or for investment in either 
~riminal or ~oncriminal entet'prises. Paying of 
mflated salanes might serve the same purpose. 
In sOI?e c?ses, t~e pur~hase price or salary may 
?e paId wI~h no IntentIOn of receiving any legit­
Imate servIce. 

Changes in investment portfolios could also 
ind.icate organize.d criminal activity. Unex­
plamed changes m a labor union's portfolio 
might identify violations, or corrections of vio­
lations, of fiduciary responsibility or of criminal 
law. Rapid shifts in assets, such as from cash or 
Treasury Bills to unsecured loans or speculative 
mvestments, might identify situations where the 
decision by union officials or trustees to move 
into a more risky investment situation was influ­
enced by some form of pay-off or blackmail. 

Deposits of large amounts of cash in non­
interest-paying accounts (e.g., checking 

"The m:thodology. and. b.asis for the case study on labor 
racketcenng are qUite similar to those described here. 
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accounts) might identify at least a conflict-of­
in~erest ~ituation where, for example, plan of­
fiCIals mIght be board members of the bank in 
question. 

Changes in the pattern of administrative ex­
penses or portfolio makeup might also identify 
tl.le results. o~ actions to correct either manage­
nal or cnmmal problems. A decrease in ad­
rr:inistl'ative costs, for example, might identify 
eIther the implementation of more efficient 
managerial practices or the removal of criminal 
influence. 
. An~lysis of ass~l: growth rate might identify 

SItuatIOns where mvestments are benefitting in­
terests ~ther than those of the plan participants. 
Lapse:; In an employer's payment of its negoti­
ated I:hare of employee Benefits may identify 
collusIOn between the employer and certain 
plan officials. 

Welfare and pension plans file an annual 
financial report, Form D-2, "Employee Welfare 
o~ Pension Benefit Plan Annual Report Form," 
wIth the U.S. Department of Labor. These are 
public reports. Form D-2 itemizes pension 
plan assets, liabilities, receipts, and disburse­
ments. The names of officers, business agents, 
and employees are listed, along with their an­
nual compensation. 
. Analysis ~f cer~ain deduced or intuitively de­

nved relatIOnshlps among various financial 
items on Form D-2 form the basis for the meth­
odology. Some hypothetical relationships might 
be: 

• There should be net asset growth. 

• Administrative costs should be consider­
ably less than contributions. 

• Per capita employer contribution should 
not decline. 

Plotting historical data on financial indicators 
selected on the basis of these assumptions for 
welfare and pension plans in a given jurisdiction 
may reveal shifts in the degree to which a plan 
is influenced by questionable or criminal prac­
tices. Some of these shifts may have taken place as 



long as several years before conventional intelli­
gence operations identified the change. If these 
patterns exist historically, then certain rules can 
be developed for the evaluation of current union 
financial practices. If, for example, the embezzle­
ment of funds was discovered three years after 
the ratio of employer contrihution to expendi­
tures became less than one, then the index 
Employer Contribution h ]d bItt d 

E d· s ou e poe annu-xpen Itures 
ally for each plan. If the index falls below one, 
then further inquiry into the plan's manage­
ment would be appropriate. 

Other indicators may also be monitored even 
without proof of historical links to criminal ac­
tivity, hecause they suggest criminal misconduct. 
One example of such an indicator is asset de­
pletion. As assets are depleted, further inquiry 
into the union's management might he war­
ranted because it may be assumed that in a 
properly managed fund, even for a union with 
no memhership growth, invested assets should 
grow. 

Analysis of welfare and pension plan finan­
cial records makes it possible to identify situa­
tions which merit expenditure of conventional 
investigative resources by showing either a 
change in the direction of improper conduct 
or a change for the better in which a pattern 
of improper conduct is being reversed. Also, 
since the available information on disburse­
ments and expenditures is f~ctual and specifies 
such information as officers' salaries, it may pro­
vide direct assistance to conventional investiga­
tion. 

It is emphasized, however, that the monitor­
ing of shifts in indicator trends is of primary 
use in directing the focus of investigations, in 
monitoring the pattern of criminal activity 
during and after the investigation, and the ef­
fectiveness of subsequent enforcement actions. 

B. Summary Procedures 

Listed below are the methodological steps for 
carrying out an analysis of welfare and pension 
plan fraud. 

1. Identify labor unions to be analyzed. 
Selection criteria should include location 
of unions whose members are in the plan, 
known backgrounds of officers, and size of 
plan. 
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2. Obtain for the past eight to ten years the 
annual reports, Form D-2, "Employee 
Welfare or Pension Benefit Plan Annual 
Report Form," of each plan from the U. S. 
Department of Labor. 

R. Define indices to be plotted, such as 
Administrative Costs 

Dues Income 
Speculative Investments, and liquidity. 

Total Assets 
(The following case study examines a 
number of indices.) 

4. Compute and plot indices. 

5. Ide~tifY shifts and pertmbations in indica­
tor trends which follow, proceed. or are 
coincidental with known changes in crimi­
nal activity which affected pension and 
welfare plans. 

6. Examine annually these historically rele­
vant indicators for each plan. 

7. Where changes in indicators to change in 
criminal activity suggest the existence of 
criminal misconduct, commit investigative 
resources. 

Once indicators are developed either based on 
historical links to organized crime or directly 
suggestive of misconduct, a current monitoring 
prognm could then be maintained by relatively 
junior and inexperienced staff. Shifts in trends 
could be submitted to intelligence operations 
for complete analysis. 

The next section describes the application 
and testing of these steps. The sections which 
follow it identify the re1>ources required to im­
plement and maintain a system utilizing these 
procedures. 

C. Analysis of Indicators of Welfare and 
Pension Plan Frauds 

This analysis has been used to develop in­
vestigative leads as part of an ongoing lawen­
forcement effort, although investigations based 
on these leads have heen held in abeyance pend­
ing a determination by Strike Force attorneys 
whether the wrongful conduct identified can be 
prosecuted under state frand statntes or can 
only be rendered as a violation of federal la­
har legislation. A number of enforcement offi­
cials have commented upon the proposed meth­
odology and the results of the analysis. 



Nine pension plans and nine welfare plans 
were selected for this analysis. Pension plans 
are identified here as Plans P-I through P-9, 
and welfare plans as Plans W-l through W-9. 
Indices were developed in the following four 
areas: administrative expenses, employer con­
tributions to the plan, asset growth rate, and 
asset utilization. The two which proved to be 
successful, administrative expenses and asset 
utilization, are discussed below. 

Administrative Expenses 

Two indices which monitor the level of ad­
ministrative expenses were examined. They are: 

Administrative Costs 
• Disbursements 

Administrative Costs • No. of Participants 

Administrative Costs 
Disbursements 

postulated on the basis that the ratio bLtween 
administrative costs and disbursements should 
remain relatively constant. This assumes that a 
small increase in disbursements must be matched 
by a small increase in administrative costs. If 
the ratio of administrative costs to disbursements 
rises, however, this might suggest unwarranted 
increases in administrative costs, reflecting the 
misuse of plan funds. A steady decrease in this 
ratio might suggest at least more efficient man­
agerial practices and, perhaps, a halt in the 
misuse of plan funds. 

The first index, was 

Exhibit 13 graphs the ratio of administrative 
costs to disbursements over time for the nine 
pension plans: This index shows declines for 

EXHIBIT I3.-Pension Plans 
Administrative Costs 
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P-l, P-2, P-3, and P-5 beginning in 1963. One 
pension plan, P-4, rose from 1962 to 1964 and 
since has remained fairly constant. This index, 
then, taken alone. may suggest that several of 
the plans, beginning in 1963, might have ini­
tiated more responsible financial and manage­
ment practices. The trends upward may suggest 
fund misuse. 

An individual familiar with the union pen­
sion plans in question has acknowledged that 
three of the pension plans, P-l, P-2, and P-3, 
did, in the years preceding their rapid decline, 
experience "extraordinary" financial practices. 
Although there was no law enforcement ac­
tivity in the form of arrests, indictments, or 
prosecutions, investigations undertaken in 1963 
and 1964 may have contributed to a decline in 
this index. 

While this index does seem to identify sev­
eral plans which significantly changed their 
financial managerial practices, there is an analyt­
ical problem which results from the accounting 
procedures required by Form D-2. Under the 
item "total disbursements," all expenditures 
for administration, benefits, and purchase of 
assets must be listed. Thus, the denominator 
of the ratio will itself fluctuate with each trans­
fer of assets from one form to another; e.g., 
the selling of stock followed by the pun::hase of 
Treasury Bills, where the proceeds from the 
stock sale are used to purchase Treasury Bills. 
These transactions must be accounted for. 
The noticeable declines after past internal re­
forms in several plans, which may have resulted 
from pressures from enforcement agencies, ap­
pear to have some utility. 

The second index dealing with administrative 
Administrative Costs . hI' costs, IS t e p an s per 
No. of Participants 

capita administrative costs. As no empirical 
studies have established a "legitimate" or 
"normal" level of per capita administrative 
costs, it was necessary to identify possible causes 
of fluctuations in per capita costs. First, per 
capita administrative costs are high during the 
first several years of a fund's operation, but 
should decline as the "start-up costs" associated 
with .the plan's first few years are paid or 
amortized, and second, economies of scale should 
lower per capita costs as the number of par­
ticipants in the fund increases. The assumed 
lower level of per capita administrative costs, 
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after payment of start-up costs and realization 
of economies of scale, even when offset by 
increases in administrative costs due to inflation, 
should remain relatively constant from year to 
year. Legitimate factors which could result in 
a rapid increase in per capita administrative 
costs are a rapidly shrinking membership or a 
major shift in administrative practices, such as 
the installation of a computer. If this is the 
case, however, there should be a decline in the 
ratio after several years. 

The per capita administrative costs of a pen­
sion plan should be lower, on the average, than 
tLose of a welfare plan. The differential in costs 
derives from functional differences. Whereas 
both pension and welfare plans need to man­
age their assets, pension plans dispense benefits 
on a more regular basis, while welfare plans 
distribute benefits erratically. Claims for wel­
fare benefits require more verification and com­
plex processing than pension claims. 

Exhibit 14 graphs the per capita administra­
tive costs as a function of time for the nine 
pension plans. 

Four of the pension plans, P-5, P·-8, P-9, and 
P-2, register per capita administrative costs less 
than $7 since 1960. As there is convergence 
around the $7 per capita administrative cost 
level, an initial assumption is that per capita 
costs around $7 can be considered normal. The 
efficacy of this assumption is reinforced by 
the experience of a fifth plan, P-3. Until 1966, 
P-3 registered increases in per capita adminis­
trative costs from $10.75 in 1960 to just above 
$18 in 1966. In 1966, the per capita administra­
tive costs began to register a small decline and 
fell to $14.25 in 1968. In 1968, indictments 
were issued against the plan administrators, 
and management was changed. A new, pre­
sumbly honest, fund came into ex.istence, with 
the assets and administrative machinery of the 
old transferred. Per capita administrative costs 
for P-3 fell to $5.75 in 1969, the year immedi­
ately following the indictments. We conclude 
frorn this analysis that aside from fund P-2 
(otherwise suspected of improper practices), our 
hypothesis that continuing per capita adminis­
trative costs above $7 are an indication of col­
lusive misconduct and hence of organized 
criminal activity, and at least in the case of P-3 
is verified. 

This hypothesis focused attention on four 



EXHIBIT 14.-Pension Plans 
Administrative Costs 
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plans, three of which are suspect. Pension plan 
P-7 registered a per capita administrative cost 
of approximately S18.65 in 1965 and then regis­
tered a general decline along this J11easure. The 
1969 per capita administrative cost was $11. 
It is to be noted, however, that 1965 was the 
plan's first year of operation, which could ac­
count for initially high per capita administra­
tive costs. The decline registered in the ensuing 
years could reflect the expected economies of 
scale. If the trend continues, the per capita 
administrative costs will fall to the $7 level. 

The three remaining plans, P-4, P-l, and 
P-6, all register steadily increasing, abnor-
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mally high, per capita administrative costs. The 
P-4 per capita administrative costs have risen 
fairly steadily from $2.15 in 1962 to $15 in 
1969. The rate of increase registered by P-6 
has been more dramatic, rising from $10 per 
capita administrative costs in 1962 to $87.77 in 
1968. The per capita administrative costs of P-l, 
for which figures are only available since 1965, 
rose from $20 in 1965 to $28 in 1968, then fell 
to $24.50 in 1969. These per capita administra­
tive costs suggest extraordinary practices. To a 
law enforcement agency, they might indicate a 
need for detailed investigation. 

The index, per capita administrative costs 



for pension plans, appears to have significant 
utility. In using it to evaluate future data, it 
will be necessary to weight it for inflation. It 
is also necessary in utilizing it to discount the 
short-term perturbations from significant man­
agement changes. 

The analysis of the per capita administrative 
costs of welfare plans was conducted in a similar 
fashion to that of the pension plans. As dis­
cussed above, the anticipated "normal" per cap­
ita administrative cost is higher for the welfare 
plans than for the pension plans. 

The analysis of the welfare plan per capita 
administrative costs suggests two possibilities as 
the upper limits of "normal" per capita admin­
istrative costs, as shown in Exhibit 15. The first 
is that per capita administrative costs under $30 
are reasonable, as six 0.£ the nine welfare plans 
are at this level. On the other hand, it is also 
possible to suggest that per capita administra­
tive costs should fall under $14 as is the case 
with W-6, W-7, vV-8, and W-4. This line of 
reasoning would indicate that unusual financial 
practices were experienced by W-6 in 1968, 
and W-l and Vl-9 since 1962. 

Analysis of per capita administrative costs of 
welfare plans W-3 and ,,y-5 permits the draw-

176 

160 

144 

128 

112 

96 

80 

I, 
III 

lL II 

64 

48 

32 

16 

r-
o 

EXHIBIT IS.-Welfare Plans 
Administrative Costs 
No. of Participants 

240.67 

179.85 ----/ 
! 

If 

I 
11\ lj 
/ \)' 

lI--V\ 
~ ~ ~ 

)/'1_9 ~ 
~ .. s 

~ ~ W-2 
,../ :>.:- ':7 
-- ~ 

:-~_1 IW 8 

1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 

51 

ing of specific inferences. The per capita ad­
ministrative costs of W-3 rose steadily and rap­
idly from $13 in 1960 to $254.67 in 1969, sug­
gesting some administrative difficulties. For 
"W-5, the situation has been somewhat different. 
The rapid rise of per capita administrative 
costs from $80 in 1960 to $119 in I 963 has 
since been offset by a rather steady decline to 
the level of $36 in 1969. This decline may be 
attributable to actions of law enforcement agen­
CIes. 

Analysis of per capita administrative costs for 
both welfare and pension plans suggests that 
rapid and steady increases, particularly above $7 
for pension plans and $28-$30 for welfare plans, 
are the result of unusual and questionable prac­
tices, although not necessarily illegal practices. 
A ,.,teady decline may be attributed to a self­
initiated efficiency plan, influence of law en­
forcement agencies, or abatement of illicit prac­
tices. 

Asset Utilization 

Th 
. d Cash and Demand Deposits . 

emex . lsa 
Average Monthly ExpendItures 

measure of the cash position of the plan relative 
to expenditures. A generalized accounting rule 
for a private organization is that a cash balance 
greater than one and one-half times average 
monthly expenditures is seldom required. Main·· 
taining a greater than necessary cash position 
results in unwarranted loss of income which 
could be derived from the investment of cash 
or savings deposits in interest-bearing accounts. 
A significant cash position also makes possible 
the misuse of funds with no noticeable decline 
in investment income. Thus, if the index 
registers a cash balance in excess of 150 percent 
of average monthly expenditures, there may be 
cause for inquiry into the rationale for the high 
cash position. If, however, a consistently high 
cash position declines, there may be reason to 
believe that the fiscal condition of the plan has 
become more responsible. 

In the computation of this index, average 
monthly expenditures are derived by dividing 
total yearly expenditures by twelve. The re­
sult yielded is then divided by the amount of 
cash on hand and in banks (demand deposits) 
as reported on the D-2 form. 

Exhibits 16 and 17 graph over time cash and 
demand deposits as a percentage of average 



monthly expenditures for both welfare and 
pension plans. Exhibit 16, which graphs this 
index for welfare plans, suggests that the follow­
ing welfare plans have reasonable financial prac­
tices as seen in asset utilization: 'V-I, VV-4, 
\V-6, W-2, and \V-S. Although some of these 
plans have shown cash positions as high as 220 
percent of average monthly expenditures, these 
high levels were not maintained. 

Two welfare plans deviate significantly from 
this pattern. In the eight years for which data 
is :ivailable, welfare plan 'V-5 has regularly 
maintained cash balances in excess of 400 per­
cent of average monthly expenditures, most 
years above 600 percent, and one year at 913 
percent. 

'Welfare plan VV-9 registered a cash position 
which was quite acceptable for the years 1967-
1965. In 1965 and 1966, the cash position was, 
respectively, 380 percent and 640 percent. This 
would suggest a return to questionable prac­
tice. 

Generally speaking, the pension plans, as 
shown in Exhibit 17, maintain relatively low 
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EXHIBIT 17.-Pension Plans 
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cash positions with respect to average monthly 
expenditures. As their expenses are more con­
stant and predictable than those of welfare 
plans, the lower position is not unexpected. 
However, there are three pension funds which 
register abnormally high levels: P-3, P-l, and 
P-4. 

The cash position of P-3 rose frOill a 1966-
1968 level of 50 percent of average monthly 
expenditures to a 1969 level of 2160 percent. 
This high cash position, however, may be due 
to the fact that in 1969, P-3 was reorganized 
into a new fund due to indictments handed 
down the previous year. It is reasonable to as­
sume that this extraordinarily high cash posi­
tion represents a temporary position prior to 
the reinvestment of funds. 

Pension plan P-l showed a rise in cash rela­
tive to average monthly expenditures from 355 
percent to 1909 percent in 1967. As the 1967 
position .was followed by a significantly lower 
1968 position of 355 percent, it may also indi­
cate a temporary status due to reinvestment. 
Should, however, the 355 percent position re-



main constant, the possibility of questionable 
financial practices could be considered. 

Pension plan P-4 has shown a marked fluctu­
ation in relative cash position. The graph shows 
that the cash position has been considerably 
higher than the 150 percent expected norm. 
This position indicates possible questionable 
activities. 

While high cash positions cause an unwar­
ranted loss of income through losses of interest, 
investment in unsecured loans jeopardizes the 
overall asset position of the fund. Also, un­
secured loans may be a means to provide funds 
to questionable, or even criminal, interests. The 
unusual nature of these investments is borne 
out by the fact that only one pension plan and 
its respective welfare plan have a major portion 
or assets as unsecured loans. 

Welfare plan W-I had unsecured loans be­
tween $2.3 and $4.2 million between 1966 and 
1969, forming a significant proportion of fund 
assets. This is shown below: 

Year 

1966 
1967 
1968 
1969 

% of Invested Assets 
in Unsecured Loans 

93.4-
76.1 
88.9 
45.8 

The accompanying pension plan, P-1, had 
unsecured loans of over $10 million in 1968 
and $4 million in 1969, forming a significant 
proportion of plan assets. 

Year 

1968 
1969 

% oj Invested Assets 
in Unsecured Loans 

98.0 
34.8 

There is reason to suspect that similar loans 
had been made in earlier years, but perhaps 
disguised. This possibility arises out of a dis­
crepancy found in the filed forms. Form D-2 
requires that the plan list its current asset posi­
tion and the asset position as reported at the 
end of the previous reporting year. The 1967 
Form D-~ filed by the pension plan, P-1, 
listed in 1967 more than $9 million invested in 
non-government obligations. However, on the 
1968 form in the column in which prior years' 
assets are to be listed, no entry was made unde!> 
the heading "non-government obligations." 
Rather, the $9 million figure is reported as an 
unsecured loan. The question therefore arises 
as to whether or not the entry for all preceding 
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years showing non-government obligations 
might, in fact, represent unsecured loans. If so, 
the unsecured loans have been carried and 
misrepresented since 1960. 

Discrepancies on Financial Reports 

In preparing the fimincial data for the ag­
gregate analyses discussed above, several dis­
crepancies were found. The first, that concern­
ing the levels of unsecured loans carried by 
pension phm P;-l, has already been noted. 

Two other curious discrepancies were dis­
covered. The first concerns the 1967 and 1968 
financial statements of welfare fund ''''-2. In 
1967 the cash flow statement shows, after com­
paring total income and total disbursements, a 
small surplus of $1,000. However, the assets 
for the fund declined by over $6,000. There­
fore, the total amount of unaccounted-for funds 
was $7,782. In 1968, the cash flow statement 
shows an income surplus of $17,547 while the 
assets of the fund increased by only $6,377. 
Therefore, the total amount of funds unac­
counted for was $11,170. For both years, the 
fund had all of its assets in savings and loan 
association shares and bank deposits. Since no 
sale of assets was recorded, the discrepancies 
cannot be accounted for by capital losses regis­
tered through asset transactions. It seems that 
an inquiry into the disposition of these 
"unaccounted-for" funds is therefore warranted. 
This measure of unaccounted funds may have 
future development possibilities. 

The third discrepancy was found in the 1968 
D-2 form filed by the welfare plan W-6. The 
fund reported an increase of approximately $1 
million in its holdings of federal bonds, an 
increase which is not accounted for in the list­
ing of "Purchase of Assets."Furthermore, the 
increase in bond holdings is more than $200,000 
more than the surplus of total income-total 
disbursements can account for. Therefore, there 
seems to be a $232,344 surplus of funds which 
cannot be accounted for. One possible expla­
nation is that previously depleted assets were re­
placed so as to rectify the accounts of the fund. 

D. Implementation of Methodology 

A major problem in this investigation was 
to determine which Federal, state, and local 
laws were heing violated in order to allocate 
investigative responsibility among agencies 



with different jurisdictional responsibilities. 
This problem arises from the fact that it is not 
necessarily illegal, for example, to spend more 
money than comes in, maintain large amounts 
of money in non-interest-paying accounts, or 
invest in speculative real estate ventures. It is 
necessary to determine the intent behind the 
actions which caused these phenomena, and un­
der which jurisdiction these actions may consti­
tute violations of criminal law. For example, 
analysis of Form D-2, which is required by Fed­
eral statute, may identify inflated payments for 
certain services. This may not be a Federal viola­
tion, but it may be a violation of state fraud 
statutes. This problem is now being examined 
by the staff of a local prosecutor's office. 

Other problems which were confronted, and 
their solutions, are summarized below: 

1. Considerable time had to be spent in be­
coming acquainted with welfare and pen­
sion plan reporting requirements, the lo­
cations of files, the methods required to 
obtain D-2's, and some of the subtleties 
involved in reporting. This effort would 
not have to be duplicated, as the general 
method has been developed. 

2. All indices were computed and plotted by 
hand, requiring considerable time. The 
historical analysis of indicators couid be 
better prepared with a single computer 
program. 

~. Ohtaining knowledge of past organized 
criminal influence upon plans required 

Project 

the establishment of the research team's 
credibility and trustworthiness with a 
number of law enforcement officials. This 
sensitive information could be readily ob­
tained by law enforcement officials. 

The initial analysis of the nine welfare and 
pension plans required several man-montps. 
This included obtaining and gaining under­
standing of the Form D-2's and the computing 
and plotting of indices. This work was accom­
plished primarily by research assistants after 
the forms were obtained; fl~ture work could be 
accomplished by clerks. Relating historical 
shifts in trends to organized crime and evaluat­
ing indices which were developed to measure 
changes in criminal or irregular behavior re­
quired between one and two man-months of 
senior-level analysts. This, too, would not have 
to he duplicated as enforcement officials are 
better aware of past impacts of organized crime 
upon plans. 

Determining how to use this information in 
investigations and prosecutions required less 
than one man-month. At this point, research is 
underway to determine whether local fraud 
cases can he made. As plans which are suspected 
of irregular or criminal activity are identified, 
probably another man-month of conventional 
investigative work w~ll be required. 

In summary, an estimate of the time and per­
sonnel category now required to analyze five 
indicators for 18 plans without use of a. (om­
puler is: 

Manpower Requirements 

Step 1: Obtain D-2's for selected labor unions and outline analysis. 1 man-day enforcement official; 
2 man-day research assistant; 

Step 2: 

Step 3: 

Step 4: 

Step 5: 

Step 6: 

Compute indices, and plot historical data. 

Obtain data on past influence of organi7ed crime upon labor 
unions, and relate to ~hifts in trends. 

Select indices for continued analysis. 

Allocate investigative personnel basen on historical shifts in 
indicator trends. 

De\'elop hypotheses for new indicators for future analysis, 
and annually compute indices, plot. and analyze. 
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I man-day clerk. 

3 man-days research assistant; 
15 man-days clerk. 

1-5 man-days enforcement official; 
1-5 man-days research assistant; 
1-5 man-days clerk. 

1-2 man-days enforcement official; 
1-3 man-days research assistant; 
1-3 man-days clerk. 

Unknown. 

1-10 man-days enforcement personnel per 
year; 10-20 man-days research assistant per 
year; 15-25 man-days clerk per year. 



A system for the analysis of financial indicators 
of plans can be designed with the allocation of 
28-51 man-days and operated with 26-81 man­
daYt, per year. It is really not possible to esti­
mate the investigative and prosecutorial re­
quirements. If the data from the D-2's were 
fed into a computer and a few simple programs 
written, hundreds of indices for many more 
than 18 plans could be analyzed in far less time. 

This analysis could require even fewer law 
enforcement resources if businessmen, citizens 
groups, and leaders of the labor movement were 
to monitor the financial and business practices 
of labor unions. The encouragement of this ac­
tivity would have to be based upon local condi­
tions. 

E. Monitoring and Se~f-evaluation 

The examination of D-2's should provide a 
deterrent to organized criminal activity as new 
information is being obtained upon which to 
base investigative and prosecutorial decisions. 
Pressures resulting from a systematic analysis 
should at least result in changes of the methods 
by which organized crime affects labor unions. 
This can probably be readily monitored by 
knowledgeable law enforcement officials. 

In the examination of historical data and re­
lationships, efforts should be made to determine 
specifically what events or phenomena occurred 
which may have caused a trend to shift. In 
many cases, a shift can he attributed to per­
fectly legitimate events such as a strike, which 
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may deplete a strike fund, or participation in a 
new insurance plan, which may raise adminis­
trative costs. Other shifts may be attributable to 
changes in the scope and incidence of criminal 
activities. These changes can result from law 
enforcement activities, such as investigations 
and prosecutions, or agreements among crim­
inal interests, such as negotiation of sweetheart 
con tracts or purchase of unneeded services. 
These and other past events should be under­
stood by law enforcement officials. As indicators 
are plotted from current D-2's, shifts which 
are similar to historical shifts should be studjed 
to see whether they signal a repeat of the event 
which occurred in the past or possibly a new 
event linked to organized criminal or legiti­
mate activities. This process of identifying re­
lationships between indicator trends and events, 
particularly those which have occurred in the 
past, is important as it aids in the identifica­
tion of the forces which affect the degree to 
which labor unions are influenced by organized 
crIme. 

Self-evaluation and monitoring requires the 
continued examination of new indicators, mak­
ing appropriate investigations into the reasons 
for the shifts. These investigations, whether an 
audit of a union's books or surveillance of new 
union officials, should not focus only upon labor 
racketeering as defined by Federal statutes, but 
should also consider violations of state and local 
criminal laws. Monitoring and self-evaluation, 
then, should focus on the relationships between 
indicator trends and events. 



IX. CONCLUSIONS AND ALTERNATIVE APPLICATIONS. OF 
INDICATORS OF ORGANIZED CRIME 

The research and analyses 'which comprised 
this project were conducted, in part, with the 
cooperation of an ongoing law enforcement et­
fort, the Wayne County (Michigan) Organized 
Crime Task Force. This approach was judged 
by Law Enforcement Assistance Administration 
officials, officials of the Task Force, and project 
staff as a way to determine quickly the utility of 
new analytical techniques in .local law enforce­
ment. Inasmuch as these techniques have been 
tested in a local law enforcement effort and aTe 
now being used to identify investigative leads 
and obtain evidence for grand jury proceedings 
and trial, law enforcement officials and those 
generally concerned with the development of 
effective law enforcement programs should be 
able to apply quickly this form of analysis to 
local enforcement efforts. 

In order to estimate efficiently the potential 
utility of such analyses, it is necessary to recog­
nize the many jurisdictional differences and re­
sponsibilities of the various Federal, state, and 
local law enforcement agencies. It will not be 
possible to recommend a single "best" set of 
indices and analytical procedures. It is also 
necessary to consider more than jurisdictional 
differences among agencies; differences among 
the various policy-making and managerial pro­
cedures such as planning, resource mobilization 
and allocation, operations, and evaluation must 
also be recognized. As this general form of 
analysis proves to be valuable in law enforce­
ment, each application of these analytical tech­
niques and the use of the data by various law 
enforcement agencies may be different. 

A long-term commitment to the development 
of indicators of organized crime of the type de­
scribed above could lead quickly to the devel­
opment of indicators which measllre directly 
changes in the incidence ap.d scope of organized 
crime. The above indicators were hypothesized 
to reflect or monitor indirectly changes in or­
ganized criminal activity. As these indicators 
are further developed and their relationships 
with organized crime are better understood, it 
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may be possible to conduct analyses which focus 
more directly upon organized criminal activity. 
Examples of this might include: determining 
the actual amounts of loan shark loans to in­
dustrial workers and the reasons for these loans 
as check-cashing patterns become better known, 
identifying the number of workers on sweet­
heart contracts as it relates to employer pay­
ments to pension plans, and identifying the 
number of gamblers as the sale of gambling 
publications becomes better known. One reason 
it may be possible to identify quickly indicators 
which describe organized crime in direct terms 
is that local enforcement officials are always 
involved in the interpretation of shifts in pat­
terns of the indicators described above. Through 
other forms of analysis, based largely upon con­
ventional police intelligence operations, data 
which describe directly organized criminal ac­
tivity could be acquired and analyzed. 

Indicators of organized crime have nses out­
side of direct law enforcement efforts. They 
can be used by businessmen to obtain insight 
into attempts by organized crime to influence 
their businesses, such as by placing loan sharks 
in plants or infiltrating a labor union. Labor 
officials can obtain information pertinent to at­
tempts at lahor racketeering. Other commun­
ity interests-civic organizations, schools, and so 
on-would be able to conduct many of the ahove 
analyses and use the information to influence 
community-based change. 

The analyses undertaken suggest that indi­
cators which monitor changes in organized 
crime can be developed. One advantage to this 
general analytical form is that these indicators 
can be quickly postulated, developed and tested, 
and, if valid, put into an operational context 
without disrupting ongoing programs. The use 
of such indicators should be quite inexpensive. 
Once one is postulated, investigative and law 
enforcement personnel are not required for 
computation. Also, the process of collecting and 



analy:dng data can be unobtrusive, thereby not 
alerting criminal or questionable interests as 
to what activities are being monitored. 

The use of indicators similar to those dis­
cussed above could provide a new dimension to 
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organized crime control programs. The ultimate 
effectiveness, however, of this form of analysis 
can only be determined through further testing 
of these techniques in the context of specific 
law enforcement programs. 
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