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Foreword

The Pennsylvania Crime Coramission is a unique public agency in the Com-
monwealth. The legislation that created the Commission in 1968, established it as
an investigative fact-finding body with the responsibility of inquiring into the
problems of crime and criminal justice—with specific attention to be focused up-
on organized crime and corruption. In order to expose the full dimensions of
problems within its jurisdiction, the Commission is empowered to subpoena
witnesses and records, to conduct hearings, and to issue reports of its investiga-
tions,

The Commission’s powers and duties distinguish it from enforcement and
prosecutive agencies, which devote their energies to the development and prose-
cution of criminal cases. As a fact-finding body which conducts investigations
and issues reports containing its findings and recommendations, the Commission
is equipped to shed light upon the fundamental causes of criminal justice prob-
lems in ways that the arrest and prosecution of individuals could rarely accomp-
lish.

The pages that follow contain the activities of the Crime Commission for the
past two years. These activities incluze reports on major investigations that have
been conducted by the Clommission, Also included are reports on the cooperative
efforts of the Pennsylvania Crime Commission with other law enforcement au-
thorities, which have served to establish a more uniform network of law enforce-
ment. Finally, this report contairs information which has been supplied by the
Commission to the lawmakers of Pennsylvania in an attempt to enact more
effective legislation for the protection of the citizens of the State. The Commis-
sion wishes to express its sincere gratitude to State Police Commissioner Paul J.
Chylak, whose assistance during the past two years has been essential to the work
of the Commission.

Through the public dissemination of the information contained herein, it is
the goal of the Commission to educate, inform and caution both the public and
the Legislature as to the ever present existence of large scale criminal activities
that permeate their communities. It is only through the exposure of these patterns
of activity that an impact can be made in the areas of organized crime and the
conduct of public affairs.

It should be noted that the year 1978 was significant for the law enforcement
community in general and for the Crime Commission in particular. In October,
1978, legislation was enacted restructuring and reorganizing the Crime Commis-
sion. The legislation more clearly defines the Commission’s authority and
furnishes the Commission with the investigative tools needed to more effectively
fulfill its mandate. Included in this report is an analysis of the legislation,
describing the authority and structure of the new Crime Commission.
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PART 1

CRIME COMMISSION
REPORTS



. Organized Crime in Pennsylvania

A. A Chester City Racketeer: Hidden Interests
Revealed*

1. INTRODUCTION

The infiltration and control of legitimate businesses by organized criie is a
matter of grave concern for the community. Legitimate holdings of racketeers are
derived mainly from profits taken from illicit enterprise, Thus, legitimate hold-
ings represent the consumzz.ation of the criminal enterprise,

The dangers of such infiltration were recognized by the Pennsylvania Legisla-
ture when in 1972, the Corrupt Organizations Act was enacted. ' This Act’s pref-
ace acknowledges that vast amounts of money and power accumulated by
organized crime are increasingly used to infiltrate and corrupt legitimate busi-
nesses within the Commonwealth, This Act outlaws the acquisition of, or any
interest in, or control over a legal enterprise through a pattern of racketeering
activity, or acquisition of such enterprise with funds derived from racketeering.

The Pennsylvania Crime Commission has completed an exhaustive investiga-
tion into a multi-million dollar a year ‘‘numbers racket”’, The inquiry focused on
the channeling of the illicit numbers income into legitimate enterpises.

By revealing the systematic flow of illicit funds into legitimate community en-
terprises, and by eliminating the base of operations, the Commission believes that
there will be a concommitant deterioration of many related criminal activities
that stem from that operation.

2. THE NUMBERS RACKET

For those unfamiliar with the ‘‘numbers’’ game, basically it involves placing a
wager on a daily three-digit number. The bettor may play any number from 000
through 999. Accordingly, the odds are 1000 to 1. In general, the payoff is 600 to
1, with the numbers writer taking off another 10% ‘‘tip”’ on a winning number.

* This report was approved by the Commissioners and published in March, 1978,
1. December 6, 1972, P. L. ___, No. 334, §1, effective June 6, 1973, 18 C,P.S.A, §911.



The numbers operation itself is quite structured, basically insulating the ‘‘boss’’
of the racket from the street writing activities. '

Throughout the years, the Pennsylvania Crime Commission has received in-
formation on a conti: uing basis relating to a multi-million dollar illegal numbers
operation thriving in tiie City of Chester, Delaware County. The Crime Commis-
sion has established that an individual named Frank H. Miller is the boss of this
operation. Today, Frank Miller’s numbers racket is one of the largest inde-
pendent numbers network in the region, grossing between $22,000 and $30,000 a
day.

Before 1976, Miller ran his numbers operation six days a week, day and night.
Since 1976, the operation runs seven days a week and includes a day number and
night number, both obtained through a complex calculation of race track results.
Also sold through the Miller racket is a lottery numtier determined by the daily
winning number of the Pennsylvania Lottery. Thus, Miller is directly competing
with the state lottery system. Winners through Miller’s illegal system avoid any
declaration of winnings for tax purposes.

As vast as Miller’s operation is, and as independent as it may be, Miller still
must rely on the use of organized crime ‘‘lay-off’’ banks in Philadelphia since
only they have sufficient resources to absorb the “‘edge’ for a racket as large as
Miller’s, ?

However, Miller’s operation is still large enough to service neignboring num-
bers racketeers. Miiler has received a large amount of action from James
“Sonny”’ Bryant, who controls a sizeable portion of the numbers rackets in
Coatesville, West Chester, and Southern Chester County. A few years ago,
Bryant got ‘‘hit’’ hard by a series of winning numbers and was unable to continue
financing his bank. Accordingly, he began to write numibers in his area for Frank
Miller. In the first months of 1977, Bryant was able to re-establish a sufficient fi-
nancial base, ceased turning in his action to Miller, and re-opened his own num-
bers bank. Bryatit continues to ‘‘edge off’’ his large bets to Miller.

1. The action begins with the player placing a wager with a “‘writer’’, The writer is usually the
only contact that the public has with a numbers organization, The writer works at a *‘spot’’ which
may change from time to time, depending on considerations such as police pressure, The writer
usually receives a 25% commission on the gross play for the day, and also withholds 10% of the
winnings of the players as a gratuity for himself. The next person in line is the “pickup man’’. The
pickup man’s job is to collect the day’s play from the writers and transport it either directly to the
‘“‘bank’’ or to a ‘“drop*’ where other pickup men have left their “‘work’’, Everything is then moved to
the “*bank”’. The “‘bank’’ is a location where slips and money are tallied, winnirg bets are recorded,
and all records are kept. The location of the bank changes periodically so as to avoid detection, Each
day the ‘“‘banker’’ will contact his bank workers and inform them of the bank’s location for that day.
Pickup men usually work on a flat salary basis, The banker directs the activities of the entire organiza-
tion,

2. A numbers banker keeps a running tab on thy amount of bets placed on a given number on
any onc day, When the sum reaches a certain figure, the banker will arrange to *‘lay off”’ or “‘edge
¢’ with an operator wha specializes in handling such bets. This lay off bet is actually a numbers
banker himself betting on a particular number that was played heavily that day. In effect, it insures
that the banker does not get wiped out if a particular number hits.

The Crime Commission has established that Miller’s connection to organized crime’s edge-off
operation is a long-time Philadelphia racketeer and numbers banker, Mike Caserta.
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Hiegal numbers gambling may appear to be relatively inoffensive; bets are us-
ually made from the player’s loose change. However, illegal gambling supplies
organized crime with its economic base. Ia 1970, estimates of organized crime’s
annual net profits from gambling in the United States were $6 to $7 billion. *
Numbers gambling itself is conservatively estimated to gross $5 billion a year. *
Virtually all of this is handled by organized criminal groups who have established
a complete monopoly over numbers game operations throughout the country, *
The fact that estimates of such a magnitude are sometimes berated as preposter-
ous reflects an advantage inherent in the numbers business; the daily trickle of
dimes and quarters seems quite innocuous, and rarely stimulates public con-
cern. ¢ However, these gambling profits constitute a vast stream of cash which fi-
nances other organized crime activities. This reservoir also provides the ecoriomic
power to maintain the system of protection from law enforcement, ‘‘the essential
ingredient of a successful operation.”” ’

Testimony received by the Crime Commission from a member of Frank
Miller’s numbers operation reveals that official protection has led to actual par-
ticipation in the racket itself by a Chester police officer:

Q: Do you have any knowledge of any Chester City Police Officers be-
ing involved in the numbers operation?
A: Yes. . .hisnameis [X X X]. * I don’t know what rank he holds.
* * *

3. Estimates of net profits from gambling have been derived indirectly from estimates of annual
gross betting volume, The President’s Task Force Report on Organized Crime reported estimates of
gross revenues ranging from $7 to $50 billion per year. Taking $20 billion as a conservative estimate of
these revenues, and setting profits at some 1/3 of the gross, the Task Force put the annual net profits
from gambling at $6 to $7 billion, National Institute of Law Enforcement and Crimina!l Justice, The
Penetration of Legitimate Business by Organized Crime, U, S. Department of Justice, April 1970, p.
12.

4. Rufus King, Gambling and Organized Crime (Washington: Public Affairs Press, 1969) p. 59.

5. Ralph Salerno, The Crime Confederation, (Garden City: Doubleday and Company, Inc.,
1969) p. 356,

6. Of all types of gambling prevalent in America, none has more appeal for the pr.or than the
numbers game. The lure of a big ‘‘hit’’ is especially great Vor people whose efforts to achieve long-
term goals have resulted only in frustration. Thomas Farrell, Numbers Gambling and Crime in
America, Senior Thesis, Princeton University, 1970.

7. National Institute of Learning and Criminal Justice sapra, p. 45.

Since no numbers operation can be run on a basis substantial enough to make it profitable with-
out becoming well known in the community, the corruption of police and public officials is a func-
tional imperative, It is not necessary to corrupt each and every police officer or public officiai. The
targeting of a few key personnel is sufficient to do this job,

The Miller operation understands this need and has ¢stablished a ‘‘protection’’ system within the
city's official hierarchy. A well-placed member of Miller's racket has confirmed to the Crime Com-
mission that Frank Miller, through his associate, Herman Fontaine, has imade payoffs to certair poli-
ticians and police officers. These payoffs have served two functions: first, to avoid any crackdown-on
the Miller operation; and second, o ensure that the police would raid any competing operation that
moved into Miller's territory.

8. The police officer’s identity is being withheld by the Crime Commission pending further in-
vestigation.



Q: What was his role?
A: A number writer,
% ] ¥
Q: Where would he write his numbers?
A: Police station.
Q: He would take them from other police officers?
A Yes.
Q: ... Ailter he would accept these numbers bets from fellow police
officers, what would he do with the bets?
A: He would take his numbers to the Belaire Lounge . . . * He would
drop the number slip off and the money.
* * *
Q: Would this be considered numbers for Frank Miller’s organization?
A: Yes,
Q: ... You would identify Police Officer {X X X] as a numbers writer
for Frank Miller?
A: Yes, ®

The Crime Commisson has established that this police officer has been writing
numbers in the police station for Frank Miller as recently as the last months of
1977.

3. ORGANIZED CRIME INFILTRATION OF
LEGITIMATE BUSINESS

For Frank Miller, as for sy numbers banker, a numbers operation is an at-
tractive business proposition. Overhead is very low, consisting chiefly of the cost
of paper, adding machines, a few rooms and other incidental costs. Even though
the banker must pay for proiection from the police, the odds so favor the opera-
tor in numbers gambling that he is able to make a handsome profit after meeting
the payroll.

By investing in legitimate enterprises, the racketeer can provide a source of
reportable income to cover probable expenditures, thus making it possible to
evade taxes on the bulk of illicit profits. At the same time, legitimate business
ventures can provide a cover for illegal activities. Employees can be carried on a
company payroll while actually involved in illegal activities. The businesses ilso
provide ways of laundering illegal incomes, provide ‘‘fronts”’ for dealing with
public officials, and make it almost impossible to trace illicit money to its ctimi-
nal source. With the aid of lawyers and accountants, racketeers can ensure that it
will be extremely difficult to catch them evading income taxes.

In April, 1977, the Crime Commission resolved to study the situzzion in the
City of Chester and to assess the allegations that Frank Miller has funneled large
sums of illicit cash into legitimate enterprises.

9. The Belaire Lounge is a bar owned by Frank Milier but listed in the name of a front corpora-
tion. Details of thie bar’s ownership will be discussed later in this report.

10. Testimony of Mi, Z before the Pennsylvania Crime Commission, November 30, 1977, N.T,
55-57.
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The Crime Commission focused its attention on this infiltration process be-
cause of a strong general consensus that such infiltzation by ¢riminal elements are
socially destructive. In studying the activities of Frank Mitler it became clear that
Miller has undertaken legitimate ventures, concealing his transactions and invest-
ments throtgh the use of fictitious names and nominees.

The use of *“fronts’’ is a common mechanisr used by organized crime figures
and others to conceal their ownership. White such use is not, per se, illegal, fronts
are of particular importance to Frank Miller.

Miller's gambling operation is so vast, that the Internal Revenue Service cur-
rently has on file more than $3 million in liens against Frank Miller for unpaid
wagering taxes and incomie taxes. The IRS has executed on several ¢ :hese liens,
levying against all known property held in Miller’s name. For instance, in 1975,
Frank Miller sold the house in which he and his family live, for a sale price of
$65,000. Of this amount, the IRS confiscated $63,700 against the liens. '* Thus,
the IRS is ready and has the power to levy against any and all property held in the
name of Frank Miller.

Since apparently on paper Miller does not own any property, the IRS has been
unable to collect the remaining outstanding taxes. However, the Crime Comunis-
sion has been able to establish that Frank H. Miller does indeed own an extensive
amount of real estate and several bars in the City of Chester. '* Miller maintains a
personal repair crew to renovate and maintain his properties. This crew of ap-
proximately twenty men is used exclusively to work on properties owned and con-
trolled by Miller. All members are paid by Miller in cash every Friday at a bar
owned by Miller,

4. FINDINGS

Through the use of public records, on-site surveys, personal interviews and
confidential informants, the Crime Commission has been able to piece together a
profile of Frank Miller’s enterprises.

a. The “Fronts’” and Associates of Frank Miller

Information developed by the Crime Commiission indicates that many family
members and associates of Frank Miller are fronting for Miller in his acquisition
of bars and real property. While some of these fronts appear to be unwitting or
unwilling participants in tiie scheme, most are voluntary actors. The relationships
of those involved in Miller acquisitions are as follows:

11. In September 1975, Frank and Delores Miller scld their home at 1000 Conchester Highway,
Chester Township, to Eddystone Equipment Company. Eddystone Equipment is owned by one of
Miller's neighbors. The Crime Commission interviewed this neighbor for details of the sale. The
neighbor stated that he had been approached by Miller and Miller's attorney, John Rogers Carroll, to
buy the propeirty. He decided to purchase the house and permit Miller to continue residing there.
Miller présently rents the house from the neighbor under an oral lease. The neighbor refuses to dis-
close the amount of Miller’s rent and states that Miller pays his rent in cash.

12, While the Crime Commission had endeavored to expose Frank Miller’s entire infiltration
scheme, because of the difficully in determining actual ownérship, it is impossible to discern the exact
extent of Miller’s holdings.
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The persons listed in the above chart appear in Frank Miller-linked business

enterprises as follows:

G. MOSBY, INC., (1966}

Ist Directors: George Mosby
Frank Miller (Pres.)
Morris Theorgood

VERA TOY, INC. (1967)

1st Pres, - Morris Theorgood

1st V.P. - Carrie Holland

st Secy. - Vera Toy

{1973 - ail stock and offices
transferred to Morris Theorgood]

PARADISE LOUNGE, INC. (1971)
Juanita Carroll - Pres.

Marion Dorsey - Secy. - Treas.

[1975 - all stock and offices
transferred to Juanita Carroll

1976 - Robert Harmon replaced
Juanita Carroll as Pres, & Secy.]

NU-TREND, INC. (1975)
Incorp’r. and Director:
Gary L. Anderson - Pres., Secy.,
Treas.

2446 GERMANTOWN AVENUE

CORP. (1976)
Incorp’r. - Ellen Blum

PITTS FUEL OIL COMPANY
(unincorporated)

THEORGOOD COMPANY, INC.
(1966)

1st Directors: Frank Miller
Delores Miller
Morris Theorgood

DePEARL CORPORATION (1969)
Incorp’r. - Willie Terry - Pres.
Directors - Howard Miller -

Former Pres. (resigned after 6 mos.)

Willie Terry - Secy. - Treas,

Edward G. Robinson

FAIRCHILD DEVELOPMENT CO.
(1973)
Incorp’rs. and Directors:
Linton Hunt
Carrie M. Horne
Louise Hunt

GLEN ENTERPRISES, INC. (1975)
Incorp’r. - John Johnson - Pres.

CHARLIE SOAP’S COCKTAIL
LOUNGE, INC. (1976)

Incorp’r. - Charles Woodbury - Pres.,
Secy., Treas.

9TH AND SPROUL
CORPORATION (1977}
Incorp’r. - Patricia Miller

b. The Center of the Action—The Paradise Lounge

The common denominator for persons and corporations linked to Frank Mil-
ler is the Paradise Lounge, a bar located at 901-905 Morton Avenue, Chester,
Pennsylvania. The Paradise Lounge, Inc., was incorporated in 1971 by Juanita
Carroll, Frank Miller’s sister-in-law. Carroll was listed as President, Listed as
Secretary-Treasurer of the corporation was Marion (Cookie) Dorsey, at that time
a girifriend of Frank Miller, '* When Miller broke up with Dorsey in 1975, the

13, At the time Marion Dorsey was listed as a Paradise Lounge officer and shareholder, she was
also listed in Liguor Control Board records as having been employed at the bar for six years. During
an interview with Crime Commission agents, Dorsey stated emphatically that she had never had any
interest, financial or otherwise, in the Paradise Lounge, inc. She also denied ever having been em-
ployed by the Paradise Lounge, .




corporation was reorganized with Juaaita Carroll holding all corporate offices. '*
In July 1976, Juanita Carroll was arrested and charged with illegal lottery. Fol-
lowing this arrest, another reorganization took place, with Robert Harmon,
Frank Miller’s nephew, replacing Juanita Carroll as officer of the Paradise
Lounge, Inc.

Frank Miller is the true owner of the Paradise Lounge; Juanita Carroll,
Marion Dorsey and Robert Harmon were or are acting as fronts.

A former cwner of the property advised the Crimie Commission that negotia-
tions for the sale of the premises and the transfer of the liquor license were made
personally with Frank Miller, The agreement reached left the realty in the name
of the former title holder, with the business and license being transferred to
Milier. Miller took possession of the property through the assumption of the
existing mortgage of approximately $13,000. Miller has made his monthly install-
ment payments of $400 in cash,

Based on information that will be presented subsequently in this report, it is
absolutely clear that the Paradise Lounge is equitably owned by Frank Miller and
used as his base of operations and mailing address for his various enterprises. In
addition, an admitted numbers writer for Miller states that the Paradise Lounge
serves as a central deposit for the turning in of Miller’s numbers action.

Indeed, in March, 1977, the Paradise Lounge was fined $250.00 by the Liquor
Control Board for permitting the operation of a lottery on the premises.

¢. The Realtor

Stephen Zappala, a real estate broker in the City of Chester, has figured
prominently in the investigation of realty purchases by Frank Miller, Many of the
property transfers to be described in this report were handled personally by Zap-
pala. On a few of these transfers, Zappala himself provided part of the purchase
money required at settlement, Zappala has admitted that on several occasions he
was contacted by Frank Miller and informed that Miller would be purchasing
property under the names of particular individuals and corporations, For each
and every purchase ultimately completed by these fronts through Zappala’s of-
fice, Miller had called Zappala and stated that he wanted to purchase particular
properties and that the appropriate front names should appear on the agreements
of sale and the deeds. In each case, Zappala was advised by Miller that the deposit
money could be picked up by Zappala from the bartender at the Paradise
Lounge. It was also arranged and understood that all necessary transfer papers
which were required to be signed by the “‘fronts” would be routed through the
Paradise Lounge for pickup and delivery by Zappala.

d. The Acquisitions and interests

A brief description of the interplay of the above mentioned individuals and
corporations is offered to illustrate the manner in which Frank Miller has infil-
trated legitimate enterprises.

14. At that time, Carroll was employed as the night cook in the Paradise Lounge kitchen,




i. Willie Terry——1005 Upland Street

Willie Terry, a Pennsyivania constable, is a close associate of Herman Hunt
Fontaine, the number two man in Frank Miller's numbers operation and Miller’s
business partner. Fontaine, a convicted gambler and Republican committeeman
in Chester, is responsible for a substantial amount of Frank Miller’s numbers ac-
tion on the west side of Chester. '*

In 1972, Willie Terry purchased property at 1005 Upland Street for $2,000. A
reliable source has confirmed that Willie Terry holds this property as a front for
Frank Miller. When approached with this allegation by Crime Commission
agents, Terry, while insisting he was the true owner, did not deny Miller’s in-
volvement in the property. Terry stated that at the end of 1975, he decided to
lease the property to Frank Miller under an oral lease. Terry does not know the
identities of the tenants and is unable to estimate the amount of rent that they pay
to Miller,

It was conceded &y Terry that major renovations have been done on the prop-
erty and that Frank Miller hired the workers to complete the remodeling. All
three tenants at this address told Crime Commission agents that they pay their
rent to Frank Miller’s brother-in-law, Linton Hunt. None of the tenants men-
tioned the name Willie Terry when discussing the owner of the property.

An employee of Miller’s numbers operation has told the Crime Commission
that on ovcasion he was instructed by Miller to collect the rent for Miller from the
tenants at 1005 Upland Street. It should also be noted that certain utility bills for
this property have been paid out of the corporate checking account of Fairchild
Development Corporation. This is a front corporation for Frank Miller, to be
discussed in detai! later in this repoit, ‘

ii. DePearl Corporation

DePearl Corporation was established in Jung 1969, incorporated by Willie
Terry,

The first directors and officers of DePearl Corporation are listed as Willie
Terry, Howard W. Miller (Frank Miller’s son), and Edward G. Robinson (Her-
man Fontaine’s father-in-iaw).

The Crime Commission has learned that the name “‘DePearl’’ was derived by
combining the first names of the wives of Frank Miller and Herman Fontaine,
those names being Delores and Pearl.

Willie Terry has insisted in interviews with the Crime Commission that he is
the scle party in interest in the corporation. When asked to explain how he chose
the nanie ‘‘DePearl,’” Verry said that he selected that rame for no particular rea-
son, and that the possible combination of ‘‘Delores’’ and *‘Pearl’’ is a mere coin-
cidence.

Despite Terry’s denial, the Crime Commission has established that the
DePearl Corporation is owned and controlled by Frank Miller and Herman Fon-
taine.

15. Fontaine had been sentenced to serve 42 months for his conv, tion of operating a gambling
house, procuriig people to gamble, and certain liquor law violations. On December 4, 1958, his sen-
tence was comniuted to 23 months.




New Belaire Bar

The centerpiece of the DePearl holdins is the New Belaire Bar located at the
corporate address, 1101 West Second Stre: st, Chester. In October 1969, this prop-
erty was purchased by DePearl Corporation for $14,500. The former owner of
this bar has stated that he never met the buyer, dealing solely with realtor Stephen
Zappala throughout the transaction. The Crime Commission has obtained a copy
of the settlement sheet, sliowing the names of Frank Miller and Herman Fontaine
as the purchasers. Their names were crossed out; the name DePeari Corporation
was inserted.

When the new Belaire Rar first opened, Willie Terry served as the bar’s man-
ager. More recently, an individual by the name of John C. Johnson, a/k/a
Johnny Collins, assumed that positici. Jusnity Collins is Frank Miller’s number
2 manin the numbers operatior on the east side of Chester, and a front for Miller
in ofi.or business enterprises. Willie Terry has stated that although he manages
the bar, he seldom goes there and, since all employees are paid in cash, he does
not know any of the current employees other than one barmaid.

A source very close to the ongoing operations of the DePearl Corporation, in
describing the corporation as a front for Miller and Fontaine, stated that Willie
Terry has signature authority for all DePearl Corporation checks. In this regard,
Willie Terry signs DePear! checks in blank and turns them over to Frank Miller,
Terry is not advised by Miller as to the payee: or amounts subsequently written
on these checks. ¢

A check with th¢ vending company that services the New Belaire Bar revealed
that all arrangements for the placement of vending machines in the bar were
made with Herman Fontaine, not Willie Terry.

A sizeable vending company check for vending machine commissions made
payable to ‘‘Belaire DePearl Corporation’’ has the endorsement ‘Willie Tery,
Pres. DePearl Corp.’’ oni the back of the check. In fact, the correct spelling of the
name is ‘‘Willie Terry.”” This check was cashed. Crime Commission agents took a
copy of this cancelled check and showed it to Willie Terry. Terry stated that the
signature on the back of the check is definitely not his signature. Sources have
indicated that this check was nersonally received by Frank Miller,

16. In an interview with Crime Commission agents, Terry denies having presigned blank DePearl
checks for Miller. The Crime Commission has examined the cancelled checks of DePearl Corpora-
tion. On many checks, the handwriting on the face of the checks appears to be substantially different
from the signature of Willie Terry that also appears on the checks.

17, In September 1971, the vending company apparently loaned the DePearl Corporation
$10,000, A promissory note for this amount was signed by Willie Terry. In return, the vending com-
pany issued two checks to DePearl, each in the amount of $5,000. Willie Terry says that this loan was
taken in order to renovate property owned by DePearl and to pay delinquent taxes. Terry said that he
endorsed both $5,000 checks and deposited them into the DePearl checking account. The Crime Com-
mission has established that, in fact, only one of these $5,000 checks was deposited by Willie Terry.
When advised of this fact, Terry could offer no explanatio.. The Crime Commission found that the
other $5,000 loan check was deposited into the bank account of the vending company. When asked to
explain why a check ostensibly issued for a loan would be deposited into the lender’s account, the
vending company could offer no explanation. When the Crime Commission reviewed the vending
company’s records, it was found that on five of the six payment records relating to the DePearl Cor-
poration account, the name *‘H, Fontaine’® was printed on top. The vending company identified this
person as Herman Fontaine.
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In tracing the course of this check, the Crime Commission found that the sec-
ond endorsement on the back of the check read ‘*‘Rose and M. McLaughlin.”
When Commission agents interviewed Rose McLaughlin, she disavowed any
knowledge of DePear! Corporation or the vending company check in question,
She identified M. Mcl.aughlin as her brother Michac! and suggested that he may
have cashed that parti¢ular check. When asked how her brother could have the
same surname as her married name, she stated that her brother's real name is
“‘Caserta’”’, and that he uses her last name for business purposes. The Crime
Commission has established that this Michael Caserta is a known racketeer and
numbers banker who handles Frank Miller’s edge-off business. '* -

Rental Property

In addition to the New Belaire Bar, Miller and Fontaine through DePearl Cor-
poration own twelve rental properties in the City of Chester.

1128 West Third Street

In November 1970, DePear] Corporation purchased a property located at
1128 West Third Street for $11,000. This property contains five apartments and
the Eighth Ward Republican Headquarters, which was a former turn-in site for
Miller-Fontaine numbers action. A source very close to management of this prop-
erty has stated that although Willie Terry collects the rent, all rentals are divided
equally between Frank Miller and Herman Fontaine.

124 Lamokin Street
223-235 Ivy Street
111, 113, 115 Norris Street

In December 1970, DePearl Corporation purchased these eleven properties in
one transaction. The total purchase price was $15,000.

The former owner of the properties has told the Crime Commission that a
Chester City official advised him that certain men had recently purchased numer-
ous city properties and might e interested in buying the seller’s properties. The
official told the seller to go to Chester City Hall at an appointed time to meet one
of the proposed buyers. When the seller arrived at City Hall, the official intro-
duced him to Herman Fontaine. After some negotiating, Fontaine stated that all
of the seller’s properties would be purchased. At settlement, Fontaine arrived in
the company of Frank Miller. When it came time to transfer the money to the sel-
ler, Fontaine and Miller began emptying cash from their pockets, paying the full
purchase price in cash.

18. The Crime Commission has learned that the owner of a food market in Chester fenced stolen
checks, buying them at substantially less than their face value from junkies and check -thieves. The
grocer also was a numbers writer for Frank Miller. In early 1976, some of these checks weré passed to
Johnny Collins, Miller's right-h2:1d man. Several of these stolen checks were ultimately deposited into
the account of Rose and M. McLaughlin (a/k/a Michaet Caserta).
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iil. John C. Johnson alk/a Johnny Collins

John C. Johnson has admitted to Crime Commission agents that he is in-
volved in the numbers operation of Frank Miller. Johnson described Miller as the
major numbers banker in the City of Chester. Johnson has an extensive criminal
record including several lottery and gambling convictions. '’ Several numbers
writers in Miller’s organization contend that ‘‘Johnny Collins’’ is Miller’s right-
hand man in the gambling enterprise and that a substantial number of writers
turn in their numbers action to Johnson at the Paradise Lounge and the New Bel-
aire Bar. Johnson officially describes himself as the manager of the Paradise
Lounge and the New Belaire Bar. »

In addition to his numbers activity and his management of two Frank Miller
taverns, John C, Johnson is used by Miller as a front for realty purchases.

725 Morton Avenue

727 Morton Avenue

(a/k/a 603-609 East 8th Street)
602 East 8th Street

In September 1975, these properties were deeded in the name of John C.
Johnson for the sum of $9,000. 2°

The Crime Commission interviewed ten tenants residing at these addresses.
With the exception of one tenant who did not know the identity of her landlord,
all the tenants stated that their landlord is Frank Miller. All the rent is collected
by Miller’s nephew, Robert Harmon, Not one of the tenants mentioned the name
of John C. Johnson (Johnny Collins) when discussing the ownership or manage-
ment of the building.

921 Morton Avenue

In September 1975, John C. Collins purchased this property from the Depart-
ment of Housing and Urban Development for $500. The property was renovated
by Miller’s work crew and has been used by Frank Miller as the site of his num-
bers bank.

915 Walnut Street

In September 1975, John C, Johnson (Johnny Collins) purchased this prop-
erty for $1,900. The seller of the property has stated to the Crime Commission
that she was having difficulty in selling the property. She contacted realtor Ste-
phen Zappala. Zappala assured her that he could sell the property because he
knew a man who was buying up all the property in that neighborhood. Two days
later, Zappala made the seller an offer on behalf of this unidentified buyer. When
the seller asked to meet with this mystery buyer, Zappala stated that the buyer

19. In 1971, a numbers bank in the rear of a Chester dry cleanets was raided by the Chester Po-
lice, At the time, police described it as one of the largest lottery operations ever uncovered in Delaware
Cournty, John C. Johnsofi, one of two persons arrested during the raid, was charged with traffic in
lottery tickets,

20, The tax bills for the three properties are sent to the office of realtor Stephen Zappala.
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generally calls Zappala by phone, designates a meeting place, and brings the pur-
chase money in cash to that place in a paper bag. The seller never meets the buyer

The address of the buyer typed on the deed is 901 Morton Avenue, This is the
address of the Paradise Lounge. *'

529 East 9th Street

In September 1975, John C. Johnson purchased this four-apartment structure
for the sum of $8,000. The former owner of the property has told the Crime
Commission that ail matters were handled through realtor Stephen Zappala. At
settlement, Zappala produced a package wrapped in newspaper, When Zappala
unwrapped the package, he revealed $8,000 in cash, counted it, and turned it over
to the title officer. The seller never met the buyer.

An interview with one of the tenants at 529 East 9th Street revealed that the
landlord is Frank Miller, and the rent collector is Miller’s nephew, Robert Har-
mon. The name of John C. Johnson (Johnny Collins) was not mentioned by the
tenant.

The Crime Commission has discovered that utility bills on this property have
been paid by one of Frank Miller’s front corporations, Fairchild Development,

Interview with John C. Johnson

In checking the financial affairs of John C. Johnson, the Crime Commission
discovered that in November 1975, Johnson had purchased a new 1975 Lincoln
Continental Mark IV automobile, putting down $3,000 in cash towards the pur-
chase price. This was approximately two months after Johnson appears to have
paid $19,400 in cash within one month for the purchase of real property.

The Crime Commission interviewed John C, Johnson and questioned him
about his outlay of over $22,000 in cash in a two-month period. Johnson admit-
ted that before he bought the automobile he had to get Frank Miller’s permission
for the purchase. As for the cash used to buy the real estate, Johnson suggested

hat perhaps this was money he had saved over the years.

iv. Glen Enterprises, Inc.

Glen Enterprises, Inc., was incorporated in November 1975, by John C.
Johnson, a/k/a Johnny Collins, who is also the President of the corporation.
The corporate address is the Bethel Professional Center in Boothwyn, which
serves solely as a paper address for the company, All documents pertaining to
real estate purchased by the corporation are forwarded to the address of the Para-
dise Lounge in Chester,

During an interview with Crime Commission agents, Johnson stated that he
had no knowledge of any corporation by the name of Glen Enterprises, Inc.

It appears that Glen Enterprises, Inc., is used by Frank Miller as a corporate
front to purchase real property in Chester. When the Crime Commission inter-
viewed realtor Stephen Zappala, Zappala stated that he was personally advised by
Frank Miller that Miller would be purchasing property under the name of Glen
Enterprises.

21. All tax bills are sent to the office of realtor Stephen Zappala.
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1103, 1109 Upland Street

In April 1976, Glen Enterprises, Inc., purchased these two properties for the
sum of $2,150. The former owner of the property told the Crime Commission
that she had contacted realtor Stephen Zappala, knowing that Zappala had pre-
viously been involved in the sale of numerous dilapidated buildings in Chester.
Not long thereafter, Zappala notified her that Glen Enterprises, Inc., would pur-
chase the properties. No representative of Glen inspected the properties, and only
Zappala appeared at settlement,

Crimme Commission agents interviewed the tenants in these two buildings.
When asked to identify their landlord, not one of the tenants mentioned Glen En-
terprises, Inc., or John C. Johnson. While one of the tenants said the landlord
was someone named ‘‘Robert,”’ the others were sure that their landlord was
Frank Miller, and that their rent was collected by Miller’s nephew, Robert Har-
mon.*?

625, 626 Morton Avenue

In May 1976, Glen Enterprises, Inc., purchased these two properties for the
sale price of $3,500.

The seller has told the Crime Commission that although her son-in-law han-
dled the details on her behalf, she does remember the name of Frank Miller being
mentioned as the buyer of her properties.

The son-in-law advised the Crime Commission that he had heard from several
sources that Frank Miller was buying and renovating many properties in Chester
through the office of realtor Stephen Zappala. Accordingly, the son-in-law con-
tacted Zappala in an effort to sell the properties. Zappala advised that indeed
Frank Miller would buy both buildings.

It wags at settlement that the son-in-law first heard tlie name Glen Enterprises,
Inc. No representative for the buyer other than Stephen Zappala appeared at set-
tlement.??

The realtor who originally represented the seller was contacted by the Crime
Commission. This realtor recalled that in May 1976, Stephen Zappala had ad-
vised that a buyer for the two properties had been found. The seller’s realtor had
heard rumors that numbers racketeer Frank Miller was byying up cheap proper-
ties in Chester through the office of Stephen Zappala. The seller’s reaitor had al-
so heard that whenever Miller is involved as the buyer in a property transaction,
the buyer always pays in cash and never requests to see the property prior to the
purchase. Suspecting that Frank Miller was the buyer Zappala was proposing,
and not wishing to do business with such a notorious character, the seller’s realtor

-

22, The Crime Commission went to look at these properties a few months after the sale. The
houses were being renovated. During a conversation with an unidentified black male standing on the
sidewalk, a Comumission agent inquired as to who owned the properties. The young man said that he
believed the new owner to be Frank Miller,

23, Zappala had given his own check for $350 to the seller as a deposit for the purchase, The re-
maining $3,17" sas paid in cash at settlement, having been brought to the settlement by an unidenti-
fied male, Z ,pala advised that he was reimbursed in cash by Glen Enterprises for the $350 deposit.
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told Zappala, ‘‘No thanks.’’ Zappala, however, assured the realtor that the pro-
posed buyer was.not Frank Miller. Accordingly, the deal was consummated.

Six months after the sale was compieted, Crime Commission agents went to
625 Morton Avenue. A black male answered the door. When asked about the
owner of the building, the man said that the property had recently been seld to *fa
colored fellow named Miller,”’ and that Miller had converted the home into two
apartments.

v. Morris Theorgood--S. E. Corner of 9th & Morton

Morris Theorgood, an uncle of Frank Miller’s wife, is a key figure in the every
day functioning of Miller’s legitimate enterprises, Theorgood has been described
by Miller’s associates as Miller's business manager and confidant, overseeing all
of Miller’s corporations.

In June 1970, Morris Theorgood purchased the lot on the southeast corner of
9th Street and Morton Avenue for the sum of $7,631. The return address used by
Theorgood on the deed was 901 Morton Avenue, the address of the Paradise
Lounge,

Associates of Frank Miller have confirmed in interviews with the Crime Com-
mission that this property is owned by Frank Miller and used by him as a parking
lot for patrons of the Paradise Lounge.

vi. G.Mosby, laz.

G. Mosby, Inc., was incorporated in June 1966. This is one of the first corpo-
rations established by Frank Miller and one in which he dispiays an overt rather
than a hidden interest. The first directors of the corporation are listed as Frank
Miller, Morris Theorgood, and George Mosby.?* Miller is the president of the
corporation. The corporation has purchased several properties in the City of
Chester.

307 Cesitral Avenue

In January 1972, the corporation purchased a property at 307 Central Avenue
for the sum of $6,500. Frank Miller appeared at settlement on behalf of the cor-
poration and signed the settlement papers.

549 East 9th Street

In 1972, G. Mosby, Inc., also purchased a two-apartment property on East
9th Street for $3,000. An agreement of sale reveals that the purchaser of the prop-
erty was to be Frank Miller’s nephew, Van Harmon. The Agreement of Sale was
subsequently changed so that the buyer was G. Moasby, Inc. At settlement, realtor
Stephen Zappala and Frank Miller appeared for the corporation.

One of the tenants of this property states that his landlord and rent collector is
a person named ‘‘Robert’’ (believed to be Robert Harmon, Frank Miller’s neph-
ew).

This property has been used by Frank Miller as the site of his numbers bank.

24. George Mosby, now deceased, was a close friend of Motis Theorgood,
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2is Woodraw Stﬁ?et

In 1971, G. Mosby, Inc., purchased this property for the sum of $1,300.

The Crime Commission interviewed two of the tenants at this property. Both
tenants identified their landlord as Linton Hunt, Frank Miller’s brothes-in-law,
Linton Hurit has no legal connection to G. Mosby, Inc.

vii. Jessph H. Miller, 609 Morton Avenue

Joseph H. Miller, a son of Frank Miller, is an occasional worker in his
father’s numbers bank. Records reveal that in January 1972, Joseph H. Miller
purchased the properiy at 609 Morton Avenue for $5,500. Frank Miller is regis-
tered to vote from this riddress.

The seller of this property indicated that his son handled all details regarding
the sale. Accordingly, the Crime Commission interviewed the seller’s son, The
son advised that he had contacted realtor Stephen Zappala in an effort to find a
buyer for the property. Zappala appeared with a proposed buyer, described by
the seller’s sun as a middle-aged black man named ‘‘Miller.”’ (The son had heard
from various sources that a ‘“‘Mr. Miller”” was buying numerous properties in the
Morton Avenue area.) A copy of the Agreement of Sale shows the buyer to be G.
Mosby, Inc. Fowever, the settlement sheet describes the buyer as Joseph Miller.
On the day of Settlement the seller, the seller’s son, and Stephen Zappala were
driven to the settlement by ‘‘Mr. Mllle'” in a Lincoln Continental. ‘‘“Mr. Miller”’
paid cash for the purchase. ,

The son uf the seller says that he assumed that the {irst name ¢f tae middle-
aged black male with whom he dealt was ‘‘Joseph’’ because tliat is the name
which appeared on the settlement sheet. However, the Crime Commission has de-
termined that at the time of that settlement, J oseph Miller was only 19 years old.
The seller’s son was shown photographs of five black males to see if any one of
them wa3 the ‘“‘Mr, Miller”’ who purchased his father’s property. The seller’s son
immediately picked out the picture of Frank H. Miller,

The subject property contains a store front and two apartments. A tenant of
one of the apartments told the Crime Commission that his landlord and rent col-
lector is ““Robert”’ (believed to be Frank Miller’s nephew, Robert Harmon). The
store on the first floor previously housed a confectionery called the Crow’s Nest,
operated by an individual who admits writing numbers at 609 Morten Avenue for
Frank Miller.

The Crime Commission has interviewed two numbers writers in Milles's or-
ganization regarding this property. One writer once worked at 609 Morton Ave-
nue and confirmed that the property is owned and controlled by Frank Miller.
The second writer was instructed by Miller on several occasions to collect the rent
from the tenants at this address.

viii. Rudy’s Place

Rudy’s Place was located at 609 Morton Avenue. This is the property previ-
ously described as listed in the name of Joseph Miller, but known as the Crow’s
Nest and formerly used as a location in Frank Miller’s numbers operation.?*

b

25 Rudy 3 Place was in operation at 609 Morton Avenue prior to the Crow’s Nest,
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While checking through the subpoenaed records of Leco Vending Company,
Inc., “he vending company that services Miller-owned properties, the Crime
Comuznission found that a commission deficit of $1,150 relating to the vending
machines in Rudy’s Place was transferred to the DePearl Corporation’s vending
account.?® Another card reflecting a $790 deficit at Rudy’s Place shows that the
deficit was transferred to the account of the Paradise Lounge. When asked to ex-
plain why these debts of Rudy’s Place were transferred to DePearl and the Para-
dise Lounge, the vending company officials were unable to explain. In addition,
Leco's records contain an insiruction to send all Paradise Lounge commission
checks to Rudy’s Place. Leco officials also failed to explain these instructions.

ix. Robert and Vivian Clark

Vivian Clark is the sister of two associates of Frank Miller: (1) Gary Ander-
son, 4 former member of Miller’s numbers operation and a front for one of Mill-
er’s bars; and (2) Marion (Cookie) Dorsey, a former long-time girlfriend of Frank
Miller, and orice listed as a shareholder in the Paradise Lounge.

Vivian and her husband Robert, appear to be unrelated to any of Frank Mill-
er's numbers operations but were made a part of his infiltration scheme.

631 Morton Avenue

Official records report that in August 1972, Robert and Vivian Clark pur-
chased 631 Morton Avenue for $3,500. The Crime Commission interviewed the
former owner of this property. She stated that various people had told her that a
““Mr. Miller,”’ a “big man’’ in Chester, was buying up all the property on Morton
Avenue. Her own realtor brought a black man named Miller to her home to nego-
tiate a sale price. She did sell the property and is under the impression that she
sold it to Mr. Miller. Deed recoras show the purchasers as Robert and Vivian
Clark.

Subpoenaed records from the seller’s realtor establish that Frank Miller pur-
chased this property. An Agreement of Sale lists the buyer as ‘‘Frank Miller or his
assignees.’’ A title report for the tzansfer lists three federal tax liens against Frank
Miller. Several letters from the realtor were found addressed to Frank Milier at
the Paradise Lounge. One of these letters advises Miller that the title search has
been completed and thai settlement may be schaduled at Miller’s convenience.
Another of these letiers advised Miller of the pilanned settlement date. A copy of
the settlement sheet shows Frank Miller’s name as the buyer crossed out and the
names of Robert and Vivian Clark placed in its stead.

It should be noted that Morris Theorgood, Frank Miller’s business manager,
is registered to vote from this adidress, and uses the address for his automobile
registration. The property is actually the residence of one of Miller’s numbers op-
eratives, and formerly housed Miller’s ex-girlfriend and her brother. The proper-
ty has recently been used by Miller as the site of his numbers bank.

26. Leco Vending is a Pennsylvania corporation with offices af 128 East Sth Street, Chester. The
president is Frank Lee. His brother, Ronald Lee is secretary of Lhe corporation.
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1116, 1126 West 7th Street

In February 1973, properties at 1116 and 1126 West 7th Street were trans-
ferred into the names of Robert and Vivian Clark. The sale price for this purchase
is listed as $3,200.

The seller of the properties has no idea who made the purchase, stating that
the entire matter was handled by his realtor. This realtor advised the Crime Com-
mission that although the Clarks are listed as the buyers, he never actually met
themi, having handled the transaction exclusively with the buyers’ realtor, Steph-
en Zappala. At settiement, Zappala appeared for the buyers, paying the purclase
price in cash.?’

The Crime Commission has found that utility bills for these two properties
have been paid by the Fairchild Development Corporation, a front corporation
controlled by Frank Miller, to be discussed further in this report. The tax bills are
sent to the office of realtor Stephen Zappala.

Interview with the Clarks

Crime Commission agents approached Robert and Vivian Clark regarding
their apparent ownership of these three properties. The Clarks stated that they
had ro knowledge whatsoever regarding the properties located on West 7th
Street. Regarding 631 Morton Avenue, the Clarks said that several years ago they
had resided at that address for approximately six months, While in residence,
they paid rent to Frank Miller’s brother-in-law, Charles Hermon. The Clarks re-
member that while tenants at that address, Frank Miller asked them to sign some
papers that the Clarks are unable to identify,

The Crime Commission has established that Robert and Vivian Clark were
used as fronts for Frank Miller’s acquisition of these properties and that the
Clarks were unaware that their names were on the deeds. It has also been discov-
ered that because of the Crime Commission’s inquiry into this matter, Frank
Miller has since taken steps to have the properties transferred out of the names of
the Clarks.

x. Charles Harmon

Charles Harmon is Frank Miller’s brother-in-law. Between 1969 and 1972,
Harmon purchased several properties in the City of Chester that appear to be
owned by Frank Miller,

706, 711 Potter Stréet

In October 1972, Charles Harmon purchased these two properties for the sum
of $1,400. The transaction was conducted by reaitor Stephen Zappala.

The tenants at 706 Potter Street have advised the Crime Commission that
their landiord is Frank Miller's nephew, Robert Harmen. One of the tenants has
stated that on occasion, Frank Miller has personally collected the rent. The prop-
erty at 711 Pactter Street is presently vacant.

27. During the interview, this realtor stated his belief that Stephen Zappala has sold numerous
properties in Chester to Frank Miller.
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During the Crime Commission’s interview with the seller of these Potter
Street properties, the seller recalled trying to seli another property located on
Rose Street. The proposed buyer was revresented by realioy Stephen Zappala. At
settlement Zappala failed to come up with the purchase money and explained that
the buyer, Frank Miller, was short of fast cash due to a recent “run’’ on the num-
bers. When the seller said he did not understand, Zappala explained that Frank
Miller was a major Chester numbers operator who had been ‘‘hit hard’’ by a se-
ries of winning numbers. The settlement was called off and the transaction was
never completed.

613, 615 Morton Avenue

In October 1972, Charles Harmon purchased these two properties for the sum
of $2,200. Robert Harmon, Frank Miller’s nephew, usually collects the rents
from the tenants.

A numbers writer in Miller’s organization has told the Crime Commission
that Frank Miller has instructed him on several occasions to collect the rent for
Miller from the tenants at these properties.

816, 822, £24 Morton Avenue

In August 1972, Charles Harmon purchased these ithree properties for the sum
of $2,500.%

The Crime Commission interviewed the former owner of these properties.,
The seller stated that his realtor notified him that Frank Miller wished to buy the
three properties. The seller left the matter in the realtor’s hands and assumed that
Miller in fact purchased the buildings.

Documents subpoenaed by the Crime Comimrission reveal that Frank Miller
negotiated for the purchase of the properties and had them placed in the name ¢f
Charles Harmon, A letter from the realtor addressed to Frank Miller at the Para-
dise Lounge contained an Agreement of Sale identifying the buyer as ‘‘Frank Mil-
ler or his nominee.’’ Other letters to Miiler advised Miller of the completion of
the title report and of the exact settlement date. The only manner in which the
name Charles Harmon appears is in onc letter from the realtor addressed to
Frank Miller advising Miller of the amount of money Charles Harmon would
need in order to complete settlement on the three properties. No correspondence -
whatsoever is addressed to Charles Harmon; all matters were handled by Frank
Miller. Even notices of insurance cancellations regarding the property were ad-
dressaed to Frank Miller at the Paradise Lounge,

28. 816 Morton Avenue is presently a vacant building. The properties at 822-824 Morton Avenue
are vacant lots.
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616 West 5th Street

In October 1972, this property was deeded into the name of Charles Harmon
for a $2,750 consideration. ¥ The Crime Commission interviewed the former
wwner of the property and discovired that the transaction was negotiated entirely
by realtor Stephen Zappala. Zappala indicated that he was representing Joseph
Miller, Frank Miller’s son, as the buyer. At settlement on the property, Charles
Harmon’s name was inserted on the deed as the recorded purchaser.

Fairchild Development Connection

The Crime Commission has discovered that certain utility bills corresponding
to 706 Potter Street, 615 Morton Avenue, and 616 West 7th Street, all Charles
Harmon properties, have been paid out of the corporate checking account of the
Fairchild Development Corporation. This is a front corporation for Frank Miller
and will be discussed in detail [aier in this report.

xi. “John Doe”
XXX West 3rd Street
XXX West 7th Street 3°

In 1972, ““‘John Doe,'’ owner of these two properties, came upon hard times
and was unable to pay the taxes on the properties. Doe had known Frank Miller
as a major gambling figure in the area for years. He approached Miller to see if
Miller would be interested in purchasing the properties. Miller agreed to the pur-
chase, stating he would pay all delinquent taxes and in addition, pay Doe $3,000
in cash. Miller explained that he would arrange for one of his front corporations
to buy the properties. *' An Agreement of Sale was drawn up by Miller's attorney
and a settlement date was scheduled. Prior to settlement, Miller’s attorney gave
Doe $3,900 in ash for back taxes. Doe paid the delinquent real estate taxes.

At settlement, it was found that approximately $3,000 worth of school taxes
remained unpaid on the properties. Miller’s attorney, representing the front cor-
poration, insisted that Doe would have to pay these taxes, Doe refused. Accord-
ingly. the transfer was never completed and Doe is still the record owner.

Since 1972, however, Frank Miller has taken de facto control over the proper-
ties without Doe’s consent. Miller, in fact, has renovated the property on West
3rd Street and receives the rental income. Doe has not paid any real estate or
school taxes since 1972, although tax payments have been made on these proper-
ties by Miller’s attorney since that time,

Doe has attempted to regain control of his properties with the assistance of an
atterney. He has also tried to remove the tenants. However, one of the tenants,
identified as an associate of Frank Miller, physically assaulted Doe, putting Doe

P ——

29. This house is presently vacant,

30. For the safety and profection of the individual involved, the Crime Commission is withhold-
ing the name of this involuntary *‘front’” and the address of the subject properties.

31, Miller identified this corporation to Doe as Fairchild Development Corporation, a front cor-
poration to be discussed infra,
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in the hospital. Doe states that he was told by Frank Miller that Miller would kill
Doe if Doe attempted to sell the properties. A confidential informant has con-
firmed the situation, stating that Frank Miller owns XXX West 3rd Street, and
that the property is used for the sale of narcotics.

Utility bills for the two properties have been paid out of the account of one of
Miller’s front corporations, Fairchild Development,

Crime Commission agents recently interviewed tenants at Doe’s properties.
The property on West 7th Street is vacant. The West 3rd Street property contains
two apartments. Both tenants identified their landlord as Frank Miller and stated
that Miller’s nephew, Robert Harmon, collects the rent.

Doe has advised the Crime Commission that Frank Miller owns other proper-
ties in the area. When asked to point them out, Doe refused, expressing fear of
physical reprisals by Frank Miller.

xii. Linton and Louise Hunt

- Linton and Louise Hunt are in-laws of Frank Miller, Louise Hunt being the
sister of Miller’s wife, Linton Hunt was a worker for Sun Qil Company, retiring
in December, 1973. In 1974, Linton Hunt purchased a new Lincoln Continental
Mark 1V sedan. In November 1975, he traded in this car for a new 1976 Lincoln
Continental. Both of these cars have been driven exclusively by Frank Miller.
Linton Hunt has been seen at the locations of several Miller-controlled proper-
ties, directing the renovations on the buildings. Within a three month period in
1972, Linton Hunt purchased six properties in the City of Chester.

1024 West 7th Street

In March 1972, Linton Hunt purchased this property for $2,500. The proper:
ty address is the location of Duke’s Variety Store which is operated by the brother
of a Frank Miller numbers writer. The settlement sheet for the property transac-
tion had orizinally listed Frank Miller’s son, Joseph Miller, as the buyer, but Mil-
ler’s name was crossed out and the name of Linton Hunt was inserted as the buy-
er. According to a cooperating realtor in the transaction, realtor Stephen Zappala
represented Linton Hunt at settlement.

605 West 3rd Street

In April 1972, Hunt purchased this property, paying the sum of $1,000.

The Crime Commission interviewed three tenants at this address. None of the
tenants mentioned the name of Linton Hunt when discussing the building. Two
tenants stated that their landlord and rent collector was Frank Miller’s nephew,
Robert Harmon. The third tenant identified the landlord as Frank Miller.

One tenant provided the telephone number of the rent collector, Robert
Harmon. When the Crime Commission checked this number, it was found that
the subscriber was Frank Miller’s son, Joseph H. Miller. The telephone itself is

32. In addition to this Lincoln Continental, Frank Miller also drives a 1977 Cadilla¢ El Dorado
registered in the name of Delsie Muse. Muse js the mother of Estella Cunningham, Milier’s present
girlfriend. A ranking member of Miller’s numbers operation has identified Cunningham as the gen-
eral manager of Miller’s numbers bank. Cunningham’s residence has been used as the site of Miller’s
numbers bank.
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located inside 549 East 9th Street, a property listed in the name of Frank Miller’s
company, G. Mosby, Inc.

715, 719, 721, 723 Morton Avenue

In June 1972, Hunt paid $3,250 for the purchase of these four properties.

The seller never met Linton or Louise Hunt. All negotiations were handled by
realtor Stephen Zappala. The settiement sheet shows Zappala signing for Linton
Hunt and using the return address of 901 Morton Avenue, This is the address of
the Paradise Lounge. All tax bills for these properties are sent to Linton Hunt at
the Paradise Lounge address.

The buildings at 719, 721 and 723 Morton Avenue are vacant. The Crime
Commission interviewed three tenants at 715 Morton Avenue, While two of the
tenants identified the landlord as Linton Hunt, one of the tenants insisted that the
landlord was Frank Miller.

xiii. Fairchild Development Corporation

Fairchild Development was incorporated in February 1973. Its incorporators
and first directors are listed as Linton Hunt, Louise Hunt and Carrie Horne,
Herman Fontaine’s sister-in-law. The Crime Commission has established that
Fairchild Development is a froni corporation for Frank Miller.

The bank records of Fairchild Development show that the corporation has
used corporate funds to pay water, electric, license and tax bills for properties not
owned by Fairchild Development; properties previously described in this report
as being owned by Frank Miller but recorded in the names of others. The proper-
ties for which Fairchild Development has paid bills are as follows:

PREMISES RECORDED OWNER

615 Morton Avenue Charles Harmon
XXX West 3rd Street ““John Doe”’

XXX West 7th Street ““John Doe”’

616 West 7th Street Charles Harmon
1116 West 7th Street Robert Clark

1126 West 7th Street Robert Clark

529 East 9th Street John C. Johnson

706 Potter Street Charles Harmon
1005 Upland Street Willie Terry

In examining items deposited into the Fairchild Development bank account,
the Crime Commission found several checks made payable to Charles Harmon.
In addition, Fairchild Development deposited checks written by tenants living in
previously described properties listed in the names of Robert Clark, Willie Terry
and John C. Johnson.

Fairchild Development Corporation, in addition to servicing these other Mil-
ler-linked enterprises, has itself been used to purchase parcels of real property for
Frank Miller. During an interview with realtor Stephen Zappala, Zappala stated
that when Frank Miller discussed using various fronts for his rcal estate pur-
chases, Fairchild Development Corporation was named by Miller as one of these
fronts.
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414, 416 Rose Street

In June 1973, Fairchild Develcpment purchased two warehouses on Rose
Street.

The former owner of the warehouses states that Frank Miller personally ex-
pressed an interest in purchasing the properties. The seller took Miller on an in-
spection tour of the buildings and agreed with Miller on the sale price of $10,000.
It was at settlement that the name Fairchild Development Corporation was men-
tioned for the first time.

328 East 8th Street

In May 1974, Fairchild Development purchased this property for $2,400. The
transaction was a cash deal between the seller and reaitor Stephen Zappala. No
representative of the corporation participated in any part of the transfer.

Zappala says that Morris Theorgood brought the buyer’s cash to Zappala’s
office for settlement. After settlement, Zappala put a copy of the settlement sheet
in an envelope and gave it to the bartender at the Paradise Lounge.

The tenant of this property says that his rent is collected by a man named
‘“Robert” (believed to be Frank Miller’s nephew, Robert Harmon).

1109 Chestnut Street

In July 1974, Fairchild Development purchased this property for $2,090. The
former owner had contacted realtor Stephen Zappala in an effort to sell the prop-
erty, Approximately two months after this initial contact, Zappala appeared at
the owner’s home with settlement papers. On the papers was the name of Fair-
child Development. The seller never met any representative of the corporation.

Zappala says Morris Theorgood provided the cash for the purchase. After set-
tlement, Zappala put a copy of the settlement sheet in an envelope and gave it to
the bartender at the Paradise Lounge.

A survey of the tenants at this address revealed that the landlord is Frank Mil-
ler,

306-310 East 15th Street
228 West 7th Street

In July 1974, Fairchild Development paid $6,500 for the purchase of these
four properties.

The former owner has related the circumstances of the sale to the Crime Com-
mission. The seller received a telephone call from Linton Hunt. Hunt advised the
seller to go to the Paradise Lounge and ask for a man named Johnny Collins.
This the seller did. Johnny Collins and the seller inspected the four properties.
Following the inspection, Johnny Collins took the seller to a warehouse where
they were met by Morris Theorgood. An agreement of sale was prepared and
signed. Johnny Collins was about to give the seller a $500 cash deposit from a roll
of bills in Collins’ pocket, but Theorgood advised Collins not to use that money.
Theorgood reached into a desk drawer and withdrew $500 in twenty-dollar bills
which he handed to the seller. At settlement, the name of Fairchild Development
was used on the documents. The balance of the $6,500 sale price was paid in cash
by Louise Hunt representing Fairchild Development.
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Crime Commission agents have examined the properties on East 5th Street.
Agents have questioned the mail carrier who serviges these houses. The agents
were advised that the property is in the name of a corporation but is under the
supervision of Frank Miller.

In checking on the property at 228 West 7th Street, three of the tenants told
the Crime Commission that their landlord was Frank Miller and that their rent
was collected by ‘“‘Robert” (believed to be Robert Harmon). Members of Miller’s
work crew have recently done work on the property at Miller's instruction, being
paid by Miller personally for their work,

xiv. Nu-Trend Bar—Gary Anderson

The Nu-Trend was incorporated in September 19735, its incorporator, direc-
tor, and officer listed as Gary L. Anderson. Gary Anderson is the brother of
Marion (Cookie) Dorsey, an ex-girifrield of Frank Miller. Both Dorsey and An-
derson are long-time workers in Miller’s numbers operation, Anderson working
in the numbers bank since his graduation from high school.

The Nu-Trend corporation was established to operaie the Nu-Trend Bar lo-
cated at 2601 West 2nd Street, also the corporate address. The building and busi-
ness were purchased by Gary Anderson in March 1975, for $8,500. At the time of
the purchase, Gary Anderson was twenty years old. When the Crime Commission
interviewed Anderson, he had no idea how or when the Nu-Trend was incorpo-
rated, The Crime Commission has firmly established that Frank Miller is the true
owner of the Nu-Trend Bar. Gary Anderson was merely fronting for Miller.

The Crime Commission has interviewed several realtors and attorneys who
participated in the sale of the bar, Gary Anderson was represented by an attorney
who has been described by Miller associates as Miller’s lawyer. The sellers’ at-
torney states that prior to settlement, he was contacted by Anderson’s attorney
on many occasions to change the name of the buyer on the transfer documents.
The sellers’ lawyer was first advised that the buyer would be Gary Anderson.
Subsequently, the name of the buyer was changed four times at the direction of
Anderson’s attorney to Corrine Hollingsworth (a former worker at the Paradise
Lounge), Fred Ellis (a suspected associate of Frank Miller), John Johnson a/k/a
Johnny Collins (previously described as Miller’s right-hand man), and finally
back to Gary Anderson.

The sellers’ realtor explained these name changes. He said the bar was actually
being purchased by Frank Milier; the names were being changed because of
problems geiting approval of ownership by the Liquor Control Board (LCB).
Gary Anderson’s name was used to win such approval.

When a liquor license is transferred as was the case with the Nu-Trend, the
L.C.B. requires a detailed application for the liquor license along with an ex-
planation of how the transaction is to be financed. Complying with these regula-
tions, Gary Anderson advised the L.C.B. that he was going to receive a $5,000
loan from Leco Vending and was going to finance the rest of the deal with his per-
sonal savings. As further compliance with the financing requirements, a letter
from Leco Vending in February 1976, to the L.C.B. stated that Leco ‘‘has ad-
vanced to Gary L. Anderson and the Nu-Trend Bar, Inc., the sum of $9,500.00.”’

In fact, there was no loan made to Gary Anderson, even though this was the
foundation for the L.C.B. approval. Further examination of the situation has
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conclusively established that Gary Anderson never had any personal savings to fi-
nance the bar; and the true financing for the purchase came from the pockets of
Frank Miller. ** The lawyers representing Frank Miller in this purchase were
aware that Gary Anderson was merely a front for Miller and knowingly coached
Anderson on what to say to the L.C.B. agents during the liquor license transter
process so as not to raise suspicions as to the true ownership of the bar.

Until early 1977, Gary Anderson served as the manager of the Nu-Trend
Bar. ** The building in which the bar is situated also contains five rooms which
are rented out for $20 a week. The rentals are collected by the bar manager and
mingled with the bar receipts. Once a week, all bar and rent money is turned over
to Frank Miller or Morris Theorgood.

The Crime Commission has obtained a payroll Jedger sheet listing four in-
dividuals as employees of the Nu-Trend. The individuals are Gary Anderson,
John Derrickson, Ann Jackson, and Charles Woodbury, The Commission has es-
tablished that John Derrickson and Ann Jackson were never employed by the Nu-
Trend. Both of these individuals are numbers writers for Frank Miller and were
included in the Nu-Trend’s payroll so they would be able to prove a legitimate
source of income for tax purposes. Frank Miller would pay all corresponding
taxes in their names so it would appear that they were lawfully employed.

Other facts establishing Frank Miller’s ownership and control of the Nu-
Trend may be summarized as follows:

1) Employees of the Nu-Trend Bar have included a niece, a girlfriend, and
three children of Frank Miller,

2) In 1976, a storage room was built onto the rear of the Nu-Trend bar. Frank
Miller’s work crew built the room. The workers were paid in cash by Miller him-
self. '

3) All mail delivered to the Nu-Trend is turned over to Miller’s business
manager, Morris Theorgood.

4) All employees of the Nu-Trend are paid in cash out of the bar receipts. If
the receipts are not sufficient to cover salaries, additional cash is obtained from
Frank Miller. **

5) A numbers writer for Miller was arrested in 1976 for writing numbers in
the Nu-Trend Bar. This resulted in the L.C.B. citing the bar for allowing illegal
gambling on the premises. Gary Anderson was summoned to appear at a hearing
on behalf of the bar. Frank Miller took Anderson to the office of Miller’s lawyer,
John Rogers Carroll, to prepare for the hearing.

33. During an initial interview with Ronald Lee of Leco Vending, the Crime Commission was
told that the company has indeed loaned Gary Anderson $9,500. When the company subsequently -
was confronted with the Crime Commission’s findings and shown a copy of the compary's letter to
the L..C.B., Lee explained that the letter to the L.C.B. does not necessarily mean that Anderson ac-
tually received the money. [t merely indicates that Anderson requested a loan; perhaps Anderson ob-
tained alternate financing,

34, The Crime Commission has learned that Frank Miller is presently arranging to have the Nu-
Trend transferred out of the name of Gary Anderson and into the name of another front. The identity
of the new owner is unknown,

35. The average weekly gross receipts from the Nu-Trend are $2,300. Expenses average $1,200,
Accordingly, the average weekly amount of cash turned over {o Frank Miller is $1,100,
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6) The Nu-Trend’s checking account was opened in April 1976. Frank Miller
personally provided the funds for the account’s initial deposit. Gary Anderson
has sole signature authority. The Crime Commission has established that on
occasion Anderson would be asked to presign Nu-Trend checks and hand the
blank checks to Morris Theorgood, Frank Miller, or Milier’s accountant.

Frank Miller would often give Anderson a batch of checks to be deposited
intp the Nu-Trend account. Many of these checks were from Miller’s numbers
writers and players representing gambling debts. In addition to these checks, Mil-
ler often gave cash to Anderson to deposit in the Nu-Trend account.

On many occasions, ¥rank Miller would tell Andersan to go to the bank and
draw out certain amounts of money. Anderson would do so by making out
checks to ‘“Cash.’’ The cash was turned over to Milier,

7) All Nu-Trend vending machine commissions are turned over to Frank Mil-
ler.

8) A check made out to the Nu-Trend was endorsed on the back by ‘‘Nu-
Trend Morris Theorgood.”

9 In the summer of 1977, Johnny Collins (manager of the New Belaire Bar)
and Gary Anderson were together complaining about not making enough money
from Frank Miller. Miller overheard the conversation and became enraged. Mil-
fer screamed that he does not need the two bars and would close them down alto-
gether, In fact, those two bars were subsequently closed for a few days.

10) The Nu-Trend Bar has been used by Frank Miller as the site of his
numbers bank,

While investigating the ownership of the Nu-Trend Bar, the Crime Commis-
sion discovered two matters of interest concerning the actual operation of the
bar,

In checking on the liquor supply of the bar, the Commission found that the
Nu-Trend was advised by Miller’s accountant that for tax purposes the bar
should limit its legal purchase of liquor from the Pennsylvania State Store to $150
a week. Accordingly, the bar would only have to report income based on the sale
of that amount of liquor. However, the Nu-Trend purchases a much greater
quantity of liquor, bringing untaxed whiskey across the border into Pennsylvania
from Delaware and Maryland. This cache of liquor is stored in the basement of
the Nu-Trend and is used to serve all the bars owned by Miller,

The second item: of interest regarding the bar’s operation relates to its Sunday
Sales Permit, In Pennsylvania, a bar may remain open and serve liquor on Sun-
days if it possesses an appropriate permit. Eligibility for a permit rests on the
average percentage of food trade served in the bar. The Nu-Trend possesses a
Sunday Sales Permit but does not meet the requirements for eligibility. In De-
cember 1976, Frank Miller closed the kitchen in the bar and it has not been used
since then. The bar continues to sell liquor on Sundays. In order to maintain its
Sunday Sales Permit, Frank Miller has devised a paper shuffling schems for the
benefit of the L.C.B. Merchants who supply food to the Paradise Lounge are of-
ten requested to make the bili out in the name of the Nu-Trend. These food bills
then serve as evidence that the Nu-Trend maintains a food trade, justifying its
Sunday sales of liquor even though its kitchen has not been open in over a year.
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xv. Deborah Theargood alk/a Deborah Thorogood

Deborah Theorgood, a niece of Frank Miller, has tended bar at the Nu-
Trend. *¢ For many years, she lived in Frank Miller's home and has been known
as his ““daughter.” She now lives with one of Miller’s daughters in Delaware,

Within a four-month period in 1976, Deborah Theorgood paid almost
$12,500 in ecash for the purchase of eight properties in the City of Chester.

During an interview with realtor Stephen Zappala, Zappala admitted that he
had been advised by Frank Miller that Miller would be purchasing property and
putting them in the names of fronts. One of the fronts mentioned by Miller was
Deborah Theorgood, ¥’

216, 218, 226, 228 East 4th Street

In October 1976, Theorgood purchased these four properties for a total con-
sideration of $10,000. The sellers of the properties were all members of the same
faraily, The Crime Commission interviewed a member of the family who had
negotiated the sale of all four properties.

This seller had initially contacted realtor Stephen Zappala in an effort to find
a buyer. Zappala responded by bringing Frank Miller to inspect the properties.
After inspection, Miller offered the seller $5,000 for each property, Zappala pre-
pared four Agreements of Sale, using the name ‘‘Deborah Theorgood’’ as the
buyer. Miller paid $1,000 in cash as a deposit. Zappala says Miller left this money
for Zappala to pick up at the Paradise Lounge. One hour prior to settlement,
Zappala advised the sellers that Miller could not go through with the purchase at
the time, but would complete the transaction within one month. Several months
passed without settlement. Accordingly, the deposit money was forfeited to the
sellers. Two weeks after this forfeiture, the seller notified Zappala that the sale
price would be reduced to $2,500 per property in an effort to make a quick sale.
Zappala told the seller he was going to advise Frank Miller of the new price. One
hour later, Zappala called to say that Miller would buy the properties. Zappala
said he was going to lend Miller some money for the purchase, The transfer was
completed in the name of Deborah Theorgood. The return address for Deborah
Theorgood listed on the deed is the address of the Paradise Lounge. **

The property at 228 East 4th Street is vacant, However, the Crime Commis-

36. A surveillance of the Nu-Trend Bar by Crime Commission agents showed Deborah
Theorgood tending the bar. During the 45-minute surveillance, the telephone in the bar rang six or
seven. times. On each occasion, Deborah Theorgood answered the phone and advised the callers that
the day’s winning number was ‘995",

37. While examining Stephen Zappala’'s business records, the Crime Commission found a file
folder labeled ‘‘Deborah Theorgood™, In addition to documents relating to Theprgood, this file also
contained real estate documents concerning property transfers to Glen Enterprises and John C, John-
son.

38, In March 1977, a Chester realtor had a chance meeting with Frank Miller on the sireet, Miller
advised the realtor that Miller owned a block of properties in the 200 block of Bast 4th Street and
would be willing to sell them for $50,000.
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sion interviewed eight tenants residing at 216, 218, and 226 East 4th Street. Six of
these eight tenants stated that their landlord was Frank Mitter, *

In October 1977, the F.B.1, secured a search warrant for an apartment located
al the 226 East 4th Street address, suspected of being a numbers bank site for
Frank Miller, With sledge-hammers the federal agents broke through a metal
plate door separating the targeted apartment from the public hallway. Inside the
apartment, the agents found boxes of suspected gambling paraphernalia, includ-
ing numbers slips, adding machines, and journals.

543 East 9th Street
8§38 West 6th Street
625 DuPont Street

In August 1976, Deborah Theorgood purchased the 9th Street and 6th Street
properties from the Department of Veterans Affairs for $500 and $200 respective-
ly. In November 1976, she purchased the property oti DuPont Street itom the De-
partment of Housing and Urban Development for $285. All three properties are
presently vacant, although the house on 9th Street is in the process of being reno-
vated,

269 East 7th Street

Stephen Zappala informed Commission agents that Zappala sold this proper-
ty to Deborah Theorgood in 1977, for the sum of $1,500. The only person who in-
spected e property was Morris Theorgood,

The tenant at this address advised the Crime Commission that the landlord is
Fran!, Miller, and that rent is paid to Miller’s nephew, Robert.

xvi. Robert Theorgood a/k/a Robert Thorogood
217 Yarnall Street
1919 Mary Street

Robert Theorgood is the brother of Frank Miller’s wife, Delores.

In April 1977, Robert Theorgood purchased the above properties for the sum
of $4,000.

The Crime Commission interviewed the former owner of the property and
was advised that a buyer was obtained by realtor Stephen Zappala. Zappala gave
the seller a $500 cash deposit. Zappala’s records indicate that this deposit money

39, When asked to identify the rent collector, all tenants gave the names of Judy and George
Hunter. The Hunters say they turned all the rent money over to Frank Miller’s nephew, Robert Har-
mon, The tenants provided the telephone number of the Hunters, The Crime Commission checked
this number and Found that the phone is situated in a property at 915 Walnut Street, a Frank Miller
owned property listed in the name ol John C. Johnson a<k/a Johnny Collins, A further check of the
telephones at 915 Walnut Street showed a telephone listed in the name of Karen Northern, A Com-
monwealth check made payable to Karen Northern was found by the Crire Commission deposited
into the cheeking account of the Nu-Tread Bar,
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was picked up by Zappala at the Paradise Lounge. An Agreement of Sale identi-
fied the buyer as Deborah Theorgood, An examination of the settlement sheet
shows the name of Deborah Theorgood crossed out and the name of Robert
Theorgood inserted as the buyer.*®

Tenants at these two properties ideuntified their landlord as Frank Miller and
their rent collector as Miller’s nephew, Robert Harmon,

The Yarnall Street property has been used by Frank Miller as the site of his
numbers bank.

xvii. Theorgood Company

The Theorgood Company was incorporated in April 1966. The first directors
of the corporation are listed as Frank Miller, Delores Miller, and Morris Theor-
good,

The corporate address of Theorgood Company is the location of Miller Cut
Rate Drugs, a store owned and operated by Howard Miller, Frank Miller’s son,
In 1974, the Lincoln Continental Mark [Il sedan operated by Frank Miller was
registered in the name of the corporation.

xviii. VeraToy,Inc.

Vera Toy, inc., was incorporated in 1967, Its first officers were: President,
Morris Theorgood (Frank Miller's business manager); Vice President, Carrie
Holland (Herman Fontaine’s sister); Sccretary, Vera Toy {a cousin to Miller’s
wife and an employee at Miller Cut Rate Drugs described above). In 1973, Hol-
land and Toy transferred their stock and offices to Morris Theorgood, leaving
him the sole officer and stockholder.

Vera Toy, Inc., trading as the Stardust Inn, owns a liquor license for a tavern
on Conchester Road in Chester. Since the Stardust Inn was destroyed by fire in
1975, the L.C.B, has held the liquor license in safekeeping at the request of attor-
ney John Rogers Carroll.

A former employee of the Stardust Inn has confirmed that Vera Toy, Inc,, i3
owned and controlled by Frank Miller; Morris Theorgood manages the corporate
affairs. This corporation has also been used as a front corporation by Frank Mil-
ler at auctions where Miller buys large quantities of merchandise. These auction
purchases will be discussed in detail later in this report. However, for the mo-
ment, an example of this scheme will show Miller’s use of the name Vera Toy,
Inc,

In December 1973, Frank Miller purchased a truck at an auction in Chester.
Auction records show that Miller instructed the auctioneer to report that the
truck was purchased by Vera Toy, Inc., 1000 Conchester Highway, Chester
Township, Pennsylvania. This is Frank Miller’s home address.

xix. Charlie Soap’s Cocktail Lounge, Inc,

The Crime Commission has learned that in early 1976, Charles Woodbury
was approached by Frank Miller and asked to operate a bar which Miller intend-

40, Rabert Theorgood’s return address on the decd is listed as 329 Lamokin Street, This is the -
residence of Frank Miller's brother-in-law, Charles Harmon, previously identified as a front for Mil-
ler,
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ed to purchase, Woodbury agreed and in June 1976, Charles Woodbury, alias
Charlie Soap, signed an Agreement of Sale for the purchase of Stanley’s Cafe lo-
cated at 1233 West 2nd Street. The purchase price of the building, business and li-
quor license was $8,000.

Following the sigiing of the Agreement of Sale until settlement, Charles
Woodbury operated Stanley’s Cafe for Frank Miller receiving $200 per week in
salary and using the remaining profits for the purchase of building materials
which were used to renovate the bar and the rooms located above the bar. The
renavations were made by a construction crew which has been ermployed ex-
clusively by Frank Miller to renovate his various properties.

In August 1976, Woodbury signed an Exclusive Location Agreement which
gave Leco Vending Company the right to install vending machines in the bar in
exchange for a loan commitment from Leco Vending Company in the amount of
$10,000. Leco Vending officials, when questioned regarding the $10,000 loan,
were unable to specifically identify who had negotiated the loan for Charlie
Soap’s Lounge. They believed, however, that the loan may have been negotiated
by a local attorney. The identified attorney was the same attorney who negotiated
the previously described loan between the Nu-Trend Bar and Leco Vending. The
Crime Commission has learned that Frank Miller secured the loan for Charles
Woodbury and personally picked up the $10,000 check from Leco Vending Com-
pany. Miller’s purpose for securing the $10,000 loan for Woodbury was to pro-
vide a source of capital for Woodbury which wouid satisfy the Pennsylvania Li-
quor Control Board’s requirement that a liquor license applicant reveal his fi-
naricing arrangements. The Crime Commission subpoenaed the cancelled check
of the $10,000 loan made to Woodbury by Leco Vending Company. The first en-
dorsement on the back of the check was ‘‘Charles Woodbury’’, but confidential
sources have revealed that Charles Woodbury had never received or endorsed the
check. The second endorsement on the back of this check was ‘“Rosz and M.
McLaughlin’’. As previously explained, M. McLaughlin a/k/a Michae! Caserta
is Frank Miller’s ‘‘lay-off’’ connection in Philadelphia.

In September 1976, Woodbury incorporated, using the name Charlie Soap’s
Corktail Lounge, Inc, On the corporate papers, Woodbury listed his address as
2601 West 2nd Street, the address of the Nu-Trend Bar.*!

In March, 1977, the Liquor Control Board appreved the transfer of the liquor
license to Woodbury.*?

In June 1977, Woodbury went to settlement, completing his purchase of Stan-
ley’s Cafe.*

Following settlement, Frank Miller set up a lease arrangement in which
Woodbury paid $200 per week in rent and $100 per week for various tax pay-

41. Charles Woodbury has been known ta live in one of the rooms located above the Nu-Trend
Bar.

42. The Crime Commission has inspected Woodbury’s liquor license application on file at the
L.C.B. On this application, Woodbury stated that he had been an employee of Stanley’s Cafe since
1974, The seller of Stanley's Cafe insists that he had never met Charles Woodbury prior to Wood-
bury’s purchase of the bar in 1976.

43. Setlement was hield in the office of Philadelphia Attorney John Rogers Carroll,
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ments. After making the $300 per week payment, which was collected by Morris
Theorgood, Miller’s business manager, Woodbury was to keep profits realized
through the bar operation, rent collection and vending machine commissions.
However, checks from Leco Vending Company were not received by Woodtury
because of an arrangement made by Miller with the vending company in which
the vending machine commissions were being credited toward payment of the
$10,000 loan provided by Leco Vending Company. Woodbury’s claim to the
vending machine commissions stems from the fact that Woodtury never received
the $10,000 loan, nor even knew that the loan was made. In December 1977,
Woodbury returned to a $200 per week salary paid by Miller. Under this arrange-
ment, Milier made daily stops at Charlie Soap’s Cocktail Lounge, Inc., to pick up
the receipts from the previous day’s bar operation.

The Crime Commission has found that the true owner of Charlie Soap’s
Cocktail Lounge is Frank Miller. Charles Woodbury manages the bar for Miller.

A surveillance of Frank Miller’s activities by the Crime Commission has es-
tablished that Miller regularly visits his bars. A typical surveillanve showed: 2:5)
p.m. —Frank Miller exited the New Belaire Bar and went to Stanley’s Cdf € (Char-

went to the Nu-Trend Bar; 3:30 p m, —Frank Miller left the Nu-Trend Bar

XXx. 2446 Germantown Avenue Corporation

The 2446 Germantown Avenue Corporation was incorporated in July 1676,
The incorporator is Ellen Blum, identified by the Crime Commission as a secre-
tary in the office of Philadelphia Attorney John Rogers Carroll. Carroll’s firm
has represented many of the individuals and corporations mentioned in this re-
port in matters such as realty negotiations and transfers, L.C.B. hearings, incoi-
porations, criminal trials, and litigating Crime Commission subpoenas.

At an auction in June 1976, the 2446 Germantown Avenue Corporation made
the winning bid on the properties at 244650, 2452 Germantown Avenue, Phila-
de'phia. The bid was for $13, 250.

The Crime Commission interviewed the auctiong a* who had conducted the
sale. This auctioneer provided copies of the Agreements of Sale for the proper-
ties. These agreements show the buyer listed as ‘‘Deborah Theorgood or nomi-
nee.”’

The Commission then interviewed the attorney who had represented the form-
er owner of the properties at settlement, and who had been present at the time the
Agreements of Sale were signed, This attorney identified the person who signed
the Agreements of Sale as Frank Miller. The attorney stated that the settlement
on the transfer took place in the office of John Rogers Carroll in October 1976.
Attending the settlement was Franl. Miller. Frank Miller had paid the seller’s at-
torney $2,900 as a cash deposit and subsequently, paid an additional $10,350 in
cash at the time of settlement. The deeds for the property list the buyer as 2446
Germaniawn Avenue Corporazion,

The Crithe Commission has learned that these properties are used by Frank
Miller as warehouses for his many auction purchases.

When the Crime Commission tried to subpoena the business records of the
corporation from Ellen Blum, the Commission was advised by a member of John
Rogers Carroll’s law firm that Ellen Blum did not know anything about the
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corporation’s records and that the person who did have knowledge of the cor-
poration’s records was Carroll himself. However, the Crime Commission sub-
poenaed Ellen Blum for these records since her name appeared on the official cor-
porate records, At the time she was served with the subpoena, Blum stated that
shie was not an officer, stockholder or incorporator of the 2446 Germantown
Avenue Corporation. When advised by a Crime Commission agent that her name
appeared on the corporation’s papers she replied, “‘If your boss puts something
in front of you and tells you to sign it, you sign it.”’

xxi. 9th and Sproul Corporation

The Rainbow Diner, located at 9th and Sproul Streets, was put up for sale at
auction in March 1977. Frank Miller had attended the auction in order to buy
restaurant equipment for the Paradise Lounge. While there, he purchased the
diner itself.

The Crime Commission interviewed the auctioneer who had conducted the
sale. The auctioneer confirmed that Frank Miller had purchased the diner and its
contents, paying $2,500 in cash for the equipment and $300 as cash deposit on the
diner at tlve time of the auction. Several days later, when Miller paid the $1,700
halance in cash, he advised the auctioneer that the property would be titled in a
name other than Miller’s.

In April 1977, attorney John Rogers Carroll filed incorporation papers for the
9th and Sproul Corporation. The corporate address is the location of the Rain-
bow Diner, The incorporator and officer of the corporation is Patricia Miller,
Frank Miller’s daughter.

To date, Miller has not gone to settlement on the property although he has
taken possession,** The auctioneer recently contacted John Rogers Carroil and
inquired as to when Frank Miller intended to take title to the diner. Carroll re-
sponded that there are existing liens against the property that must ke resolved be-
fore his client is prepared to go to settlement.

The Commission has learned that Frank Miller gave the Rainbow Diner to his
daughter Patricia as a wedding present, Patricia was recently married to Qtto
Fontaine, a nephew of Miller’s partner, Herman Fontaine,

xxii. Pitts Fuel Oil—Thomas Pitts

Thomas Pitts has been identified as one of the “‘pickup men®’ in Frank Mil-
fer’s numbers operation. He is a trusted memiber of the organization, one of a few
persons in tba higher echelon of the racket.*’ Pitts lives at 529 East 9th Street, a
property previously described as being owned by Frank Miller but listed in the
name of John C. Johnson. Numbers action has been turned in to the Miller or-
ganization at this address.

The Crime Commission has reccived information that Frank Miller controls a
company called Pitts Fuel Oil. A member of Miller’s organization has stated that

44, A member of Miller's work crew has informed the Crime Commission that on Miller’s in-
structions, the crew made repairs on the diner after it was purchased by Miller, During the last week in
March 1977, agents of the Crime Commission observed Miller and his brother-in-law Linton Hunt, at
the Rainbow Diner giving instructions to workers cleaning cquipment.,

45 Thomas Pitts’ sister, Ann Pitts Sackson, is also a nur-bers writer in the Miller organization.
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Thomas Pitts and Lester Stewart, another numbers pickup man, manage the
company for Miller, This informant has witnessed Frank Miller givinig iiistiug-
tions to Pitts and Stewart regarding the operation of the business, and has seen
Miller give money to the employees of the company for the purchase of oil.

wiitler owns four Pitts Fuel Oil trucks. The trucks are used by Miller's work
crew in making repairs on Miller properties and to haul the merchandise Miller
purchases at auctions.

Three of the trucks are registered in the name of Pitts Fuel Qil Company. The
address of the company listed on the vehicle registration certificates is 901
Morton Avenue, the address of the Paradise Lounge.

The Commission has been able to trace the purchases of two of these three
trucks.*s One truck was purchased at auction in September 1975, for $1,750. The
auctioneer’s records show that the telephone number listed for Pitts Fuel Oil is
the telephone number of the Paradise Lounge. However, the address of Pitts Fuel
Oil is listed as 549 East 9th Street, Chester. This is the address of a previously de-
scribed Miller property listed in the name of G. Mosby, Inc. The second truck
was purchas:d at an auction in December 1975, in Chester for $1,100. The auc-
tioneer confirmed that the truck in question was purchased by Frank Miller. The
auctioneer’s records show that Miller instructed the auctioneer to list the buyer as
Vera Toy, Inc., (previously described in this report as a front for Miller).

The fourth truck is the only Pitts truck which is, in fact, an oil truck. The
name ‘‘Pitts’’ and a telephone numbsr are painted on the truck. The telephone
number traces back to Lester Stewart, previously described as a numbers pickup
man for Miller.*” This Stewart telephone is found in the premises 310 East Sth
Street, a property previously described as a Miller-owned property listed in the
name of ¥Fairchild Development Corporation. The truck is registered in the name
of “Eddystone Hardware,”’ located at 1014 Saville Avenue, Eddystone. A check
at this address shows that it is also the address of Rutledge Electric Company,
whose president is William Rutledge. Several members of the Miller organization
have identified William Rutledze as an elecirical contractor who does work on
properties owned by Frank Miller.

xxiii. William Rutledge
€19-621 Edgemont Avenue

This same William Rutledge has also fronted for Frank Miller in the acquisi-
tion of a warehouse on Edgemont Avenue. Rutledge purchased this property in

46. The principals involved in the sale of the third truck have gone out of business and cannot be
located.

47. The Crime Commission has learnied that Frank Miller is presently in the process of opening a
new bar in the 600 block of Morton Asenue. Miller has purchased this bar, using the name of Lester
Stewart as his front man. The address of this new bar is the same address G, Mosby, Inc., uses to re-
ceive the tax bills for its property at 549 East 9th Street,

‘

33



January 1976, for the sum of $22,000. * Documents regarding the pur:hase re-
veal that all negotiations for the financing and settlement was made with Frank
Miller, An investigative report done at the request of the mortgagee clearly stzies
the situation:

The subject (William Rutledge) is actually fronting for another man
who is interested in purchasing the property . . . We find that the appli-
cant is fronting for a businessman in Chester, Pa., known as Frank Mil-
ler . . . Mr. Miller is a well known gambling figure in the Chester, Pa.
area, being involved in the numbers racket of Chester, Pa., for many
vears and has had an extensive arrest record over the years for gambling
. . . Mr. Miller is said to be a man of substantial financial worth,

The iending company and the realtor representing the buyer knew of Miller’s
involvement throughout the transaction. The realtor was personally told by Wil-
liam Rutledge that Frank Miller was the true purchaser. An interoffice memo in-
dicates that the lending company urged the buyer’s realtor ‘‘to press Mr. Miller
and his front man’’ to straighten out certain problems with the financing. All cor-
respondence and memoranda refer to Frank Miller as the true party in interest
and to William Rutledge as the front.

6. Auctions

As this report has noted, through the years Frank Miller has purchased real
estate, motor vehicles, and equipment at several auctions. The transactions
described have involved Miller making these purchases in the names of his vari-
ous associates and corporations. The Crime Commission has also established that
Miller has'made numerous auction purchases in his own name or aliases. In dis-
cussing the activities of Frank Miller with many auctioneers in Philadelphia, Mil-
ler is invariably described as attending auctions on a regular basis, buying large
quantities of supplies, always paying cash for his purchases, and sometimes using
40-foot vans to transport his purchases from the auctions, Some of Miller’s auc-
tion purchases are described briefly: *°

1) In 1973, Frank Miller’s work crew razed a hotel near the Valley Forge
Music Fair. Miller paid the owner of the tiotel $1,900 for the opportunity to
demolish the structure. From the wreckage, Miller salvaged all the metal, selling
it for approximately $15,000.

2) Prior to this demolition, the equipment and supplies of the hotel were sold
at auction. Of the total $27,700 worth of supplies sold, $10,800 worth was sold to
an individual identified in the auction records as *‘F.M.’’ The auctioneer has veri-
fied that ““F.M.”’ is Frank H. Miller. The auctioneer added that Frank Miller is a
“‘heavy buyer’’ at the auctions.

3) In November 1973, Frank Miller purchased $8,549 worth of material at a
liquidation auction. Included among the articles purchased were a 2 1/2 ton

s e

48. vii\i‘lledge put down $8,000 in cash and received a $14,000 purchase money mortgage.

49, The Crime Commission has received information regarding many more auction purchases
thun are described in this report. Only the information that has been confirmed at the time of the
publication of this report is included herein. It should also be noted that it is virtually impossible to
document ali of Miller’s auction purchases; the Crime Commission has merely scratched the surface.
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truck, a.camper, and a trailer, The trailer may be seen every day in the parking lot
owned by Miller across the street from the Paradise Lounge. The trailer is
registeréd in the name of Thomas J. Irvine. The address used by Irvine on the
registration certificate is 901 Morton Avenue, the address of the Paradise
Lounge.

4) As previously described, in 1975 Frank Miller purchased a truck at auction
for Pitts Fuel Oil Company. The auction records reveal that this truck sale repre-
sented only $1,100 of a total of $48,000 worth of goods purchased by Frank Mil-
ler at a three-day auction. The auctioneer stated that Miller paid the entire
$48,000 in cash over the three-day period.

5) At an auction in 1976, Miller purchased virtually the entire contents of a
Mr. Plywood Store in New Jersey. Shortly thereafter, Miller resold the goods at
auction, selling the merchandise for a total of $72,000. The auctioneer received a
commission of almost $13,000. Miller received a first cash payment from the auc-
tioneer of $35,500. The auctioneer still owed Miller approximately $23,600 when
the 1.R.S. discovered the sale. The 1.R.S. placed a lien on the transaction; the

$23,600 is being held in escrow by the auctioneer pending appropriate disposition

by the 1.R.S.

In discussing Frank Miller’s auction activities with the auctioneer, the Crime
Commission was told that Frank Miller is a regular buyer at auctions and some-
times uses the aliases N, Holmes, Webb, Webbs, F.M. and G.M.

6) In September 1977, a wholesale and retail hardware company was
liquidated at auction. An examination of the auction records revealed that Frank
Miller paid approximately $14,900 for hardware supplies. This merchandise was
transferred by Miller’s work crew from the auction to two of Miller’s warehoitses
inn Chester.

7) In October 1977, Frank Miller attended an auction in Plymouth Meeting
for the sale of restaurant and bar equipment. Although the auctioneer re-
membered that Miller was at the auction, he could not find Miller’s name in the
records of sale. Upon closer examination of the auctioneer’s records, Crime
Commission agents discovered a buyer of $3,300 worth of equipment listed as
“John Mills.”” The address of “‘Mr. Mills”” was 901 Morton Avenue, Chester.
This is the address of Frank Miller’s Paradise Lounge. The auctioneer stated that
Frank Miller often uses an alias at auctions.

One of Miller’s workers has confirmed that this merchandise was purchased
by Miller. The items were transported to one of Miller’s warehouses and to Mil-
ler’s Rainbow Diner.

8) In October 1977, Frank Miller purchased a substantial portion of the in-
ventory of an electrical supply store on Baltimore Avenue in Springfield. This
merchandise was transferred by Miller’s workers to a property owned by Miller
on East 4th Street listed in the name of Deborah Theorgood.

5. CONCLUSIONS AND RECOMMENDATIONS

The Internal Revenue Service has more than $3 million i liens for unpaid

taxes issued against Frank H. Miller. If Miller owned properties in his name, the |

I.R.S. could levy against the properties and collect the delinquent taxes, By using
fronts for his acquisitions, Frank Miller has avoided 1.R.S. execution on his as-
sets and has been able to acquire a significant amount of legitimate interest in the
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City of Chester, In addition, Miller has been able to put his illegal numbers
profits to work, thus gaining additional profits.

It is impossible to determine the exact extend of Miller’s holdings since it is
not known if persons other than those mentioned in this report are participating
in Miller’s schemes. The Crime Commission has issued numerous subpoenas for
the testimony and/or business records of persons involved in Miller’s legitimate
enterprises in an effort to gain a better understanding of the extent of Miller’s
holdings. Virtually all of the persons and companies subpoenaed are being repre-
sented by the Philadelphia taw firm of Carroll, Creamer, Carroil & Duffy, the
firm employed by Frank Miller, With only a few exceptions, all of those
subpoenaed have refused to give evidence. In order to gain more precise informa-
tion on Frank Miller’s activities, the Crime Commission has pursued these mat-
ters in the Commonwealth Court of Pennsylvania, In each case, the Court has
granted the request of the Commission and ordered the witnesses to comply with
the Crime Commission’s subpoenas, All witnesses have appealed these orders to
the Pennsylvania Supreme Court, employing John Rogers Carroll as their at-
torney.

The Crime Commission has discovered that at least several of these sub-
poenaed witnesses have never, in fact, retained the law firm of Carroll, Creamer,
Carroll & Duffy to represent them. When they were served with Crime Commis-
sion subpoenas, they merely turned their subpoenas over to Frank Miller, Miller
then turned the subpoenas over to his own lawyer, The witnesses had no part in
choosing their lawyer, did not know the identity of their lawyer, and did not pay
any Jegal fee to the law firm. All was arranged and paid for by Miller himself.
Iespite the fact that these witnesses knew nothing about their legal representa-
tion, the law firm of Carroll, Creamer, Carroll & Duffy has advised the Crime
Commission that the firm represents these individuals. The firm continues to
fight the Crime Commission subpoenas in court on behalf of these witnesses
without the knowledge of the witnesses. Several other witnesses, while not stating
that they had nothing to do with retaining their legal counsef, Lave admitted to
the Crime Commission that Frank Miller pays for all their legal fees, *°

Despite this grand effort to keep the Crime Commission from gathering
needed evidence, the Commission has been able to produce this incomplete
profile of Miller's activities. The following map illustrates the 72 pieces of real
estate and bars presently owned by Miller but listed in other names:

50. For example, John C. Johnson told Crime Commission agents that Frank Miller pays al! of
Johnson's legal fees owing to John Rogers Carroll. Also, when a Crime Commission subpoena was
served on one of Frank Miller’s accountants, the accountant stated that he would not honor the sub-
poena on the advice of John Rogers Carroll. The accountant added that he himself was not paying his
attorney’s fees,
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Miller paid approximately $230,U00 for the purchase of these properties, Based
on the estimate of 160 rental units and the rentals charged per unit as stated by the
tenants surveyed, assuming full occupancy, Frank Miller has a potential rental in-
come of approximately $205,000 per year. Based on information received con-
cerning gross profits for the four bars owned by Miller, it is estimated that Miller
receives an additional $135,000, making a total annual gross income of $340,000.
This sum does not include the unknown profits made by Miller on his auction ac-
tivities or oil business. It must be remembered that these income figures are de-
rived from apparently legitimate enterprises, and are in addition to the millions of
dollars made by Miller each year from his illegal numbers racket.

The objective of this report has been to gain a perspective on the character
and magnitude of Frank Miller’s infiltration into legitimate enterprises. It is the
duty of faw enforcement programs to pay special attention to the growth
prospects of such activities in order to assess their ultimate economic and social
impact. Legitimate holdings ot racketcers are derived mainly from profits taken
from illicit enterprise. Thus, these legitimate holdings represent the consumma-
tion of the criminal enterprise. Frank Miller’s holdings stand as a reservoir of
economic power, strengthening the position of Miller and his associates not only
with respect to their illicit enterprises, but also with respect to opportunities for
expansion into other modes of infiltration. Frank Miller’s profile may appear to
be only a minor, local infiltration in the larger perspective of organized crime, but
there is a real danger in assuming such a posture.

This danger was recognizzd by the Pennsylvania Legislature when in 1972, the
Corrupt Organizations Act was enacted. *' This Act’s preface acknowledges that
vast amounts of money and power accumulated by organized crime are increas-
ingly used to infiltrate and corrupt legitimate businesses operating within the
Commonwealth, and that such infiltration provides an outlet for illegaily ob-
tained capital, The statute’s purpose is explicitly stated: In order to successfully
resist and eliminate this situation, it is necessary to provide new remedies and
procedures.

Accordingly, the Act provides:

It shall be unlawful for any person who has received any income de-
rived, directly or indirectly, from a pattern of racketeering activity * in
which such person participated as a principal, to use or invest, directly
or indirectly, any part of such income, or the proceeds of such income,
in the acquisition of any interest in, or the establishment or operation of
any enterprise.

Included in the statute’s definition of ‘‘racketeering activity’’ is any act which
is indictable under the Pennsylvania gambling statutes. In Pennsylvania, a person
is guilty of a crime if he “‘sets up, or maintains, any lotiery or numbers game,’’ *

It is virtually indisputable that Frank Miller has derived income from a pat-
tern of racketeering activity, having set up and maintained a multimillion dollar

781, 71972, December 6, P.L. ., No. 334, §1, eff. June 6, 1973, 18 C.P.S. A, §911.

$2. A “pattern of racketeering activity’' refers to a coursc of conduct requiring two gr more acts
of racketeering activity, one of which occurred after the effective date of this section, i.e., June 6,
1973,

53, 1972, December 6. P, L, . No0.324,§ 1, eff, Junc 6, 1973, 18 C.P.S. A, 85512,
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numbers operation in the City of Chester. It is also evident from the facts estab-
lished in this report that Frank Miller has used this income to acquire interest in a
large number of real properties, bars, and corporations.

Accordingly, it is the recommerndation of the Pennsylvania Crime Commis-
sion that the District Attorney of Delaware County and the Attorney General of
Pennsylvania examine the information contained in this report to determine
whether the institution of criminal proceedings against Frank H. Miller is war-
ranted under the provisions of the Corrupt Organizations Act.

It is also apparent that Frank Miller could not have successfully insulated
himself from exposure in his business transactions as long as he did, without the
cournsel and expertise of various professionals. With the knowledge that Frank
Miller was a racketeer, a battery of attorneys, realtors, accountants, and other
businessmen knowingly aided Miller in his acquisition of real estate and legiti-
mate business. While the advice given to Miller by these professionals was ofien
general business advice, on several occasjons the advice was tailored to the par-
ticular needs of a racket figure who needed a means to hide his illicit income. For
example, this professional advice and assistance resulted in the falsification of
P.L.C.B. records and the subsequent preseniation of false information to repre-
sentatives of the L.C.B.

Accordingly, the Pennsylvania Crime Commission will make available to the
appropriate licensing boards and professional associations, all available informa-
tion relating to the licensed professionals who knowingly fostered Frank Miller’s
infiltration of legitimate business, for whatever action they deem appropriate.

The Pennsylvania Crime Commission shall also make available to the Penn-
sylvania Department of Revenue, all financial data relating to Frank Miller and
his “‘fronts”’. Throughout the investigation it became apparent that, for the most
part, the “front’” owners of properties and officers of ““front’’ corporations had
little or no knowledge of the financial structure of the various ““front’’ entities.
7or this reason, it is imperative that the Department of Revenye investigate to de-
termine the extent of possible tax liability and criminal violations of the Pennsyl-
vania tax statutes,

The citizens of the Commonwealth, and particularly the citizens of Chester in
this case, have a right to know the true owners of their community.

Organized crime activities continue to be viewed as a harmless little
game. But the game is neither harmless nor little. Organized criminals
are gracually but inexorably stealing our nation. *

EPILOGUE

When the Commiission released this report to the public, the findings were
forwarded to appropriate law enforcement agencies for review.

Cn March 2, 1978, Frank Miller and Herman Fontaine were indicted by a fed-
eral grand jury in Philadelphia on charges of racketeering, bribery, gambling and
conspiracy.

On April 20, 1978, seven alleged members of the Miller numbers organization
were indicted on gambling charges. They were John C, Johnson, Estella Cun-
ningham, Patricia Ann Brown, Ethel Johnson, Alma Mae Cottman, James

54. Donald Cressey, Theft of the Nation (New York: Harper and Rowe, 1969), p. ix.
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“‘Sonny’’ Bryant and Robert Kinlaw, a Chester City police inspector. In August
1978, all but Kmlaw entered guilty pleas.

On May 18, 1978, Chester City Mayor John H. Nacreiii was indicted on
charges of receiving $2,000 a month from Miller and Fontaine to protect their
numbers racket.

On June 27, 1978, the Pennsylvania Liquor Control Board revoked the liquor
license of the Nu-Trend Bar based upon the findings of the Pennsylvania Crime
Commission.

On July 23, 1978, Miller and Fontaine pleaded guilty in federal court to all
charges. On that same date, Miller pleaded guilty to separate charges that he had
invested the proceeds of his numbers racket in legitimate enterprises. The evi-
dence that would have been used against him at trial was the information con-
tained in the Pennsylvania Crime Commission report. As part of this guilty plea,
all but seven of Miller’s properties were to be forfeited to the federal government.
The remaining seven properties are subject to civil proceedings by the 1.R.S. to
recover back taxes owed by Miller.

In September, 1978, Miller and Fontaine testified as prosecution witnesses in
the trial of Mayor Nacrelli. On October 5, 1978, that proceeding ended in a mis-
trial. In January, 1979, Nacrelli was retried and found guilty on all charges.

In March, 1979, the Liquor Control Board revoked the liquor licenses of Char- -
lie Scap’s Cocktail Lounge and the Faradise Lounge, The basis for this action
was the information reported by the Pennsylvania Crime Commission. Also, in
March, 1979, police inspector Robert Kinlaw was found guilty of taking numbers
bets for Frank Miller.

B. THE INTERSTATE SHIPMENT OF GAMBLING
PARAPHERNALIA INTO PENNSYLVANIA
AND ITS DISTRIBUTION AND SALE WITHIN
THE COMMONWEALTH*

1. INTRODUCTION

The Pennsylvania Crime Commission has recently completed investigations
into illegal gambling enterprises in the Commonwealth.

This report furnishes an insight into the interstate shipment of unlawful
gambling paraphernalia into Pennsylvania, tracing the sale and distribution of
this paraphernalia within the central region of the state. Collateral surveys were
also undertaken in the northeast, southeast and western regions. These collateral
surveys substantiated the Commission’s preliminary thesis that the gambling
paraphernalia business flourishes on a statewide basis.

Undoubtedly, most citizens are uniaware of and cannot comprehend the vast
scope, strength and influence of the organizations which accommodate gambling
activities. The Crime Commission has attempted to describe the enormity of these
operations and the consequences occasioned by these activities.

The effects of such gambling operations upon the state are clearly numerous.
There is a tremendous loss of revenue to the Commonwealth treasury, a

* This report was approved by the Commissioners and published in February, 1977,
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tremendous waste of law enforcement and judicial resources futilely attempting
to enforce the gambling laws, and widespread corruption, with an undermining
of the integrity of the police and public officials resuiting from bribes to prevent
enforcement of the laws.

At some point in time, society must make a judgment whether it will continue
incurring substantial moral, poiitical, economic and social costs or turn to al-
ternative approaches to the problem. The damage to society continues to be too
fundamental and too great to accept the status gio.

Through this report, the Pennsylvania Crime Commission attempts to give an
insight into the nature, extent and effect of illegal gambling activities in Pennsyl-
vania, documenting numerous violaticus of both state and federal law. The
Crime Commission, as in the past, continues to recommend the adoption of new
and more effective approaches to both the enforcement and modification of
gambling legislation. ’

2. ORIGIN OF THE INVESTIGATION

In February of 1973, agents of the Penngylvania Crime Commission learned
that for several years large quantities of unlawful gambling paraphernalia were
being shipped into the Southcentral area of the Commonwealth via a motor
freight carrier based in Sunbury, Pennsylvania. These shipments most often
originated from Empire Press, inc., 644 New Orleans Street, Chicago, Illinois,
and the cartons were variously labeled ‘‘printed adveritsing matter,”’ ‘“‘sales-
boards,”’ or “‘punchboards.”” On several occasions a reliable informant observed
that such cartons contained punchboards and black-market lottery tickets, ' and
werc addressed to individuals and businesses located in such Central Pennsyl-
vania towns as Sunbury, Berwick, Williamsport, and Milton. Shipments of such
cartons were frequently designated for platform pick-up at the motor freight car-
rier’s truck terminal, with freight charges paid in cash.

A preliminary inquiry by the Central Regional Office of the Commission re-
vealed that Empire Press was owned and operated by Abraham and Sylvia Zim-
merman of Chicago, Illinois, who were both under federal indictments in Bill-
ings, Montana on charges of interstate transportation of gambling with the aid of
racketeering, * The Commission further identified four local recipients of gambl-
ing paraphernalia, including two individuals using fictitious names of non-
existent and unregistered business firms as consignees of the gambling para-
phernalia.

Physical surveillances of motor freight terminals pinpointed several storage
locations of the gambling paraphernalia. Shipments were observed moving from
the platform pick-up to their eventual storage location, usually a rented facility
such as -a barn, garage or office. The clandestine behavior of the individuals
observed receiving and carrying away these shipments clearly indicated that the
individuals realized the unlawf{ul nature of their operation.

On April 18, 1973, the Commission furnished specific information revealed
by its preliminary inquiry to officers of the Pennsylvania State Police. Using both

1. The phrase ‘‘black-market lottery tickets' as used in this report does nat refer to counterfeit
or bogus Pennsylvania Lottery tickets but to unlawful, independent lottery games that bear no
resemblance to the legitimate state {otiery.

2. The indictments were dismissed in 1973, The case is discussed further in this report.
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the Commission’s findings and other information, the Pennsylvania State Police
conducted a series of raids in Berwick, Milton and Sunbury. Approximately 175
cartons of punchboards and black-market lottery tickets with a total estimated
sireet market value of nearly $1,500,000 were seized and several individuals were
arrested.

In March of 1974, Crime Commission agents learned that there had been no
shipments of gambling paraphernalia via the Sunbury Truck Terminal since the
Pennsylvania State Police raids and arrests, but that several other motor freight
carriers were now being used. Based on this new information, the Pennsylvania
Crime Commission, on October 10, 1974, resolved that a full scale investigation
be conducted.

3. FINDINGS
a. The Nature of the Gambling Operation

i. Manufacturers

With the cooperation and assistance of federal, state, and local law enforce-
ment agencies, the Crime Commission identified the 17 companies in nine states
which were engaged in the manufacture of punchboards and black-market lottery
tickets. ?

Crime Commission agents, using various fictitious names, wrote to all 17
companies asking how to eater the business of distributing or setling punchboards
and black-market lottery tickets. Ten companies responded, some enclosing
gambling paraphernalia catalogs, samples of punchboards and lotiery tickets,
order blanks, confidential price lists, or ordering instructions. One company,
Free State Products, of Baltimore, Maryland, replied that, ““We only sell through
jobbers, and our Mr, ________ of Annville, Pa., will contact you shortly. Siii-
cerely yours, [signed] Free State Products, inc., Ada Tabakoff.”

ii. Sales Representatlives and Distributors

Several of the manufacturing companies doing a major share of the business
of distributing this gambling paraphernalia in the Commonwealth handle sales
through their own agents or representatives, The Crime Commission identified
five of these sales representatives, all Pennsylvania residents, each of whom is af-
filiated with at least one out-of-state company. The Commission subpoenaed
four of the five representatives to appear and testify at private hearings. Kelying
on the Fifth Amendment privilege against self-incrimination, each sales repre-
sentative refused to answer questions about his activities in the gambling business
or to produce the financial records pertaining to his gambling business transac-
tions.

The Crime Commission also identified more than 100 purchasers of gambling
paraphernalia in the Commonwealth. These individuals generally act as inde-
pendent distributors of punchboards and black-market lotteries, ranging from
very small operators handling one or two cartons per month, to large-scale dis-
tributors, dealing in such guantities as 20 to 50 cartons each month. Most of the

3. Sece Appéndix I
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large-scale distributors nse fictitious trade names, labeling their businesses as
“novelty,” ““vending,”” “‘trading,’’ ““gift,”” or “‘tebacco and candy’’ companies.
The Commission subpoenaed five large-scale distributors to appear and testify at
private hearings. The five also relied on the Fifth Amendmeént privilege against
self-incrimination when asked questions about their involvement in the gambling
business.

jii. Betting Establishments and Players

The manufacturers’ sales representatives and independent distributors gen-
erally sell their merchandise to private social clubs and public taverns, which then
sell punchboard chances and black-market lottery tickets to the public. The great
majority of sales are made to the private social clubs located in the smaller cities
and towns of the Commonweaith. The taverns that purchase punchboards and
black-market lottery tickets are generally neighborhcod bars with an established
clientele.,

In those areas, almost any club or lodge member, or regular patron of a bar
may purchase a punchboard chance or black-market lottery ticket at any given
time. The proceeds for the sale of chances and tickets usually go into the coffers
of the club or tavern, or, in some instances, into the club steward’s or bartender’s
pocket.

Interviews taken of a sampling of punchboard and black-market lottery piay-
ers revealed that such games are preferred over the iegitimate Pennsylvania Lot-
tery for specific reasons. The private club player is motivated by the knowledge
that his club profits more from selling the unlawful games than the legal state
game. (On the illegal games, approximately 40% of the play is retained by the
club; for handling the legal games, the clubs are paid 5% of the gross). Both the
club and tavern players are moiivated by the fact that punchboard chances and
black-market lotteries are cheaper than a comparable legitimate game, the instant
lottery. (A punchboard chance normally costs 25¢; the state’s instant lottery
tickets cost $1). In addition, the players also recognize the advantages of unre-
ported winnings,

iv. The Games

The most popular punchboard game (the ‘‘Charley Board’*) has 1,400 plays
which sell for 25¢ per play. In this game, the player purchases a chance to punch a
peg through any one of up to 1,400 available holes in the ‘“Charley Board.’’ The
board is covered by a colorful sheet of paper that not only conceals each hole, but
also lists the winning numbers. As the player presses the peg, a slip of paper
emerges from the back of the board on which is printed a number. If that number
corresponds to a number on the face of the board, the player has won $5. If there
is no maich, the player has lost.

The total payout on a 1,400 hole *‘Charley Board’ is $200 - 4C winners of $5
each, Of these 40 winners, 39 are chances with numbers that correspond to
numbers on the face of the board. The other $5 prize is awarded to the player who
punches the last remaining hole. This is an inducement that enables the club or
tavern to accomplish its goal of selling every chance. If every chance were sold,
the 1,400 hole “‘Charley Board” would gross $350 and net $150 (less the cost of
the board which varies from $2 to $4). The payout percentage for this game is
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57% of receipts. The club or tavern retains the remaining 43% of the receipts.

The most popular black-market lottery game (the ‘“Bankers Club’) has
13,300 tickets that sell for 20¢ each, although most betting establishments require
the player to purchase five tickets for $1. In the ‘‘Bankers Club'’ game, the player
purchases a chance to dip his hand into a fish bowl and take out the ticket or
tickets of his choice. On the face of the ticket, the winning numbers, colors and
correspouding payoffs are listed. On the back of the ticket are five sealed strips
The player pulls off these strips one at a time. If the color and number combina-
tion match any of the combinations listed on the face of the ticket, the player has
won the corresponding prize (anywhere from $1 to $50).

The total payout on a ‘‘Bankers Club’’ lottery game is $1,860. If every ticket
were sold, the game would gross $2,660 and the club or tavern would realize a
profit of $800 (less the cost of the game). The payout percentage is 70% of
receipts. The club or tavern retains the remaining 30%.

b. The Extent of the Gambling Operation

Five motor freight carriers located in Cumberland, Dauphin, Lancaster,
Lebanon, and York Counties cooperated with the Crime Commission in an at-
tempt to determine the scope of this unlawful gambling operation in the five
county area. With the assistance of these carriers, Commission agents examined
shipping documents and freight bills for the years 1974 and 1975 pertaining to the
17 identified manufacturers of punchboards and black-market lotteries. These
records revealed that ten of those companies shipped over 6,300 cartons of
gambling materials into Pennsylvania during the two year span, representing a
street market value of approximately $53,000,000. *

The $53,000,000 figure may not represent the total amount of money in-
volved, since not every motor freight carrier in the five county region cooperated
with the Commission’s investigation, Although the number of shipped cartons re-
ported to the Commission decreased from 1974 to 19735, there is some evidence
that this decline may not represent an actual decline in volume. By 1975, some of
the manufacturers had apparently switched to other motor freight carriers
because of the previous State Police arrests and the manufacturer’s knowledge ¢f
the Commission’s investigation. In addition, the Commission discovered that
. some of the large-scale distributors were driving out-of-state to pick up their
deliveries in an effort to avoid the Commission’s scrutiny.

In December of 1974, the Commission undertook collateral surveys in its
Northeast, Southeast, and Western Regional Offices. This limited investigation
revealed that quantities of gambling paraphernalia were being shipped into
smaller cities and towns throughout the Commonwealth. The interstate shipment
of punchboards and black-market lotteries thus appears to be a statewide prob-
lem.

4, Sce’/‘\th)_p‘cndix I,
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c. The Relationship Between the Manutacturers

The operation uncovered by the Commission investigation appears to be high-
Iy organized on a national scale, The manufacture and distribution of gambling
paraphernalia is carried on through a vast communication network connecting all
the principal individuals engaged in this business. Many of the manufacturing
firms have common ownership and some even share the same address. During the
course of the investigation, the Commission learned that the majority of the
manufacturing firms used the same interstate motor freight carriers. As soonas a
sales representative or distributor was arrested, the firms immediately change, in
unison, to another motor freight carrier. In addition, when the Commission sub-
poenaed four known manufacturers’ sales representatives doing business in the
Commonwealth, three of the four were represented at the hearings by the same
York, Pennsylvania attorney, albeit the three were from diverse regions of the
State as Berks, Chester and York Counties. Each of the three refused, on Fifth
Amendment grounds, to state whether in fact they or someone else was paying
for the attorney’s services.

4. CRIMINAL VIOLATIONS

a. Pennsyivania Law

The Pennsylvania Crimes Code provides criminal sanctions for the activities
of the manufacturers’ sales representatives, independent distributors, and betting
establishment proprietors. Under 18 C.P.S.A. §§5512 and 5513, any person who
“sets up, or maintdins, dny lottery . . . "7, or “*. . . sets up, maintains, sells, . . .
or offers for sale . , . any punchboard . ... is guilty of a first degree mis-
demeanoi. Conviction for such an offense may result in imprisonment up to five
years, and a fine not exceeding $10,000. (See 18 C.P.S.A. §§1105(1), 1101(3) ).

b. Federal Violations

There have been no snccessful federal prosecutions of the manufacturers of
punchboards for their activities in shipping punchboards into states which prohi-
bit the sale of punchboards. In 1972, a federal grand jury in Montana indicted
four punchboard manufacturing companies and their principal officers for
shipping punchboards and black-market lotteries to various locations in Mon-
tana. The United States District Court dismissed the indictments and the Ninth
Circuit Court of Appeals affirmed that action. United States v. Gibson Specialty
Comparny, 507 F.2d 446 (1974). The Court stated that the Government’s case was
defective because the Government failed to show:

that the manutacturer in some significant manner associated himself
with the purchaser’s criminal venture for the purpose of its advance-
ment.

507 F.2d at 449. However, Chapter 96 of the federal crimes code, Racketeer In-
fluenced and Corrupt Organizations (RICO), may provide a basis for federal
prosecutions. The RICO statute makes it unlawful:




for any person through a pattern of racketeering activity . , . to acquire
or maintain, directly or indirectly, any interest in or control of any
enterprise which is engaged in, or the activities of which affect, inter-
state or foreign cotnmerce.

18 U.S.C. 1962(b). Racketeering activity is defined as:

any act ... involving ... gambling . . . which is chargeable under
state law and punishable by imprisonment for more than one year,

18 U.S.C. 1961(i) (). Since Pennsylvania law, as previously discussed, clearly
prohibits the distribution and sale of punchboards and black-market lotteries,
and makes such activity punishable by imprisonment up to five years (18
C.P.S.A. §§5512, 5513), the RICO statute appears to permit federal prosecution
for anyone acquiring or maintaining an interest in the manufacture and sub-
sequent interstate transportation and sale of panchboards and black-market lot-
teries destined for Pennsylvania. Therefore, under RICO, the federal authoritics
apparently have jurisdiction over the out-of-state manufacturers for a prosecu-
tion in Pennsylvania.

¢. Tax Evasions and the Loss of Revenue

The gambling operation described in this report, beside being illegal, appears
to be costing the Commonwealth of Pennsylvania a vast loss of revenue. This
revenue may be lost in the following five ways:

(1) The out-of-state manufacturers are not registered to do business
in the Commonwealth, and thus do not pay any corporate income tax
on income they generate in Pennsylvania by wholesaling punchboards
and black-market lotteries.

(2) The Pennsylvania residents who act as manufacturers’ sales rep-
resentatives and independent distributors do not report on their state in-
come tax returns the income they derive from their activities in the
gambling operation.

(3) The Pennsylvania residents who act as manufacturers’ sales rep-
resentatives and independent distributors do not collect or report the
6% state sales tax on the sale of the gambling paraphernalia to the clubs
or taverns,

(4) The Pennsylvania residents who play the unlawful games proba-
bly do not report their winnii'gs on their state income tax returns,

(5) The Senior Citizens Tax Relief Fund is probably being reduced to
the extent that the unlawful games compete with the legitimate lottery.
The Bureau of State Lotteries has advised Crime Commission personnel
that they have noted a decline in the numbet of social and fraternal
clubs in smaller cities and towns that are not now willing to act as sales
agents for the legitimate lottery. As this investigation has shown, those
clubs are the ones most likely to deal with the iliegal punchboards and
lottery tickets. 1f the unlawful games were not available and punch-
board and lottery players turned to the fegitimate game, the Senior Citi-
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zens fund would have been increased to some degree upwards to
$20,000,000.5

5. ADMINISTRATIVE AND LEGISLATIVE GCALS

Througkout this investigation, the Pennsylvania Crime Commission has
worked with various state and federal agencies, and certain committees of the
Pennsylvania General Assembly to help develop solutions to the problems caused
by the unlawful gambling operation described in this report. These cooperative
efforts and the matiers yet to be resolved are discussed below.

a. Pennsylvania State Police

The Pennsylvania State Police, acting on information provided by the Crime
Commission, conducted a series of raids in Berwick, Milton, and Sunbury in
1973, Thereafter, the State Police conducted independent surveillances, records
checks, and interviews concerning the unlawful distribution of punchboards and
black-market lotteries in Pennsylvania, producing nearly 60 arrests and confisca-
tions of enormous quantities of gambling materials, During the spring, summer
and autumn months of 1975, the Commission again provided detailed investiga-
tive information to the vice details of the State Police in York, Harrisburg and
Lebanon, who then arrested six distributors and confiscated quantities of punch-
boards and black-market lotteries with a street market value of close to
$2,000,000.°

b. Pennsylvania Department of Revenue

In the course of the investigation, the Pennsylvania Crime Commission dis-
covered several iliegal sources of income derived in Pennsylvania by Pennsylvania
residents and out-of-state corporations doing business in the Commonwealth.
The Commission contacted the Pennsylvania Department of Revenue to discuss
the tax consequences of this information as it concerned the manufacturers’ sales
representatives, independent distributors and retailers of punchboards and black-
market lotteries,

Based on the information developed by the Crime Commission, the Personal
Income Tax Bureau has already levied a tax assessment against one of Pennsyl-
vania’s largest independent distributors of gambling paraphernalia, who im-
mediately capitulated, offering no protest to the Bureay’s action. In addition, the

5. The Pennsylvania Lottery, after prize payouts and operating expenses realizes a net profit of
approximately 40% of receipts. The $20,000,000 amount is figured on 40% of $53,000,000 in docu-
mented, estimated potential gross sales of unlawful gambling paraphernalia in the five county region
for the years 1974 and 1975.

6. In March of 1975, a York man -wvas caught with $40,000 worth of punchboards and black-
market lotteries. [n April of 1975, & rarrisburg man was caught with $350,000 worth of such gam-
bling paraphernalia. In July of 1975, a Lebanon man was caught with $200,000 worth of such gam-
bling paraphernalia. In September of 1975, a York man was caught with $20,000 worth of such gam-
bling paraphernalia. In October of 1975, a Lebanon man was caught with $40,000 of such gambling
paraphernalia. In November of 1975, a Milroy man was caught with $320,000 worth of such gambling
paraphernalia, In March of 1976, a $216,000 shipment was seized at a York motor freight carrier
trucking terminal,
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Corporate Income Tax Bureau is contacting the out-of-state manufacturers, to
facilitate the proper collection of taxes from these firms. More taxes may be col-
lected through the Sales and Use Tax Bureau, which is currently reviewing its
statutes to determine if the sales tax is applicable to the sale of punchboards and
black-market lotteries.

c¢. Federal Law Enforcement Authorities

During the course of the investigation, certain of the information developed
by the Commission has been made available to the Office of the United States At-
torney for the Middle District of Pennsylvania. That Office is examining this data
to determine whether to initiate prosecutions against the out-of-state manu-
facturers of gambling paraphernalia under the RICO statute. No definitive action
has been taken at this time.

d. Pennsylvénia General Assembly

On September 10, 1976, a member of the Crime Commission staff testified
before the House Sub-Finance Committee on  the Lottery and. State-Wide
Gambling chaired by Representative Joseph Rhodes. This Committee received
testimony on the Crime Commission’s findings pertaining to the types and extent
of illegal gambling paraphernalia used in Pennsylvania., Furthermore, Crime
Commission personnel have been invited to testify before the Senate State
Government Cominittee considering Senate Bills 456 (authorizing the use of slot
machines in private clubs) and 829 (authorizing the game of bingo). The Crime
Commission intends to present to the committees information on the extent of
the problem created by the distribution and sale of punchboards and black-
market lotteries.

6. CONCLUSIONS

a. The Unlawful Gambling Operation Exists
Throughout Pennsylvania

Although the Crime Commission based its investigative effort in its Central
Regional Office, evidence gathered in the Western, Northeastern, and South-
eastern Offices substantiated the Commission’s preliminary thesis that the busi-
ness of selling punchboards and black-market lotteries flourishes on a state-wide
basis. This investigation further revealed that the prime markets for this unlawful
gambling activity are in Pennsylvania’s small cities and towns, particularly in pri-
vate social or fraternal clubs.

b. This Unlawful Gambling Operation is Draining
The Commonwealth of Tremendous Amounts of

Revenue
During the course of this investigation, the Commission discovered that the
consequences of the illegal gambling operation transcend the state and federal
criminal violations. The entire state-wide community is affected by the activities
of the individuals involved in this gambling operation. As a result of their illegal
activities, the Commonwealth loses .tremendous amounts of revenue both
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through the tax evasions perpetrated by the individuals and the unlawful games’
competition with the siate’s legitimate lottery games.

c. Sales Generated by the Unlawful Games Rive!
the Legitimate State Lottery

For the fiscal year of 1974 (July 1, 1974 to June 30, 1975), the Bureau of State
Lotteries reporied gross sales of $116,000,000. For the calendar year of 1974, the
Crime Commission established a conservative estimnate of gross sales of unlawful
punchboards and black-market lotteries in Cumberland, Dauphin, Lancaster,
Lebanon and York Counties to be $30,000,000. Since this estimate is restricted to
a region of the state that represents only 10% of the entire state population, the
slalewide gross sales of the unlawful games is probably much higher than the
$30,000,000 figure and conceivably could go as high as the gross sales of the legal
lottery.

7. RECOMMENDATIONS

It is generally agreed among law enforcement officials that, in confronting a
widespread unlawful gambling problem, the state has four alternatives to choose
from to eliminate the problem: 1) continued prohibition coupled with strong law
enforcement efforts; 2) decriminalization; 3) legalization of the particular form
of gambling with operation by private licensed enterprise; 4) legalization of the
particular form of gambling with government operation.

The Commission believe~- that the legislature must soon decide which of the
available alternatives, or combination thereof, should be used to deal with punch-
boards and black-market lotteries. The Commission lacks the hard data necessary
to make an ungualified recominendation to the legislature as to which of the
alternatives would work best. However, the Commission has observed that law
enforcement officials in Pennsylvania have, in this investigation, attempted to
control the problem, The State Police have conducted raids and made -arres’ ;.
The Pennsylvania Department of Revenue has sought tax assessments against tax
evaders involved in this unlawful gambling operation. The United States At-
torney for the Middle District of Pennsylvania is considering seeking federal in-
dictments against some of the out-of-state manufacturers under the RICO
statute.

Despite all of these efforts, it appears that the problem of the unregulated
illegal lotteries and punchboards has continued. It seems likely that the problem
will continue in the future as the identification of every seller and distributor of
this gambling paraphernalia is virtually impossible, unless the Commonwealth
expends extraordinary amounts of money and law enforcement time to combat
the problem. The out-of-stale manufacturers cooperatively use common carriers
to ship these materials and switch to other carriers after arrests have been made in
the effort to help the local distributors to avoid police detection. The local dis-
tributors also take measures to avoid police detection, in some instances driving
out-of-state to pick up their shipments. Furthermore, the arrest of many of these
distributors has thus far failed to deter the individuals from carrying on their un-
lawful enterprise. In this instance, strict law enforcement does not seem to be the
optimum solution. Moreover, the history of gambling in America indicates that
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harrassing legal tactics have never been successful in totally eliminating a gambl-
ing problem.

Occasionally, the publiz is aroused sufficiently to deal with some of the
undesirable side-cffects of illegal gambling such as corruption of law en-
forcement officials, but it has never supported vigorous, long-term sup-
pression of gambling. *

Moreover, the social attitudes towards gambling have changed drastically in
the past few years. Gambliiig, once considered immoral, was illegal in America
for most of the 20th Century. As late as the early 1960's, outside of Nevada,
state-countenanced gambling wus almost entirely confined to track betting. Yet
even during this period of prohibitiou, the anti-gambling laws that were enacted
were generally not enforced or contained so many loopholes as to be unenforce-
able. * Even when the state made a concentrated effort to crack down on illegal
gambling, it rarely wen the battle. In the past decade, however, legalized gambl-
ing has literally swept the nation. Today, 44 states have some form of legalized
gambling and the kinds are growing. Legislation to permit new and expanded
types of wagering is pending in 37 states. * The most dramatic evidence of this
shift in public opinion toward favoring the legalization of gambling is the recent
New Jersey referendum where by a margin of three to two, the voters sanctioned
casino gambling for Atlantic City. Furthermore, the National Gambling Com-
mission has stated in its 413 page study, ‘‘Gambling in America,”’ that ‘‘gambling
is inevitable.’’ According to the Commission, an overwhelming majority of
Americans (more than 80%) regard gambling as an acceptable activity. Even
more significantly, nearly two-ihirds of the American people make wagers of one
kind or another. '® In light of the New Jersey referendum and the findings of the
National Gambling Commission, it could hardly be said that the public still views
gambling as immoral or criminal.

Pennsylvania already has two forms of legal gambling—track betting and the
lottery. The House Sub-Finance Committee on the Lottery and Statewide Gambl-
ing has decided to introduce a bill that would add bingo to this list. Nonetheless,
numerous other forms of gambling, many with similar characteristics to the legal
forms, ar= sun illegal in Pennsylvania. Therefore, there exists in the Common-
wealiir an inconsistent policy toward gambling that only serves to further under-
mine the effort of th< police to enforce existing gambling prohibitions. The
legislature must immediately debate and decide the goals and feasibility of con-
tinued gambling prohibitions versus the other alternatives as they apply to punch-
boards and illegal lotteries.

7. D. Weinstein and L. Deitch, The Impact of Legalized Gambling, (New York: Pracger
Publishers, 1974), p. 145,

8. Ibid.
9. “Gambling Goes Legit,”' Time, (December 6, 1976), p.54.

10. 1d. at 56.
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APPENDIX T

Companies engaged in the manufacturing of punchboards and black-market

lottery tickets:

Benmar Sales Company
633 South Plymouth Court
Chicago, lllinois

Peerless Products
633 South Plymouth Court
Chicago, lllinois

Empire Press, Inc.
644 Plymouth Court
Chicago, llinois

Gibson Specialty Company
2222 South Michigan Avenue
Chicago, Illinois

Zxurla Sales
2222 South Michigan Avenue
Chicago, llinois

Douglas Press, Inc,

3223 Armitage Avenue or
1140-1150 North Kostner Avenue
Chicago, lilinois

Specialty Sales
810 Locusi Sireet
Kansas City, Missouri

Universal Manufacturing Company

411 East Eighth Street
Kansas City, Missouri
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Bernard Fisher Company
P.C. Box 5082
Charleston, West Virginia

Columbiz Sales Company
302 Main Street
Wheeling, West Virginia

Free State Products
425 Eas*ern Avenue
Baltimore, Maryland

J and S Independent Company
16 Opal Drive
Plainview, New York

S.1.C. Manufacturing Corparation
333 West Merrich Road
Valley Stream, New Yark

Bmith Printing Company
Cincinnati

Ohio

Tri-State Sales, Inc,

622 Elm Strezt
Manchester, New Hampshire

Werts Novelty Company
1520 West Fifth Street
Muncie, Indiana

World Wide Press, inc.
110 Third Street
Great Falls, Montana




APPENDIX IT

Benmar Sules

1974 877 cartons
1975 1,476

Total 2,353 cartons
Street Market Value $20,000,300 !

Free State Producis

1974 1,614 cartons
1875 490

Total 2,104 cartons
Street Market Value $17,884,000

Gibson Specialty

1974 217 cartons
1975 338

Total 555 cartons

Street Market Value

1974 297 cartons

1975 200

Total 497 cartons

Street Market Value $ 4,224,500
Peerless Products

1974 158 cartons

1975 109

Total 267 cartons

Street Market Value $ 2,269,500

Empire Press

1974 165 cartons

1975 43

Total 208 cartons

Street Mariet Value $ 2,768,000
World Wide Press

1974 108 cartons

1975 37

Total 145 cartons

Street Market Value $ 1,232,500

Universal Manufaciuring

$ 4,717,500

1. Inventories performed of seized cartons of gambling paraphernalia by the Pennsylvania State
Police and Crime Commissfon agents revealed that the average carton of punchboards or black-
market lottery tickets hes a street market value (potential gross sales) of $8,500.

Total street market value was computed by multiplying the total number of cartons bv $8,500.
“Potential gross sales’’ vlosely approaches actual gross sales in that the frequent re-order of this mer-
chandise by the clubs ard téverns indicates that most all punches and tickets are in fact sold,

51



Werts Novelty

1974 95 cartons

1975 35

Total 130 cartons

Street Market Vaiue $1,105,000
Specialty Saies

1974 4 cartons

1975 59

Total 63 cartons

Street Market Value $ 535,000
Columbia Sales

1974 10 cartons

1975 0

Total 10 cartons

Street Market Value $ 85,000
Total Shipments

1974 3,545 cartons

1975 2,787

Total 6,332 cartons

Street Market Value $53,822,000

C. RACKETEERING IN THE CASUALTY
INSURANCE INDUSTRY*

1. INTRODUCTION

In its Report oit Organized Crime, 1970, the Pennsylvania Crime Commission
stated that criminal syndicatcs had become involved i defrauding insurance
companies by means of fraudulent claims and illegal dive;sion of insurance com-
pany assets. ' Recent investigative efforts of the Crime Commission have shown
that the infiltration of organized crime figures an.’ other racketeers into legiti-
mate insurance companies has attained a high degree of sophistication and
reaches to the highest levels of the companies. Insurance companies involved in
the preperty and casualty line appear to be very susceptil:le to such infiltration.

inaing 1975, property and casualty insurance nationwide lost $4.01 billion in
their underwriting operations. * Part of this loss is attributable to the general
state of the economy. An inflationary trend, coupled with a depressed economy,
caused the securities held by insurance companies to decrease in value while the
dollar value of claims increased.

Fraudulent and deceptive practices by insiders also contributed to the large
losses suffered by some of the companies. The Crime Commission examined the

RN

* This report was approved by the Commissioners and published n July, 1977,
i, Pennsylvania Crime Commission Report on Organized Crimne, at 53-54 (1970).
2. Result of rescarch conducted by A. M, Best Company, Park Avenue, Morristown, New Jer-
sey, 07960,
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records of five companies. Each of those companies suffered losses due to the
fraudulent manipulations of persons connected with the companies. Four of the
individuals associated with the companies had prior criminal records.

The Commission’s investigation focused upon the surety-practices of the com-
panies. Surety bonds are used to guarantee that a contractor performs as
promised. For example, if City ‘‘A” determined to construct a new municipal
hospital, the general building contractor who promised to do the job for the low-
est price would normally be given the contract. Before work could begin, the
building contractor would be required to obtain a surety bond. For a fee, some
insurance company, probably one speciz’izing in surety bonds, would issue the
bond. This bond would guarantee to City ‘A’ that if the contractor failed to sat-
isfactorily perform or failed to pay his sudcontractors, the issuing insurance com-
pany would pay City ‘A’ for the damages caused by the contractor’s failure.

In the above example, the contractor would be called the principal and the in-
dividual or entity to whom the insurance company must pay if the contractor
does not satisfactorily perform would be called the obligee. The terms principal
and obligee are used throughout this report.

2. THE VICTIMS: FIVE INSURANCE COMPANIES
a. Overview

On March 8, 1975, the Pennsylvania Crime Commission learned that Fi-
nancial Fire and Casualty Company of Fort Lauderdale, Florida, a wholly owned
subsidiary of an insurance holding group known as Penn State Group, located in
Lambs Bridge, South Fork, Pennsylvania, had been placed in liquidation by the
Florida Insurance Department on February 21, 1975. The Commission was ad-
vised that there was some evidence that reputed organized crime figures had been
involved with Financial Fire and Casualty. The Florida Department of Law
Enforcement and the Florida Insurance Department advised the Crime Commis-
sion that one of the causes of the financial collapse of the Financial Fire and
Casualty Company was unreported surety bonds.

A preliminary investigation was instituted by the Commission. As more in-
formation became available, it became apparent that Financial Fire and Casualty
Company was not the only company which had been damaged by the issuance of
unreported surety bonds. The Commission discovered that at least five com-
panies had been victimized by this practice. Persons associated with the com-
panies had issued numerous surety bonds. The persons issuing the bonds had re-
ceived 4t least $738,108 in payment and fees. Generally, the bonds were never re-
ported to the respective companies and the money never was forwarded to the
companies. Three of the companies involved in this situation ultimately col-
lapsed.

The beneficiaries of this illegal practice of unreporting were the individuals
who issued the bonds and their associates. Those individuals received and re-
tained the premiums. The companies who were not aware of the bonds never re-
ceived the money and thus, in some instances, would not honor the bonds. In
those instances, the individuals who paid the money, received in exchange, only
invalid bonds.
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b. Wisconsin Surety Corporation

In April, 1975, the Wisconsin Justice Department advised the Commission
thar Michael Grasso, Jr., * had attempted to gain control of Wisconsin Surety
Corporation * by placing his associates John R. DePhillipo * and Harry Ruten-
berg, Esq., * on the Board of Directors of Wisconsin Surety.

The Commission was advised that Michael Grasso, Jr., had led the Wisconsin
Insurance Department to believe that he was acting as an agent for a potential in-
vestor into Wisconsin Surety. At that time, the Chairman of the Board of Wis-
consin Surety was Morton Hulse, an insurance agent from Camp Hill, Pennsylva-
nia. Hulse, doing business as Hul-Mar, Inc., was one of the principal writers of
surety bonds for the corporation. Charles W. Schatzman, Jr., Hulse’s partner in
Hul-Mar, Inc,, was Vice President of Wisconsin Surety.

Wisconsin officials learned from their preliminary investigation that Morton
Hulse was the primary sponsor for Michael Grasso’s involvement with Wisconsin
Surety. As Morton Hulse and Charles Schatzman were the most accessible indivi-
duals in this matter, the Pennsylvania Crime Commission’s investigation focused
upon the Cumberland County insurance agency of Hul-Mar, Inc.

The Hul-Mar, Inc., agency was primarily involved with providing the type of
surety bond called performance bonds to contractors. These bonds are issued by
insurers in order to guarantee that the contractor will perform the work according
to the specifications in the contract. Virtually all governmental bodies and agen-
cies require this type of surety bond. Before issuing this type of bond, the insurer
must ascertain the contractor’s capability of performing tite type of work speci-
fied as well as evaluate the contractor’s financial condition. In Pennsylvania, it is
required by law that no insurer issuing surety bonds exceed 10% of its own capi-
tal and surplus on any single bond.” Thus, for example, if a company has a total
capital and surplus of $750,000, it may not issue any singie bonds vaiued ar over
$75,000, There is an exception to this rule for companies which have reinsurance
agreements with other companies.® In those instances, the insuring company may
legally insure single surety bonds which exceed the 10% rule.®

3. Michael Grasso, Jr., is the nephew of Angelo Bruno, alleged Cosa Nostra leader in Phiia-
delphia, He was one af the principal participants in a massive conspiracy to defraud the now defunct
City Bank of Philadelphia, which was the subject of a Critne Commission report in 1971, “‘Report on
Criminal Infiltration of Legitimate Business in Philadelphia,”” reprinted in Pennsylvania Crime Com-
mission 1971-72 Report, at 90-108.

4. Wisconsin Surety Corporation, [hereinafter veferred to as Wisconsin Surety], was placed in
liquidation by the Wisconsin Insurance Department by means of a court order on March 26, 1975.

5. In 1971, DePhillipo was involved with Grasso as a co-purchaser of a tract of land in Delaware
County known as the Karakung Tract.

6. Harry Rutenberg had represented Grassa as a business agent and as an attorney oft numerous
accasions in the past.

7. Act of May 17, 1921, P.L. 682, [hercinafter referred o as ““The Insurance Company Law of
1921''}, §661,40P. S. §832.

8. Reinsurance agreements are commitments between insurance companies to assume a portion
of the total liability on a bond. Reinsurance protects the initial insuring company in cases where large
claims are filed against the bond.

9. The Insurance Company Law of 1921, supra, §§661(a)-(c), 40 P. S, §§832(a)-(c).
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Examination of the financial records of Hul-Mar, Inc., and its successor, H &
S, Inc., revealed that the apparent primary function of these entities was to pro-
duce a high premium volume, Little attention was paid to the ability of the con-
tractor to do the job or the financial condition of the contractor.

As early as April, 1974, Morton Hulse tried to form his own surety company
with little success. In the Summer of 1974, the opportunity arose for Hulse to buy
controlling interest in Wisconsin Surety Corporation. In September, 1974, Hulse
assumed voting control of the majority of stock in Wisconsin Surety, but in order
to do 50, he had to borrow $100,000 from two separate Pennsylvanija banks, '

The primary reason that Wisconsin Surety became available to Hulse was that
the volume of claims had already started to drain the company’s assets. 1t appears
that Hulse felt tizat the solution to the problem was to increase total premiums by
doing a greater volume of business. Thus, in October, 1974, Hulse began doing
business on a regular basis with Michael Grasso'! and Lloyd Davidson.'?

The clients that Grasso or Davidson'® brought to Hulse consisted primarily of
poor risk contractors who were having difficulty in obtaining surety bonds. In
other cases the Grasso connected clients needed a specific kind of bond which was
of a high risk nature, such as a subdivision bond.'* In obtaining bonds from
Hulse for his clients, Grasso would charge a fee in the same amount as the prem-
ium charged; and in several cases, two or three times more,

By the end of 1974, Wisconsin Surety had lost its reinsurance agreements and
had been removed from the United States Treasury list of approved insurers due
to its poor financial condition. Hulse’s hope of reviving Wisconsin Surety by
means of premium volume had not succeeded. The company could not be saved
without the infusion of new capital into the entity from additional investors.
Grasso, in fact, devised various plans in an effort to save the company. Certain of
the schemes are discussed in detail in a later portion of this report.

The Crime Commission’s investigation regarding ilie business transactions
among Grasso, Davidson and Hulse documented that at least 11 surety bonds
were issued by Hulse on Wisconsin Surety on behalf of Grasso and/or Davidson.
The face value of these 11 bonds was $2,564,707.72, with an aggregate premium
received in the amount of $81,429.88. Five of these 11 bonds were not reported to
Wisconsin Surety; the premiums were paid to the individuals and not forwarded
to Wisconsin Surety.

10. Hulse in turn collaleralized one of these loans with Wisconsin Surety Corporation stock as
well as a Wisconsin Surety Corporation bond executed by himself as attorney in fact for Wisconsin
Surety Corporation with one of the banks as obligee. .

11, Hulse had first met Grasso on December 17, 1971, the same date Grasso was arrested by the
Philadelphia District Attorney’s Office on evidence transmitted by the Pennsylvania Crime Commis~
sion, ‘

12. Davidson, a former Philadelphia tire salesman, was President of Galaxy Financial Services,
Inc., a Miami, Florida, entity, The Pennsylvania Crime Commission had been aware that Grasso was
conducting his business dealings through Galaxy Financial Services, Inc., for some time even though
he was not an officer of that entity. ’

13. Grasso and Davidson used Galaxy Financial Services, Inc,, as a conduit for their business ac-
tivities, In addition, Grasso used J, Michaels Enterprises as a conduit, J. Michaels Entérprises was a
fictitious name under which Grasso traded and he had .ased the alias **J. Michaels’’ on numerous oc-
casions.

14. A subdivision brnd is usually a guarantee to polential purchasers of undeveloped property of
a guarantee to a municipality that the real estate developer will follow guidelines of the initial design
and will comply with all local ordinances.
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In addition to the bonds Hulse wrote for Grasso, another 42 surety bonds were
written by Hulse on Wisconsin Surety, which subjected that corporation to a risk
of $1,879,870.33. Hulse’s agency, Hul-Mar, Inc., received premiums of $17, 323
on those bonds. Hul-Mar, Inc., neither reported the premiums or the bonds to
Wisconsin Surety nor informed the contractors or the obligees who held the
bonds that Wisconsin Surety had no knowledge of their issuance.

In order to understand the activities of Grasso, Hulse and others, a few selected
Wisconsin Surety bond transactions will be discussed in detail.'*

i. Allegheny Contracting Industries, Inc. Pittsburgh,
Pennsylvania

This entity was a wholly owned subsidiary of Penn Star Corporation and was
engaged primarily in the business of resurfacing highways. In the Fall of 1974,
Allegheny Contracting Industries, Inc.,'s had bid $521,004.72 on a contract with
the Pennsylvania Department of Transportation (PennDOT), for highway im-
provements on a state highway in Moon and Crescent Townships, Allegheny
County, Pennsylvania. Because Allegheny already had prior commitments on a
long term coniract which was bonded by their normal insurer, Allegheny exper-
ienced difficulty in obtaining a bond for this PennDOT contract,

In early December, 1974, the Penn Star Corporation Chairman of the Board,
David Cohen, Esq., a Philadelphian, was returning to Philadelphia from Harris-
burg by train, Upon boarding the train in Harrisburg, Cohen met Grasso, whom
he had known previously, and was introduced to Ralph Puppo.'” During the
course of the conversation, Cohen mentioned that he was having difficulty in ob-
taining a surety bond for Allegheny. Grasso informed Cohen that he could obtain
surety bonds for Cohen for a fee.

The legal premium normally charged for a $521,000 bond is approximately
$3,737. On December 11, 1974, Cohen, at the direction of Grasso, had a check is-

..... y A% Al o

sued in the amount of $15,000, as payment for the bond. The check was made
payable to an entity which has served as a front for some of Grasso’s financial
dealings.'* On December 13th, the Hul-Mar, Inc., agency issued a Wisconsin
Surety performance bond to Alleghery for the $521,004.72 PennDOT coniract.
Hul-Mar, Inc., received $6,000, »f the $15,000 paid by Cohen, for issuing the
bond. An examination of the records shows that the money was forwarded to

e ——

15. On June 8, 1976, Grasso, Hulse, Schatzman, Davidson and Ralph Puppo were indicted by a
federni grand jury in Harrisburg, Pennsylvania. The case wes presented to the grand jury by the staff
of the United States Department of Justice, Philadelphia Strike Force on Organized Crime. The
charges were based upon information gathered jointly by the Crime Commission, the Philadelphia
Strike Force, the United States Postal Inspection Service and various other state and federal agencies.
The defendants were charged with mail fraud and illegal racketeering activity,

John DePhillipo and Harry Rutenberg were named as unindicted co-conspirators in the indict-
ments, Schatzman entered a plea of guilty and on March 14, 1977, Grasso and Hulse were found
guilty. Davidson and Puppo were acquitted of all charges.

The release of this report was delayed until the trial was completed.

16. Hercinafter referred to as Allegheny.

17.. Ralph Puppo was formerly a real estate salesman in the office of Michael Grasso in 1971,
Puppo is the son-in-law of Angelo Bruno.

18. The entity, One Roosevelt Boulevard Corporation, was formed by Lawrence Rutenberg,
Esq., son of Harry Rutenberg, Esq.
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Hul-Mar, Inc., by Galaxy Financial Services, Inc., Miami, Florida, a Grasso
“front®’ entity. The money was deposited to Hul-Mar, In¢.’s, account on Decem~
ber 16th.

After Cohen had paid Grasso for the surety bond, he notffied the President of
Allegheny, Joseph Cascardo, that a bond  had been obtained for the
PennDOT contract. Not until the bond was provided, was Cascardo aware of the
name of the surety company or the name of the issuing agency.

Since Wisconsin Surety’s reinsurance agreements were still in effect until the
end of December, 1974, the risk on this Alicgheny bond was shared by four other
insurance companies, with-Wisconsin Surety holding the smallest amount.'® The
bond was then forwarded to PennDOT by Hul-Mar, Inc,

Following its normal procedure, PennDOT reviewed this Allegheny bond with
the Pennsylvania Insurance Department.?® From this review, PennDOT learned
that one of the reinsuring companies was not licensed to do businéss in Pennsyl-
vania and notified Hul-Mar, Inc., to obtain a new reinsurer or the Allegheny
bond would be rejected. It appears that Hulse then contacted Grasso at his Miami
office and informed him of the problem. Subsequently, Hulse directed one of his
employees to mail Grasso a reinsurance acceptance form for the Allegheny bond,
as Grasso was going to obtain a new reinsuring company. Within a few days, the
bond was presented again to PennDOT with a reinsurance acceptance form to
take the place of the unlicensed reinsurer.

This reinsurance acceptance form was executed on behalf of Summit Insurance
Company of New York, by Daniel Culnen, a New Jersey agent. Culnen, who had
numerous prior dealings with Grasso to provide surety bonds on behalf of Sum-
mit Insurance Company, was, at the time, under a federal court order not to write
any more bonds. Thus, the reinsurance agreement and the bond that it supported
were both invalid.

Additional bonds were provided Allegheny in March and July of 1975, by Hul-
Mar, Inc. The preraiums and fees, in the amount of $34,316.61, were shared by
Hulse, Grasso and Puppo, This amount was in excess of the normal premium by
over $14,000, Neither Grasso nor Puppo were ever licensed insurance agents or
brokers,

In addition to deceiving Allegheny and PennDOT as to the validity of the
bond, the invalid guarantee also damaged Allegheny in that the company was un-
able to obtain a release of final payment, Normally, both the obligee of the bond
and a representative of the surety company inspect the completed work in order
to determine if the specifications in the contract were fulfilled, If the work is

19. The capital surplus of Wisconsin Surety was approximately $500,000; therefore, the largest
risk Wisconsin Surety could assume was approximately $50,000.

20. Several years ago, before there was any review procedure, an invalid surety bond was issued
to the Pennsylvaria General State Authority. The invalid bond was provided by the Philgo Insurance
Agency, 1909 South Broad Street, Philadelphia, Pennsylvania, {0 the Géneral State Authority, on the
construction of a dormitory for West Chester State Teachers College in 1969. The issuing agent was
Nick D’Andrea as attorney in fact for Prudence Mutual Casualty Company of Chicago, Illinois, an
entity in which Nick D’ Andrea had a financial interest. This bond was written without having proper
reinsurance and exceeded the limitation requirement of Prudence Mutual.

On July 28, 1971, Edward Wuensch, an admitted fence for stolen securities, identified Nick
D’Andrea as a Philadelphia mobster. ““Hearings Before the Permanent Subcommittee on Investi-
gation of the Senate Committee on Government Qperations,”’ 92nd Congress, 15t Session, Part 3, at
851 (1971).
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judged to have been completed satisfactorily, the final payment on the contract
will be made. Normally, this final payment will represent the majority of the con-
tractor’s profit margin, Since Allegheny was relying upon an invalid bond, it was
unable to obtain a final release of payment, Its cash flow was severely hampered
and funds had to be borrowed in order to meet payroll and other overhead ex-
penses at prime plus interest rates.*'

ii. Greenbriar Development Company, Milford,
Pennsylvania

This entity was created as a real estate development corporation for property
in the Pocono mountains. In order to guarantee the local municipality that the
filed plan of development was followed and that local ordinances were obeyed, a
subdivision bond was required by the Township of Dingman, Pike County, Penn-
sylvania. Dingman Township required that the face value of the surety bond be at
the full cost of the development.

In October, 1974, one of the principal officers of Greenbriar Development
Company,?? Davis R. Chant, contacted several individuals in the insurance indus-
try and other real estate developers in search of a surety bond. One person con-
tacted by Chant was fellow real estate developer Daniel Hirtenstein of New York
City, who agreed to assist him. Hirtenstein contacted Howard Meyers and Al
Mack of United Coverage Consultants, 124 East 39th Street, New York City,
New York.?

Meyers contacted the offices of Galaxy Financial Services in Miami, Florida, in
search of a surety bond for Greenbriar. Meyers emphasized that the bond was
needed on or before December 17, 1974, in order to be presented to the Dingman
Township Commissioners at their monthly meeting.

Several weeks went by without any contact between Chant and Hirtenstein, On
about December 16, 1974, Hirtenstein telephoned Chant and advised him that the
bond would cost approximately $30,000 and would be provided the next day in
Harrisburg, Pennsylvania. Chant was further advised that Hirtenstein would
meet him the following afternoon in the lobby of the Holiday Inn Town Hotel in
Harrisburg, where the bond would be provided. Chant advised Hirtenstein that
he was unable to come up with the money on such short notice and Hirtenstein
stated that he would provide a portion of the premium for which Greenbriar
could later reimburse him. Hirtenstein also told Chant that the premium would
be paid in the form of a cashiers check for $17,438, payable to Galaxy Financial
Services and also to bring $12,500 in cash to Harrisburg,.

On the next day Chant and two other principals of Greenbriar chartered a pri-
vate plane and flew from East Stroudsburg to Harrisburg. Chant met Hirtenstein

b i e A

21. Testimany of Joseph Cascardo, President, Allegheny Contracting Industries, Inc,, before
.the Pennsylvania Crime Commission on March-31, 1976, p. 59.
22. Hereinafter referred to as Greenbriar.

23. United Coverage Consultants, i.e., Howard Meyers and Al Mack, obtained two other Wis-
consin Sutety Corporation surety bonds through Grasso, who in turn induced Morton Hulse to issue
these bonds. United Coverage Consultants received $18,500 in fees for the issuance of Wisconsin
Surety bonds to Smith Plumbing and Heating, Inc., of Fort Walton Beach, Florida, and to Alagia
Masons, Inc,, of North Bergen, New Jersey, Nelthcr bond was reported ta Wlsconsm Surety and no
premium was t‘orwarded
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in the lobby of the hotel and was introduced to Mack, Meyers and Lloyd David-
son of Miami, Florida. Chant was led to believe that Davidson was the under-
writer for the surety company, as Davidson requested financial statements on
Greenbriar and asked additional questions regarding the real estate development
project,

While the individuals were awaiting the delivery of the surety bond, Chant was
requested by Meyers to accompany him into the men’s room in the hotel. Inside
the men’s room, Meyers requested the $12,500 in cash which Chant handed over

.in a brown paper bag. After returning to the lobby of the hotel, Davidson in-
formed the others that the bond was on its way,*

Morton Hulse directed one of his eniployees, Eric L. Moss,?* to deliver the
Greenbriar bond in the amount of $435,959 to Davidson at the Holiday Inn Town
Hotel. Although Moss had never met Davidson, he had conversed with him over

_the telephone regarding other bonds. After the bond was delivered to Davidson,
it was turned over to Hirtenstein in return for the cashiers check in the amount of
$17,438. Upon receipt of the bond, Chant and his associates returned to Dingman
Township for the conclusion of the Commissioner’s raegting and the Wisconsin
Surety bond was provided to the Dingman Township Commiissioners, Not until
the bond was provided by Hirtenstein to Chant, was he or any of his associates
aware of the name of the insuring company.

Pennsylvania Crime Commission examination of the Hul-Mar, Inc., financial
records failed to indicate any premium received for the Greenbriar bond. Several
billing notices were mailed from Hul-Mar, Inc., to Greenbriar requesting a prem-
ium payment; however, as Greenbriar had already paid $29,938 for the bond
whose legal premium was approximately $3,578, it refused to make any addition-
al payiments. Since Hul-Mar, Inc., did not receive any premium payments, it did
not report the issuance of this bond to Wisconsin Surety.

¢. American Empire Insurance Company

Morton Hulse and Charles Schatzman, Jr., in addition to being agents for
Wisconsin Surety, were also agents for American Empire Insurance Company of
Watertown, New York. ¢ On January 9, 1975, ¥ George Fowler, the bond
manager for Empire, telephoned Morton Hulse and informed him that Empire
had decided to withdraw from the contract surety bond field and would only con-
tinue to provide the low risk licensing bonds involving small amounts of money.

24, Testimony of Davis R. Chant before the Pennsylvania Crime Commiission on February 10,
1976, pp. 25-26, passim.

25. Prior to working for Hul-Mar, Inc., Moss had been employed by Wisconsin Surety Corpora-
tion, He later returned to Wisconsin Surety and eventually was appointed President of the cor-
poration,

26. Hercinafter referred ta as Empire, Hulse and Schatzman obtained the agency agreement in
October, 1972,
27. On February 10, 1975, Fowler began working for Wisconsin Surety.
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Although Hulse and Schatzman were aware that Empire had withdrawn from
the surety bond market, this fact did not prevent them from issuing bonds under
the seal ** of Empire. Examination by Pennsylvania Crime Commission agents of
the Hul-Mar, Inc., financial records and other investigative efforts by Crime
Commission agents in conjunction witn federal authorities, revealed that Hulse
and Schatzman issued a total of 72 bonds on Empire in the eight weeks between
February 26, 1975, and April 22, 1975. These 72 bonds exposed Empire to a risk
of $6,290,736.16. A total of $174,813.52 in premiums was collected by Hulse and
Grasso. None of these bonds were reported to Empire and all of the premiums
were apparently retained by Hulse and Grasso. Several of the unreported Empire
bonds were written to replace Wisconsin Surety bonds after Wisconsin Surety was
declared insolvent; however, one-half of the Empire unreported bonds were writ-
ten upon initial request by contractors.

Some of the major Empire transactions will be discussed in detail, infra.

i. Sage Corporation
Hallandale, Florida

As a result of negotiations between Michael Grasso, Jr., and Lloyd Davidson,
representing Galaxy Financial Services, Inc. 2* and George Wuagneux, President,
and Donald Granda, Vice President of Sage Corporation, a real estate develop-
ment firm, a secondary mortgage and accompanying note were executed in favor
of Galaxy on January 24, 1975, in the amount of $300,000. The purpose of this
transaction was to guarantee any insurance company that if any claims arose
against bonds provided to Sage Corporation, through Galaxy, payment would be
made on the claims up to $300,000 by Sage Corporation and not the insurance
company that issued the bond. This document was an attempt to entice a surety
to issue bonds for Sage Corporation. In reality, however, this secondary
mortgage was worthless as collateral to any insurance company which issued
bonds, because it was already recorded in favor of Galaxy.

From March 20, 1975, to April 17, 1975, Morton Hulse and Charles Schatz-
mian issued a total of 33 release of lien bonds *° against Empire for Sage Corpora-
tion. These Empire bonds were filed in the Broward County Court in Florida, in
order to release judgments filed by subcontractors against Sage Corporation for
work performed on various constructicn jobs. The release of the judgments per-
mitted Sage Corporation to sell its properties, condominiums, etc., without pay-
ing off the subcontractors. The Empire bonds, in theory, guaranteed the subcon-
tractors that they would be paid regardless of what Sage Corporation did with its
assets.,

The total face value of these bonds was $479,864.64 and premiums were paid
to Galaxy in the amount of $108,000. Of the total premiums paid by Sage Cor-

28, Empire did not remove the Hulse and Schatzman powers of attorney and did not physically
reclaim and take posscssion of its corporate seal until April 17, 1975,

29. Hereinafter referred to as Galaxy.

30. A release of lien bond is a type of bond wherein the issuing insurance company guarantees
payment of a lien or judgment if the contractor fails to pay.
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poration, $88,000 was retained by Galaxy and $20,000 was forwarded to Hul-
Mar, Inc, ¥

In addition to the fact that Empire had ceased underwriting contract bonds
some 70 days before the first Sage Corporation bond was issued, Hulse and
Schatzman had no authority whatsoever to write release of lien bonds without ap-
proval of the Empire home office. Moreover, neither Grasso, Davidson, Hulse
nor Schatzman were licensed to conduct insurance business in the State of
Florida,

The fact that these Empire bonds were invalid was brought to light by a
licensed Empire agent in Florida who reported their existence to Empire.
Subsequently, these 33 release of lien bonds were removed from the dockets of
the Broward County Court.

ii. B. Bornsteinand Son, Inc.
Philadelphia, Perinsylvania

On April 17, 1675, the very day that Empire was removing its powers of
attorney and corporate seal from the possession of Morton Hulse in Cumberland
County, Lloyd Davidson was presenting a performance bond in the amount of
$564,450, to B. Bornstein and Son, Inc., ** in Philadzlphia. This bond was
executed and dated on April 17, 1975, over the signature of Morton F, Hulse.

Bornstein had been awarded a contract from the Planned Parenthood As-
saciation of Southeast Pennsylvania for the renovation of their building located
at 1220 Samson Street in Philadelphia. Bornstein had problems in obtaining a
performance bond for this contract. Eventually, Bornstein was referred to
Galaxy by Philadelphia contractor Pat D’Andrea. ** Barry Bornstein, principal
officer of the company, telephoned Lloyd Davidson in Florida on or about April
16, 1976, Davidson flew from Florida to Philadelphia and presented Barry Born-
stein with an Empire bond. A premium of $6,330 was paid by Bornstein to
Galaxy and in addition, a $3,000 check was issued by Bornstein to Lloyd David-
son as a “‘consulting fee for work performed in obtaining further bonding*’ for
Bornstein,

Subsequent to the work being performed by Bornstein, several subcontractors
placed claims against Bornstein for failure to receive payment for the work that
had been performed. The obligee, Planned Parenthood Association of Southeast
Pennsylvania, forwarded these claims to Empire. Empire in turn, notified the
Plannad Parenthood Association of Southeast Pennsylvania, that they had no
knowledge of this bond and stated that the issuing agent, Morton Hulse, had no
authority to issue this bond.

31. The Hul-Mar, Inc., share of the Sage Corporation premiums was forwarded by means of a
$5,000 Galaxy check made payable to Hul-Mar, Inc., and a $15,000 Galaxy check payable to Morton
Hulse,

32. Hereinafter referred 1o as Bornstein,

33. Pat D’Andrea, whose full name is Pasquale D’ Andrea, is a Philadelphia concrete contractor.,
D'Andrea had purchased a condominium in Florida for over $2 million in 1973, from a company with
which Michael Grasso is associated.

Pat D’Andrea is a second cousin of Nick D’Andrea, an alleged racketeer, Nick D'Andrea was one
of the principals in the issuance of an invalid surety bond in 1969, to the General State Authority for
the Commonweaith,
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d. American Fidelity Fire Insurance Company

By May of 1975, Wisconsin Surety tiad been placed in liquidation and Empire
had removed their corporate seal and powers of attorney from the offices of Hul-
Mar, Inc. As Hul-Mar, Inc., was left without any bonding authority, the danger
existed that contractors would stop doing business with them for other lines of
liabilivy insurance,

In searching for a new source of bonds, Schatzman negotiated on June 6,
1975, an agency agreement between American Fidelity Fire Insurance Com-
pany * and a corporate entity of Hulse’s and Schatzman’s, called H & S, Inc. **
The agreement ** limited H & S, Inc,, to a maximum risk of $50,200 on any single
bond unless the bond was guaranteed by the Small Business Administration. If
the bond was guaranteed, H & S, Inc.’s, fimitation was increased to $200,000 on
any single bond,

Once the agency agreement had been signed, Schatzman began issuing Fidel-
ity bonds to replace Wisconsin Surety and Empire bonds previously issued, as
well as to write new bonds without any regard to the limitations within the agency
agreement. From June 6, 1975, up to at least August 25, 1975, Schatzman and
Hulse issued or caused to be issued a total of 138 surety bonds in the name of
Fidelity, all of which were either unauthorized by or unreported to the company.
Premiums were collected on these 138 surety bonds in the amount of $270,131.69
and the bonds subjected Fidelity to a total risk of $7,760,744,72,

H &S, Inc,, attempted to replace previously issued bonds with Fidelity bonds.
On or about July 28, 1975, H & S, Inc., and Sage Corporation entered an agree-
ment wherein H & S, Inc., would issue 156 release of lien bonds with a total value
of $2,822,924.47 in return for the sum of $200,000. *" In actuality, H & S, Inc.,
issued 76 release of lien bonds for Sage Corporation, Thirty-three of these Fidel-
ity bonds replaced the previously written Empire bonds.

Hulse and Schatzman led Sage Corporation to believe that they were licensed
to do business in the State of Florida and had the authority to issue Fidelity re-
lease of lien bonds. Neither of these representations was correct. Hulse and
Schatzman also acted to deceive Fidelity. Fourteen Fidelity bonds were issued to
Allegheny Contracting Industries, Inc., (three of the 14 were replacements for
previously issued Wisconsin Surety bonds). The total value of the bonds was
$1,183,486.23 and a premium of $12,301.61 was charged. 3* The 11 new Fidelity
bonds were in excess of the $50,000 limitation placed upon H & S, Inc., and four
of the eight excessive Fidelity bonds contained an annotation on the accompany-
ing power of attorney which stated that the bonds were guaranteed by the Small
Business Administration. The 11 bonds and the premiums were not reported to

P

34, Hercinafter referred to as Fidelity.

35, Hulse was removed as a corporate officer with H & S, Inc. Schatzman was named President
and two employees were named as corporate officers of H & §, Inc,

36. Not until after the agreement was signed did Fidelity have any knowledge that Morton Hulse
was associated with H &S, Inc.

37. On July 31, 1975, Sage Corporation wired $200,000 to the Minersville Bank, Minersville,
Pennsylvania, for a certificate of deposit and the use of H & S, Inc,

38. As Michael Grasso had initiated the contact with Allegheny, he received the sum of $4,500 in
the name of J. Michaels Enterprise for his services.
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Fidelity and the Small Business Administiaiion did not approve any of the tour
Fidelity bonds for Allegheny.

e. Summit Insurance Company of New York

Summit Insurance Company of New York, * had agency agreements with C
& H Agency, Inc., for the territory of Pennsyivania and New Jersey and with a
Florida agency for the territory of Georgia and Florida, On= of the principals of
C & H Agency, Inc., was Daniel Cuinen of Bloomfield, New Jersey, who had be-
come acquainted with Michael Grasso, Jr., socially duzring 1972-1973. In approxi-
mately September, 1973, Grasso suggested a business arrangement with Culnen,
Culnen would apply for an agency agreement with Summit and Grasso would
provide him with enough clients to make the agency agresment profitable for
Culner. When Culnen appeared hesitant, Grasso added that financial backing
for such an agreement might be obtained from Pat D'Andrea, * In Qctober,
1973, a $250,000 letter of credit was issued by Continental Bank, Philadelphia,
Pennsylvania, on behalf of P, D’Andrea in favor of Summit. Subsequently, a
contract was executed between Summit and C & H Agency, Inc,, granting power
of attorney to Daniel Culnen.

Grasso obtained bonds from Culnen for his own clients as well as for clients
of associates of his in Florida for which Grasso, according to Florida authorities,
accepted fees, Up until July of 1974, when Summit became alarmed as to the lati-
tude granted in their contract, Grasso obtained seven Summit bonds totaling
$1,217,700 for American Eastern Development Corporation; *' three Summit
bonds totaling $663,154 for his friend John R. DePhillipo; and a Summit bond
totaling $330,000 for One Roosevelt Boulevard Corporation. In addition, Grasso
obtained reinsurance from Culnen for three Wisconsin Surety bonds issued by
Morton Hulse. These were not reported to Summit *? and had a total face value
of over $200,000. .

Until May, 1974, the Continental Bank letter of credit upon which the C & H
Agency, Inc./Summit contract was based, was collateralized solely by the per-
sonal signature of Pat D’Andrea. In May, 1974, C & H Agency, Inc., began to
collateralize the letter of credit in stages with certificates of deposit. By February
4, 1975, the date Summit was placed into receivership, the letter of credit was
fully collateralized by certificates of deposit in the amount of $250,000. On April
14, 1975, the letter of credit was cashed by the New York State Superintendent of
Insurance based upon $422,090.40 in losses suffered by Summit on bonds written
by C & H Agency, Inc.

39, Hereinafier referred 1o as Summit, The company was ordered into liquidation by the
Supreme Court of New York on February 4, 1975,

40. D’Andrea, a Philadelphia contractor, was not a licensed broker nor was he associated with
any insurance agency, Nevertheless, he assisted Grasso in this instance and referred the B, Bornstein
Company to an insurance agency in which Grasso appears to have a hidden interest, Galaxy,

41, American Eastern Development Corporation was a Delaware eorporation with which Grasso
had business dealings as early as May, 1971.

42, All three of the reinsurance commitments issued by Culnen on behalf of Summit were in
January and February, 1975. Culnen was under federal court order, dated September, 1974, to refrain
from issuing any further bonds ar commitments on behalf of Summit,
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C & H Agency, Inc., was not totally controlled by Grasso. For example, on
November 14, 1974, Lloyd Davidson forwarded to Culnen a request for a per-
formance bond in excess of $500,000 for Smith Plumbing and Heating Company,
Inc., of Fort Walton Beach, Florida. On November 27, 1974, Culnen returned
Davidson’s request stating that he was not interested in providing any bonding
for Smith Plumbing and Heating Company, Inc., as the company was present!y
undergoing reorganization pursuant to Chapter XI of the Bankruptcy Act. ** On
December 11, 1974, Morton Hulse issued a Wisconsin Surety performance bond
for Smith Plumbing and Heating Company, Inc., at the request of Grasso. As
Smitk Plumbing and Heating is a Florida corporation, *! the actual performance
bond indicated its address as 1833 South Broad Street, Philadelphia, Pennsyl-
vania, The address provided Smith Plumbing and Heating was, in fact, the office
of a long-time friend and a former business associate of Grasso’s.

Summit’s problems were not caused solely by the C & H Agency, Inc., bonds
and subsequent claims, but also by bonds issued in Florida. Summit’s agency in
Florida was Equity Underwriters of Miami, Florida.

Summit’s problems in Florida resulted from a series of complicated transac-
tions. In early 1973, the International Surety Underwriters Agency, Miami,
Florida, had a contract to be the agent for a Fort Lauderdale, Florida, com-
pany. * The principals of International Surety Underwriters were Norman
Gerwitz, Bernard Kane, ‘* and Daniel Cohen. Two other individuals were associ-
ated with International Surety Underwriters, Louis Mayo, Jr, " and Peter
Haritos, ** as “‘sub-agents,”’ By June of 1973, International Surety Underwriters
had lost its contract with Financial Fire and Casualty Company because it failed
to report surety bonds and to remit premiums to the company. In the Fall of
1973, Kane, Mayo and Haritos left International Surety Underwriters and be-
came involved with Alvin Terrill Associates, an insurance agency in Miami,
Florida.

[ORSPR N —

43, 11 U,8.C. §§701-799,

44, Neither Wisconsin Surety nor Morton F. Hulse were autharized to conduct insurance busi-
ness in the State of Florida,

45, The company was the Financial Fire and Casualty Company, Fort Lauderdale, Florida, The
financial affairs of that company are discussed in the next section of this report.

46. Bernard Kane, formerly of Philadelphia, was on federal probation for issuing an invalid bail
bond in a narcotics case and failing to remit the premium to the insurance carrier. Kane was also con-
victed in 1970, in Philadelphia Court of Common Pleas for counterfeit use of power of aftorney.
Kane died of a heart attack in December, 1976, at his home in Florida.

Keane had a long history of involvement in apparently peculiar transactions. in the late 1960’s, he
was employed as an agent by Philgo Insurance Agency, Philadelphia. Philgo provided an invalid sure-
ty bond to the General State Authority for the Commonwealth in 1969. The issuing agent for that
bond was accused racketeer Nick D'Andrea.

Kane was also an associate of Grasso’s, Kane introduced Morton Hulse to- John DePhillipo who, in
1971, introduced Hulse to Grasso.

47, Louis Mayo, Jr,, formerly of Philadelphia, has been convicied for interstate transportation
of stolen securities.

48, Peter Haritos, formerly of Cherry Hill, New Jersey, has been convicted for assault and was
formerly associated with a racketeer who was a reputed member of the Angela Bruno La Cosa Nostra
family,
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At Alvin Terrill Associates, Kane, Mayo and Haritos negotiated and received
an agency agreement with Summit. Within two months, officials of Summit be-
came aware of the prior criminal backgrounds of Kane and Mayo. Summit can-
celled its agreement with Alvin Terrill Associates and negotiated a contract with
Equity Underwriters,

Information received during interviews shows that Summit officials were una-
ware that Equity Underwriters had a verbal agreement to supply surety bonds to
Alvin Terrill Associates. Thus, Kane and Mayo, acting througl Alvin Terrill As-
sociates, continued to have a source of surety bonds in the Florida-Georgia terri-
tory. Pertinent information shows that Norman Gerwitz, through International
Surety Underwriters, also maintained a source of surety bonds by submitting cli-
ents to Alvin Terrill Associates, who in turn submitted these clients to Equity Un-
derwriters. Documentation discovered by the Florida Department of Law En-
forcement showed that the premiums on bonds issued by the companies con-
trolled by the aforementioned individuals varied from 5% up to 40% of the face
value of the surety bond., *°

Summit cancelled its contract with C & H Agency, Inc., and Equity Under-
writers in July, 1974, It appears that this similarity of cancellation dates was no
mere ccincidence, as in many cases the two agencies supplied bonds to the same
companies. For example, according to information received from Florida author-
ities, Louis Mayo, Ir., operated out of the offices of Galaxy and in several in-
stances, operated under the name of C & H Agency, Inc., of Florida.

How these individuals worked in concert with one another can be demon-
strated in the issuance of 21 Summit bonds by Alvin Terrill Associates in Septem-
ber, 1973. These bonds, with a total face amount of $4,028,250.75 guaranteed the
compleiion of a 10 year real estate development project cnlled Buenaventura
Lakes in Florida. The project developers requested the bonds from Norman Ger-
witz of International Surety Underwriters. Gerwitz in turn contacted Peter
Haritos of Equity Underwriters and Haritos in turn contacted Kane and Mayo of
Alvin Terrill Associates. A premium of 3% of the face value was charged for
these 21 Summit bonds and, of the $221,410 in premiums, Summit received
$47,000, with the remainder being divided among the various middlemen. Of
these 21 bonds, six were reported to Summit in December, 1973, and the remain-
der were reported in May, 1974, The last 15 were reported only after the Florida
State Division of Land Sales had rejected the bonds because they exceeded Sum-
mit’s limitation for one project. *° All 15 bonds were defective in that the expira-
tion date was stated as August, 1974, when in fact, the project was not expectecd
to be completed until 1983,

f. Financial Fire and Casuaity Company

Financial Fire and Casualty Company *' was one of several insurance com-
panies within the Penn State Group, Lambs Bridge, South Fork, Pennsylvania.*?
The entire Penn State Group was operated by Evan C. Stineman, Jr.

49. The premium normally charged during this time period for a surety bond was 1% of the face
value of the bond for the first $100,000 and $6.50 for every $1,000 of face value thereafter.

50. Summit’s limitation as of 1973, was approximately $862,000.

51. Hereinafter referred to as Financijal Fire.

§2. Finavcial Fire was ony licensed to do business in the State of Florida,
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In January, 1973, Stineman provided an agency agreement cn behalf of Fi-
nancial Fire to International Surety Underwriters as a result of negotiations be-
tween Stineman and Norman Gerwitz and Bernard Kane. By June, 1973, over 250
Financial Fire surety bonds had been written by International Surety Underwrit-
ers, The aggregate face amount on the bonds was $13.8 million. At least 38 of
these bonds were unreported to Financial Fire. No proof of the existence of these
38 bonds was found in the records when the Florida Insurance Department took
possession, as a result of the February 21, 1975, court ordered liquidation, of Fi-
nancial Fire, There was no record that any premiums had been remitted. The to-
tal face amount of the unreported bonds was $7,878,285.85; the actual amount of
premiums received on these unreported bonds cannot be documented at this time,

Peter Haritos acted as a ‘‘sub-agent” of International Surety Underwriters,
One of the individuals for whom Haritos obtained surety bonds was Harry L.
Walsh of Mount Vernon Agency, Inc., Atlanta Georgia. ** On at least three occa-
sions, Walsh was provided Financial Fire surety bonds which totaled $548,763.
These bonds were not reported by International Surety Underwriters to Financial
Fire.

By May, 1973, Financial Fire had become aware of unreporizd bonds issued
by Iniernaiional Surety Underwriters and the circumventjon of the limitation on
one bond by the illegal practice known as ‘“bond splitting.”’ * Immediately, Fi-
nancial Fire attempted to cancel their agency agreement with International Surety
Underwriters, however, International Surety Underwriters would not comply
with the request until Financial Fire obtained a court order on June 14, 1973.
During this time period, the Florida Insurance Department was conducting an ex-
amination of Financial Fire to determine the company’s financial condition as of
June 30, 1973. The report of this examination indicated a slight increase in direct
losses; however, the majority of claims on the bonds written by International
Surety Underwirters had not been filed as of the datc of the audit.

The insolvency of Financial Fire as of February 21, 1975, was not based en-
tirely on the bonds written by International Surety Underwirters, Heavy losses
were incurred in other liability lines during 1974, and there was a deciine in value
of the asscts held by Financial Fire. *¥ However, according to officials of the
Florida Insurance Department, claims had been filed as of August, 1976, against
Financial Fire in the approximate amount of $55 million, of which almost $19
million were related to surety bonds. Although all claims probably will not be
honored, legitimate claimants are unlikely to receive full dollar amount on their
claims, as the assets of Financial Fire totaled no movz than $1.3 million,

53. Harry L., Walsh and eight other individuals were indicted by a federal grand jury in Atlanta,
Georgia, in 1976, for defrauding Interstate Fire Insurance Company, Chattanooga, Tennessee, in the
issuance of financial guaranty bonds in the amount of $1,856,000, The case has not yet been brought
to trial,

54, Bond splitting is the practice whereby the amount of the contract exceeds the limitations of
the issuing company and rather than issuing one bond for the full amount, several bonds are issued in
smaller amounts to circumvent the legal limitations, It contravenes §661 of the Insurance Company
Law of 1921, supra, 40 P.S. §832.

55, The decline in Financial Fire arsets invole numerous complex transactions which have not
been fully examined to date.
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g. The Overview Revisited: The Grasso
Conglomerate

According to information developed by the Crime Commission, when Grasso
initially visited the offices of Wisconsin Surety in Madison, Wisconsin, on ap-
proximately February 27, 1975, he indicated his desire to obtain control of Co-
lonial Assurance Company, King of Prussia, Pennsylvania, and the Roger Wil-
liams Insurance Company, Portland, Maine,

The evidence shows that Grasso, using individuals and companies as
““fronts,’’ took action to implement his plan to gain control of Colonial Assur-
ance company. The Commissioner’s examination of the Hul-Mar, Inc. financial
records documented a paper transaction involving the transfer of $40,000 from
this agency relating to the Colonial Assurance Company. *¢ The $40,000 was
shown as a receivable account in the name of Colonial Assurance Company. The
credit was balanced by a series of debit entries. These debit entries were identified
as a $25,000 note payable ‘‘Rutenberg’’ and three certificates of deposit in the
amounts of $5,000 in the names of H & S, Inuc., Nadia Hulse, *" and Charles
Schatzman. The Commission also obtained an unsigned and undated agreement
from the Minersville Safe Deposit and Trust Company stating that Charles
Schatsiiman would obtain the exciusive agency for issuing surety bonds on behalf
of Colonial Assurance Company. In return, Schatzman would financially assist a
Philadelphia contractor in gaining control of Colonial Assurance Company, Al-
though un-named in this document, the contractor was John R. DcPhillipo.

The Crime Commission also investigated the alleg 1 plan to gain control of
the Roger Williams Insurance Company. It was learned that Roger Williams In-
surance Company was a subsidiary of North East Insurance Company of Port-
land, Maine. Officials of North East Insurance Company confirmed that Michael
Grasso, Jr., and Harry Rutenberg had entered into negotiations in January,
1975, for the purchase of the Roger Williams Insurance Company. Included in
these negotiations were proposals for the sale of another North East [nsurance
Company subsidiary, Allied Surety Company of Pittsburgh, Pennsylvania.
Allied was only licensed to do business in Pennsylvania and was approximately
the same size financially as Wisconsin Surety. Negotiations apparently broke
down by the beginning of 1975, when the Maine Insurance Department requested
biographical data on Grasso, which was never supplied. However, a new pur-
chaser was offered by Harry Rutenberg as late as July, 1975, for Allied Surety
Company. The draft of the purchase agreement showed the new purchaser to be
Danigt J. Culnen. No final agreement was reached. (Culnen has denied any
knowlege of being a proposed purchaser of Allied Surety Company.)

From the various sources of information developed in the Crime Commission
investigation, it appeared that Grasso planned to form a small conglomerate of
insurance companies capable of issuing surety bonds by means of a tax free ex-

56. Hul-Mar, Inc., Gieneral Journal, September, 1975,
No money was actually transferred by this paper transaction.

57. Nadia Hulse is the wife of Morton F. Hulse. *




change of stock between the owners of Wisconsin Surety stock and the owners of
Allied Surety Company stock. This plan was formulated around the first week in
February, 1975, and by February 27, 1975, when Grasso was in Madison, Wis-
consin, his plan was altered to include Colonial Assurance Company as a source
of reinsurance for the merged entities of Allied Surety Company and Wisconsin
Surety.

On March 4, 1975, Grasso appeared before the Board of Directors of Wiscon-
sin Surety in Madison, Wisconsin. According to the corporate minutes and infor-
mation received by officials of the Wisconsin Justice Department, Grasso repre-
sented himself as a financial consultant and stated that he represented three in-
vestors, Harry Rutenberg, his son, Lawrence, and John R. DePhillipo. Grasso in-
formed the Board of Directors that Harry Rutenberg would immediately invest
$50,000 with an additional $200,000 coming from the three investors after a re-
capitalization of Wisconsin Surety stock. (The evidence shows that the source of
the funds would be Grasso himself, acting through several corporate eutities.) At
no time was there any mention of the proposed exchange of stock or merger of
Wisconsin Surety.

The Pennsylvania Crime Commission traced the $50,000 that was initially de-
posited by Rutenberg into Wisconsin Surety to the checking account of Galaxy in
Miami, Florida. This $50,000 found its way into the Galaxy account by means of
two treasurers checks of Continental Bank in Philadelphia, in the amounts of
$10,000 and $40,000, issued to John R. DePhillipo. One of DePhillipo’s corpora-
tions, J. G. Construction Company, received the $50,000 as a result of an interest
free loan from P, D’Andrea, Inc. 3

Of the eight members of the Board of Directors of Wisconsin Surety present
on March 4, 1975, at least three had knowledge of the proposed merger with Al-
lied Surety Company. The three ware Morton F. Hulse, Charles W. Schatzman;
Jr., and Edward C. First, Jr., who was the attorney for Hul-Mar, Inc., H & S,
Inc., and Morton Hulse, According to the Wisconsin Surety minutes of the Board
meeting, after Grasso presented his proposal, Edward First moved for a corpor-
ate resolution to adopt Grasso’s proposal; however, the subsequent vote resulted
in a 4-4 tie. Agreement was later made on an amendment to First’s motion pro-
viding for the presentation of alternative proposals at the next shareholders meet-
ing,. .
The eventual collapse of Grasso’s plan was the result of three factors: 1) the
failure of Grasso to supply biographical data to the Maine Insurance Department
in relation to the Allied Surety Company; 2) the poor financial condition of Wis-
consin Surety and the follow-up investigative efforts of Wisconsin officials in the
State’s insurance and Justice Departments which substantiated a fraudulent ma-
nipulation of Wisconsin Surety; ** and 3) the breakdown in negotiations between

58. P. D’Andrea, Inc., is the corporate entity under which Pat D’ Andrea conducts his concrete
construction business.

59, Wisconsin Justice officials utilized two Pennsylvania Crime Commission reports, Report on
Organized Crime (1970) and the /97/-72 Report, for backgsound information of Michael M, Grasso,
Jr.
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John R. DePhillipo and the Pennsylvania Insurance Department regarding the
purchase of Colonial Assurance Company, * caused by the failure of DePhillipo
to provide the Pennsylvania Insurance Departmant with satisfactory proof of the
source of his funds.

3. CONCLUSIONS

Cf the five insurance companies examined in this investigation, their author-
ized agents and the unlicensed associates of these agents subjected the five com-
panies to risks on surety bonds in excess of $30.8 million. The insurance compan-
- ies were totally unaware of the existence of these surety bonds. The Crime Com-
mission’s investigation documented that these individuals received $738,108.09 in
fees and “‘premiums’’, This money was not forwarded to the insurance compan-
ies. The actual amount that Grasso, Hulse, Kane, Mayo and others received is
undoubtedly much higher.

Although the investigation centered around the racketeers involved, their suc-
cessful manipulations would not have been possible without assistance of non-
racketeer individuals. The avarice of certaip of the licenced istsurance agents and
of a number of supposedly legitimate businessmen greatly contributed to the suc-
cess of the schemes.

The defrauding of insurance cornpanies, policyholders and beneficiaries is
commonly called ““white collar crime.”’ The majority of such cases attract little
public attention, as most citizens do not feel that they personally have been
harmed when an insurance company is defrauded. The truth of the matter is that
insurance fraud hurts every citizen. In many cases, the citizen may be forced to
pay a higher premium, If, as illustrated by this report, a casualty insurance com-
pany is defrauded and ultimaiely goes bankrupt, additional tax dollars must be
spent to complete the construction if the contractor defaults.

4. RECOMMENDATIONS

To propose additional legislation or regulations to prevent the recurrence of
the types of irregularities highlighted in this report is a most difficult task, In-
deed, statutes proscribing mast of the individual actions discussed in this repoit
are already on the books. For example, when an agent of an insurance company
accepts money in return for an enforceable obligation of the company, and the
money is not forwarded to the company, the agent has committed ‘‘theft by fail-
ure to make required disposition of funds received’’, (18 Pa. C.8.§3927). If the
amount involved is over $2,000, this is a felony of the third degree (18 Pa. C.S.
§3903(a) ), punishable by up to seven years imprisonment (18 Pa. C.S.
§1103(3) ), or a $15,000 fine {18 Pa. C.S. §1101(2) ).

Many businesses, including insurance companies, and many responsible
spokesmen at all levels of government are calling for less regulation of com-

6. On March 31, 1975, the Pennsylvania Crime Commission advissd the Pennsylvania Insur-
ance Department of DePhillipo’s past association and business dealings with Michael M. Grasso, Jr.
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mercial dealings in general. This rport shows, however, that some individuals
and businesses are unwilling 1o abide by the present rules. It appears that there
still is a need for some enforcement devices.

The Crime Commission believes that implementation of the following recom-
mendations would represent a workable balance between government regulation
and free enterprise,

a. Penalties

The basic regulatory provisions are already in the Insurance Company Law of
1921, However, many of the sanctions that were written into the Law in 1921,
when the insurance industry was basically a gentlemen’s club, are unrealistic in
light of the evidence that the industry is now hecoming a popular target for mani-
pulation. It is recommended that the legislature, working with the Department of
Insurance, examine the feasibility of increasing the penalties for violations of the
criminal provisions of the insurance laws,

Increased jail sentences would hopefully be a major deterrent. However, the
matter of sentencing is discretionary with the trial court. In many instances,
courts have taken the attitude that a convicted ‘‘white collar’’ criminal has al-
ready “‘suffered enough’’ from the “‘shame’’ and *‘public exposure’® of indict-
ment, trial and conviction,

Recently there appears to have been a change in this attitude and some courts
have imposed substantial jail sentences on ‘‘white collar’’ criminals, Regardless
of the appropriateness of jail sentences for ‘‘white collar’’ criminals, the structure
of fines imposed for such violations should be changed so that the potential fine
is truly a deterrent, not just an annoying added cost of doing business. Surely a
$1,000, $2,000, or even $10,000, or $20,000 fine is inadequate to deter an indi-
vidual who can make many times thai amount from his illegal activity.

The Crime Commission therefore recommends that all criminal pro-
visions dealing with financial transactions and busincss fraud call for a
mandatory fine of at least the amount by which the wrongdoer benefit-
ted, with discretion allowed to the trial judge to impose an additional
fine up to a stated limit of some multiple of that amount.

b. Require Reinsurance

A surely coinpdity generally cannot expose itself to any one risk in cxcess of
10% of its capital and surplus unless the excess is covered by means of re-
insurance. ¢! However, the statute also provides for exceeding the limitation if the
insuring entity is protected by means of co-suretyship with a licensed corpora-
tion; ¢ by a mortgage in favor of the insuring company; % or by conveyance of
property in trust to the insuring company. ¢ These provisions are so broad that

61, The Insurance Company Law of 1921, supra, §661, as amended June 22, 1931, P.L. 613, §1,
40 P.S. §832 (subparagraph (a) of second paragraph).

62. Id, (Subparagraph (b) of second paragraph,)

63, Id. (Subparagraph (d) of second paragraph.)

64. Id. (Subparagraph (c) of second paragraph.)
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they leave a wide area for manipulation; at the same time, the provisions may not
be adequate to protect the company. For example, an insurer can receive a mort-
gage from a contractor to support the bond; however, if the mortgage is not a
first mortgage, it may place the insurer in a secondary or tertiary lien position
with very little equity.

A large insurance company does not have to worry about the 10% limitation
because of its financial strength. A smaller company, one with a capital and sur-
plus of $1 million or less, does have to be concerned with this limitation.

The Crime Commission has seen that the mid-sized insurance companies rely
primarily on reinsurance for risks they cannot fully cover, The basic problem lies
in the fact that all of the provisions of exceeding the limitation can be contrived
or falsified. However, reinsurance from a licensed insurer is the most difficult to
fabricate and the soundest financial protection.

The Crime Commission recommends that the experts in the Pennsyl-
vania Insurance Department examine the possibility of restricting the
exceptions to exceeding the 10% limitation for the smaller casualty in-
surers solely to valid reinsurance from licensed insurers.

c. Statutes of Limitations

The Pennsylvania Crime Commission investigation detailed in this report was
conducted over a period of 18 months, and certain aspects are still under investi-
gation at this time. * Financial and white collar crimes of this magnitude require
thorough auditing of accounts and time consuming efforts to trace sources of
frauds. The crimes are often not discovered until they have caused the ruination
of a company many months or even years after the illegal transactions themselves
were consummated. Once initiated, the investigative efforts are often delayed by
procedural protection guaranteed to the subjects of an inquiry.

Generally, the crimes that would be called financial or white collar crimes,
have a statute of limitations of two years. ¢ If fraud or breach of a fiduciary
obligation is a ‘‘material element’’ of the crime, the limitations period can be ex-
tended by one year from the date of discovery, but not longer than five years. ¢’
The limitations period for forgery is five years. ¢ Thus, while the limitations
period can be just as long for crime involving fraud as for forgery, whether it is or
not depends on the fortuitous event of its discovery.

The Crime Commission believes that justice would be better served if this
anomaly were removed from the statute. Surely, if arson, burglary, robbery, for-
gery and perjury are all considered serious enough to be classified as ‘‘major

65. The Pennsylvania Crime Commission informed local prosecuting authorities of its findings
in August, 1976, Members of the Organized Crime Strike Force in Philadelphia, also consulted with
the local prosecutor, [t was decided that since an indictment had already been brought against Hulse,
Grasso, Schatzman, Puppo and Davidson in federal court on maijl fraud and related charges stem-
ming out of these transactions (M.D. Pa. Criminal Nos. 76-80-1 through 5), a state prosecution might
be barred by 18 Pa. S.C. §§109-111. See also Commonwealth v. Studebaker, 362 A 2d 336 (Pa. Super.
1976).

66. 42 Pa, C.S. §5552(a).

67. 42 Pa, C.S. §5552(c) (1).

68. 42 Pa.C.S. §5552(b).
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offenses’” and assigned a limitations period of five years. regardless of when they
are discovered, ¢ and the statute for crimes involving f.aud can run as long if dis-
covery of the crime comes four years after its commission, no sensibie end is
served by shortening the period if discovery of the fraud comes sooner.

The Crime Commission recommends that the list of “‘major offenses”™
having a [ive year statute of limitations under 42 Pa. C.S. §5552(b) be
extended to include at least the following when at least $5,000 is in-
volved:

18 Pa. C.S. §911 (reiating to corrupt organizations).
18 Pa. C.S. §3922 (relating to theft by deception).
18 Pa, C.S. §3923 (relating to theft by extortion),

1B Pa. C.S. §3927 (relating to theft by failure io make required dis-
position of funds received).

18 Pa. C.S. §4108 (relating to commercial bribery).
18 Pa, C.S. §4111 (relating to fraud in insolvency).
Section 611 of the Insurance Company Law of 1921 (40 P.S. §832).

Any other crime, wherever defined, a material element of which is
fraud or breach of a fiduciary obligation.

In the alternative, the Crime Commission recommends that 42 Pa, C.S.
§5552(c) (1) be amended to extend the period of limitations when fraud
is an elecment of the crime by two additional years (instead of the present
one), with a limit on the total permissible extension of four years (in-
stead of the present three).

d. Private Civil Remedy

Often the imminent threat of a substantial civil penaity is more of a deterrent
to undesirable conduct than the remote threat of criminal prosecution (especially
when the criminal penalties allowable or likely to be imposed are miniscule in
relation to the wrongdoer’s profit from his crime). The federal antitrust, civil
rights, copyright, and securities It ws are all excellent examples. All in effect re-
ward the injured party for “prosceuting’! his own case civilly rather than te put
the burden on the government to do so. Through the mechanism of pecuniary
damages, the private wrong and the public crime are both redressed in the same
action with less expense to the taxpayers. It also answers the industry’s plea not
to be burdened with a mass of new rules and reguiations.

The Crime Commission recommends that the legislature and the Insur-
ance Department formulate legislation to create a private right of
recovery by an insurance company against any person who fraudulently
causes it to become subject to any risk for which it is not compensated,
whether or not the company actually suffers a pecuniary loss, and with

69. 42 Pa. C.S. §5552(b),
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damages equal to the amount of risk to which the company was ex-
posed, not just the premium or fees to which it would normally be en-
titled to insure such a risk.

e. Assigned Risks

Many of the contractors who purchased surety bonds at exhorbitant rates told
the Crime Commission that they realized they were high risk customers for in-
surance. Being aware of this, they were quite satisfied (o pay extra premiums or
finder’s fees to obtain the bonds that would keep them in business. Unfortunately
for them, the middleman with whom they were dealing were not delivering a valid
product.

The Crime Commission recognizes that real estate developers and con-
struction contractors are usuaily knowledgeable in the ways of the world. People
who transact business in cash in men’s rooms are not in need of state protection
from high insurance rates. However, an honest businessman should not be forced
into this kind of situation merely because there is no place in the current rate
structure for the kind of risk he represents.

Section 15 of the Insurance Rate Act of 1947 7 would allow the formation of
an assigned risk pool for casualty insurance and guarantee bonds. 7' Such a pool
would help prevent the kinds of abuses outlined in this report by allowing a will-
ing buyer to deal directly with a willing seller to obtain a valid product at a realis-
tic price, then eliminating so-called ‘‘finders’’ and other unscrupulous middlemen
who cheat their customers and create distortions in the marketplace,

The Crime Commisison recommends that the Insurance Department
and responsible representatives of the insurance industry work together
to devise a regulatory framework to implement Section 15 of the Insur-
ance Rate Act to allow insurance companies to charge high risk and
marginal customers higher rates for surety bonds. '

EPILOGUE

Michael Grasso, Ralph Puppo, Lloyd Davidson, Morton Hulse and Charles
Shatzman, Jr., were indicted by a federal grand jury on charges of pocketing over
$535,000 in premiums on fake bonds representing $12.9 million in insurance
coverage. Grasso, Hulse and Shatzman were found guilty.

70. Actof June 11, 1947, P.L. 538, No. 245, §15,40 P.S. §1195.
71. ActofJune |1, 1947, P.L. 538, No. 246, §2, 40 P.S. §1182,
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il Abuses of the Public Trust

A. Macing and Extortion in The Pennsylvania*
Department of Transportation

1. INTRODUCTION

A politician’s ability to dispense favors has been described as being at the core
of political power. it is a common practice, which is rooted deep within our
society, that those individuals who are faithful to a particular political party will
be rewarded with patronage positions, state contracts and other favors.

The report that follows examines such practices, and demonstrates how they
resulted in widespread and systematic abuses in the Pennsylvania Department of
Transportation (PennDOT), The basis of this report focused on the concept that
individuals and organizations doing business with or employed by PennDOT
must often pay a political and/or financial price for that privilege. The Crime
Commission discovered that, in many instances, employees of PennDOT, as a
requirement of their employmeni, were expected to yield 2% of their weekly
wages (o the political party in power. The Crime Commission also discovered
that lcssors of equipment to PennDOT were often expected to pay 10% of the
money they received under their contract with PennDOT to the political party in
power. Scveral of these lessors and employees weie often threatened with loss of
their contracts or jobs for failure to make the required payments.

As part of this report, the Crime Comnission has made various recommenda-
tions for the reform of the Pennsylvania Department of Transportation. Included
in these recommendations are provisions that would extend Civil Service pro-
tection to PennDOT employees and ban all political activity and collection of
political contribntions on PennDOT property. These recommendations also sug-
gest that lessor payment checks should be computed in the Comptroller’s office
and mailed directly to the lessor, and that competitive bidding should be required
on PennDOT contracts. The Commission also made a proposal for the public
financing of political campaigns.

Following this report is an epilogue which sets forth the results of various
criminal proceedings relating to the Commission’s findings.

2. ORIGIN OF THE INVESTIGATION

During the summer of 1974, the Select Committee on State Contract Prac-
tices, Pennsylvania House of Representatives, headed by Representative Patrick
Gleason, held public hearings regarding political fund raising practices and al-
leged kickbacks to contractors leasing heavy equipment to the Commonwealth,
The Select Committee, known as the Gleason Committee, went out of existence
when the session of the General Assembly ended in November, 1974, However,
the Gleason Committee issued a final report indicaiing evidence of widespread
and systematic abuses in the Pennsylvania Department of Transportation (Penn-

% ‘This report was approves by the Commigsioners and published in July, 1978,
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DOT). This report covered complaints of corrupt and unlawful practices includ-
ing allegations that lessors of equipment to PennDOT were forced to make pay-
ments to various political and governmental officials; that PennDOT employees
in certain enumerated counties were subjected to macing; and that in regard to
these issues, there were violations of the State Election Code, including the failure
of political parties to file accurate financial disclosures,

The Committee subritted its findings to three United States Attorneys’ Of-
fices in Pennsylvania and to numerous District Attorneys in the Commonwealth
with the recommendation that the investigation be continued by various law en-
forcement agencies,’ In March, 1975, the Attorney General of the Common-
wealth requested the Crimeé Commission to consolidate one of its own pending
investigations with materials already gathered by the Gleason Committee and by
the Pennsylvania Department of Justice. Pursuant to 4 March 27, 1975 resolu-
tion, materials from the Gleason Committee were turned over to the Criine Com-
mission. Thereafter, the Crime Commission embarked upon the task of following
up the information received and pursuing its own investigation in an éffort to
provide a fair perspective of PennDOT activities within the Commonwealth.

3. PROBLEMS OF THE INVESTIGATION

By the time the factual information was turned over to the Crime Commis-
sion, many of the allegations which had been publicly aired by the Gleason Com-
mittee had become a sort of ‘‘cause celebre’”, As might be expected, Commission
investigators encountered many problems in their attempts to conduct a thorough

l lncludgd among the mvmugauons conducted were the following:

a) In April, 1975, the United States Attorney's Office for the Western District of Pennsyl-
vania, opened a federal investigation focusing on allegations that private contractors doing snow re-
moval work for PennDOT were pressed to make political contributions to the Democratic Party by
PennDOT supervisory personnel, A lederal investigating grand jury was convened for this purpose,
One probe particularly focused on Westmoreland County. [ndividuals were indicted, Other probes
are continuing, [See Epilogue]

The United States Attorney’s Office for the Middle District of Pennsylvania conducted full
inves(igations of PennDOT irregularities in three counties. These ended with convictions in Monroe
and Lackawanna Counti¢, and a dccnsmn not to prosecute in Tioga County. Preliminary investiga-
tiont, were made in the “_.2r 29 counties in the Middle District.

b) Mercer County District Attorney started an investigation in January, 1975, He petitioned
for a special grand jury in Juae, 1975, He was assisted by the Pennsylvania State Police,

¢) Cambria County District Attornéy initiated an investigation in early 1975, No evidence of
criminal activity was found,

d) Montour County District Attorney did not condust a probe, claiming lack of adequate re-

. sources, Since the Gleason Report indicates posstble problenis in the County, PennDOT conducted its

own investigation. Following this six month study, the Secretary of Transportation stated that there
was no evidence of any criminal activity,

¢) Delaware County District Attorney launched a probe in August, 1975, No official statement
has been made concerning the progress of the investigation,

1 Butler County District Attorney empanelled an investigating grand jury in 1975, which led
to indictments,

g) Westmoreland County District Attorney conducted an investigation and declared that he
found no evidence of prosecutable offenses. Federal investigation led to federal indictments,

h) Monroe County had been investigated by the Justice Department prior to the release of the
Gleason Report. Subsequent federal indictments wer? obtained.

.
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non-partisan investigation. Many of the witnesses who appeared (o have knowl-
edge of certain events and whose cooperation was critical to a thorough investiga-
tion were uncooperative. Frequently, key witnesses informed Commission inves-
tigators that they had already been interviewed by numerous other investigative
and law enforcement authoriues and they could no longer afford the time or
money to cooperate with another investigation,

Adding to the difficulty of the investigation was the fact that a number of the
alleged offenses occurred several years ago. In several instances, Commission
agents discovered that vital records had been lost c: destroyed since the date of
the alleged event. Moreover, the ability of the witnesses to recall particular details
had been eroded by the passage of time, Ultimately, Commission agents were
confronted with the problem that, in many of the matters, the statute of limita-
tions had already run by the time the matters were referred to the Commission,
Thus, the possibility of bringing criminal charges against the vesponsible individ-
uals had been iost.

4. SCOPE OF THE INVESTIGATION

Because of the problems encountered in attempting to conduct a thorough in-
vestigation, the Commission determined to concentrate on a limited area, focus-
ing on an examination of the practices of PennDOT in three Counties, Cambria,
Montour and Allegheny. In Cambria County, Cambria local law enforcement au-
thorities had not prosecuted any individuals and no federal indictments had been
obtained for alleged violations of the criminal laws. In Montour County, neither
the County ner federal authorities had conducted a probe. A PennDOT inves-
tigation of PennDOT practices had found no evidence of criminal offenses. The
third County chosen, Allegheny, was a County in which the Commission had in-
dependently initiated an inquiry into the practices of PennDOT.

The basis of the Gleason Report regarding PennDQT focused on the conclu~
sion that, in far too many cases, individuals and organizations doing business
with the State must pay a political and/or financial price for that privilege. The
Gleason Committee found what it considered a systematic and widespread pat-
tern of political kickbacks and payoffs which were extracted from individuals and
organizations doing business with the Commonwealth, Thus, the Crime Commis-
sion focused its attention on allegations of cxtortion and macing in PennDOT,

While criminal prosecutions may emanate from this investigation or the var-
icus other probes into PennDOT’s activities, such is not the primary purpose of
this report. Rather, the Commission’s object is to focus on the problems learned
from the operations of PennDOT and to make recommendations to the adminis-
trative and legislative bodies interested in the proper functioning of governmental
agencies in Pennsylvania. The Commission believes that the focus should not
only be on the individuals invalved in the alleged instances of wrongdoing (for the
individuals change and the party designations change, but illegal practices con-
tinue), but should include an examination of the system itself. Without changes in
the system, the problems that the Commission discovered in this investigation
will continue, g
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5. SCOPE OF THE PROBLEM

Allegations of illegal fund raising activities in enumerated PennDOT districts
may be summarized as follows:

& Leasing of Equipment

In most cases, PennDOT daes not own snow removal or special heavy equip-
ment. Rather, PennDOT leases this equipment from private individuals or com-
panies who most often provide both the equipment and the personnel to operate
it. These are non-bid contracts,

Historically, in order to obtain a contract to lease heavy equipment to the
Staie, the lesser must obtain political sponsorship. 1n return for the State con-
tract, the lessor must make substantial monetary contributions to the Party or
risk non-renewal of the contract by the State. In some cases, the lessors are re-
guired to pay Lo the Party a percentage of the rental payments hey receive from
PennbDOT, ?

b. Personnel

Un the past, when an individual sought employment with PennDOT, he or she
was required to first seek the sponsorship of the County Chairperson correspond-
ing {o the political Party of the encumbent administration in Harrisburg. Without
Party approval, PennDOT employment generally was impossible. In most cases,
the applicant was required to be a registered member of said Party, might be
asked to make a political donation, and might be required to secure a stated aum-
ber of new Party registrants. Once these prerequisites were filled, in return for the
appointment, the new employee would be required to pledge to the Party a cer-
tain percentage of his or her weekly paycheck. If an employee failed to make this
percentage payment, the worker might be terminated, transferred to an undesir-
able work gitus, or be severely restricted in the amount of overtime hours granted.

When there is a change in administration in Harrisburg following an election,
the de facto management and control of the PennDOT districts fall to the County
Chairperson of the corresponding political Party. All PenuDOT employees who
were registered in the Party of the former administration were required to change

A R ettt

2, Such conduct may be in violation of the Anti-Macing Statute, April 6, 1939, P.L. 16 §1, 25
P.S,2374;

1t shull be unlawful for any politica! committee or any member, employe or agent there-
of, or for any public officer or employe, or any other person whatsoever, directly or indireci-
ly, to demiand from any public officer, subordinate or emnloye, holding any office or posi-
tiori of honor, trust or profit under this Commonwealth, or otherwise engaged or employed
in the service of the Commonwealth, or employed by, or in any way engaged in the service
of, any political subdivision, or from any person receiving any public assistance whatsoever
from the Commonwealth or the United States, directly or through employment on public
works, Or any person, association, or corporation desiring or having a contract with, or a
certificate, ficense or permit from, the Commonwealth or any political subdivision, any as-
sessment or percentage of any money or profit, or their equivalent in anything of value, with
the understanding, express or implied, that the same may be used or shall be used for politi-
cal purposes: Provided, however, that nothing in this act contained shall be construed to
prohibit voluntary contributions to any political committee or organization for legitimate
political and campaign purposes to the extent such contributions are not prohibited by law,

Other criminal charges would include bribery aud extortion,
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CONTINUED




their registrations to the Party of the new administration if they wished to keep
their iobs. The percentage payments continued, only now they were remitted to a
different Party coffer.

8. FINDINGS
a. Cambria County
i. Leasing of Equipment
Allegations

The Gleason Report alleged widespread extortion of PennDOT lessors of
equipment in Cambria County. The Report stated that under the present State
administration, certain lessors have been required to contribute 10% of their
earnings from PennDOT to the Democratic Party in order to continue leasing
equipment to PennDOT. * Accordingly, the Crime Commr’ sion focused on tae
years 1971 and 1972, when the new administration was allegedly establishing ics
“‘political collections’’ network within the PennDOT structure. If the allegations
proved true, the more contractual services let by PennDOT, the more income re-
ceived by the county political party in power. *

3. None of the information received by the Gleason Committee pertaining to Cambria County
was received unider oath,

4. On August 2, 1972, the PennDOT District Engineer for the cistrict covering Cambria County
was interviewed by the Justice Department. The District Engineei furnished the following figures
from his records to compare the volume of contractual services within the various counties in his dis-
trict:

Road
District Miles 1969/70 1970/71 1971/72
9-1—Bedford County 828 h) $113,658.10 $103,710.77
9-2—Blair County 454 153,156.64 100,648.27
9-3—Cambria County 654 590,435.74 577,496.99 469,965.1 4
9-4—Fulton County 368 18,527.7¢ 26,947.0'5
9-5~Huniingdon County 686 £3,713.39 80,009.6 1
9-7—Somerset County 949 370,243.88 327,038.89 327,224.83
City of Johnstown— 32,008.86 17,065.30

Cambria County

It was pointed out that in the years 1969/70, 1970771, and 1971/72, Cambria County, with 654
road miles, spent $220,191.86, $250,458.10, and $142,740.31 more for contractual services than the
next highest County, Somerset, a County which has substantially more road miles. The District Engi-
neer stated he had no ready explanation why Cambria County had to depend more on contractual
services than other counties. He added that it would be advisable to investigate and determine whether
contractual services were being abused in Cambria County.
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Percentage Contributors

The Crime Commission obtained cancelled checks and microfilms of can-
celled checks payable to the Cambria County Democratic Committee from var-
ious lessors and the Committee’s bank. * These checks from the lessors to the
Committee were compared with the PennDOT payments received by those lessors
during the first few months of 1971. This reconciliation demonstrated the exist-
ence of a correlation between the amount the lessors contributed to the Demo-
cratic Party and the amount the lessors received from PennDOT in payment for
leased equipment. In many cases, the political contributions equaled exactly 5%
of the State remiitance. The following chart illustrates this relationship.

PennDOT Pay Period 1/31/71

PennDOT Lessor Contribution Date of

Payment 5% of to Cambria County Contribution
Lessor to Lessor Payment Democratic Comm. Check
Lessor A $3,711.50 $185.58 $185.00 2/05/71
Lessor B 816.00 40.80 41.00 2/04/71
Lessor C 1,056.00 52.80 52.80 2/03/71
Lessor D* 1,310.00 65.50 65.50 2/03/71
LessorE 768.00 38.40 38.40 2/03/71
Lessor F 800.00 40.00 40.00 2/16/71

*Lessor D received a total payment of $4,730.00. This arnount represented
work done during four pay periods at the end of 1970 and the beginning of 1971.
The figure $1,310.00, represents work done in 1971.

Lessor A
Lessor G
Lessor B
Lessor C
Lessor H
Lessor D
Lessor I

Lessor J

LessorJ

Lessor K

$7,175.00
8,237.00
1,516.00
2,5506.00
1,343.00
2,420.00
4,120.00
1,840.50
1,040.00
2,768.00*

$358.75
411.85
75.80
127.50
67.15
121.00
206.00
92.03
52.00
138.00

PennDOT Pay Period 1/27/71

$358.75
411.85
75.00
127.50
67.00
121.00
206.00
90.00
52.00
138.00

2/19/71
2/18/71
3/03/71
2/19/71
2/18/71
2/19/71
2/18/71
2/20/71
2/18/71
2/25/71

*Tkis total represents payment for work done during the pay periods of
1/13/71 and 1/27/71.

5. The Crime Commission’s investigation was based on its analysis of official PennDOT records,
financial information received from the County Democratic Committee and financial records sub-
poenaed from various banks and lessors of equipment. In addition, the Crime Commission conducted
interviews and private hearings to receive the statements of lessors, PennDOT employees and staff
members of the Democratic Committée,
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PennDOT Pay Period 2/10/71

Lessor K $3,925.00 $£196.25 $196.25 3/10/71
Lessor C 2,740.09 137.00 ' 137.00 3/10/71
Lessor H 2,591.00 129.25 129.00 3/10/71
Lessor F 1,100.00 55.00 52.00 3/12/1
‘ PennDOT Pay Period 2/24/71
Lessor B $1,344.00 $ 67.20 $ 67.00 3/23/71
Lessor H 1,482.00 74,10 70.00 3/17/71
Lessor L 3,395.00 169.75 169.75 3/18/71
Lessor F 1,280.00 64.00 64.00 3/15/71

The extent of the payments may be illustrated by focusing upon a particular
pay period. The Commission, at random, chose the January 27, 1971, period.
Based upon available records, at ieast 40% of the lessors in Cambria County
made & percentage contribution to the Cambria County Democratic Committee
for that pay period. These lessors received 35% of the monies paid to lessors by
PennDOT during this period. ¢

The Crime Commission has found that not all lessors made percentage con-
tributions, thus indicating that making kickbacks was not the only way to do
business with PennDOT. However, a large number of lessors had been drawn
into the system of political collections and had been led to fear that they would
not be able to continue to do business with PennDOT without making such pay-
mentg,

Methad of Collection

Prior to 1971, PennDOT payment checks were distributed directly to the less-
ors of equipment by mail. However, the Crime Commission discovered that in
1971, there was some deviation from thi: method of payment. -«

Lessor K stated that early in 1971, he was visited by John George, an Assistant
Superintendent of the PennDOT maintenance shed in Cambria County. Lessor K
stated that George arrived at K’s place of business with K’s PennDOT checks in
an envelope. On the envelope a figure was written which amounted to 5% of the
PennDOT checks inside the envelope. This was the amount Lessor K subse-
quently contributed to the Cambria County Democratic Committee. ’

Another instance of hand delivered payment checks involved Lessor F-1 and
his business partner F-2. Lessor F-2 handled most of the partnership’s financial

6. More contribution checks may exist for this ray period and the other pay peariods exhibited in
the chart. The Commission's search of the bank's microfilm records was not a complete day-by-day
search from January 1, 1971 to the end of the snow removal season of that winter, Selected dates were
singled out to maximize success of the search. There still exist other bank dates for which records were
not reviewed. In addition, cash contributions could have been made by other lessors.

7. Lessor K recalfed paying George in cash. However, after confrornting Lessor K with two
checks payable to the Committee uncovered by the Crime Commission, Lessor K verified the checks
as his own.

Interviews with Lessor K, November 6, 1975 and February 2, 1976, [hereinasiey referred to as
Interviews with Lessor KJ.
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transactions with the State, However, Lessor F-1 recalled in his testimony before
the Crime Commission that in the beginning of 1971, six weeks” worth of Penn-
DOT checks had not been received by the partnership. Lessor F-2 had been ad-
vised by PennDOT to go to the maintenance shed to pick up the withheld checks.
However, since he had always received the checks by mail under the previous ad-
ministration, F-2 refused to go to the shed. Eventually, John George came to the
lessors’ place of business with the checks and a request for a donation to the
Democratic Party in the amount of 5% of the total of the PennDOT checks. On
this and other occasions, when John George arrived with the PennDQT checks,
these lessors paid 5% of the checks’ value to the Democratic Party. ®

Lesscr M stated that when the Democratic Party tock over, John Geerge

" came to his house with a check for work done by Lessor M while the Republicans

were still in office, George told Lessor M that a 5% kickback was required.
Lessor M refused to pay the 5% to the Democrats for work done under the
Republicans. Lessor M admits that he did pay 5% to John George for all work he
received under the Democrats. Lessor M said that whenever he got a call to come
to the PennDOT shed to pick up his check, he always made sure to take enough
cash with him to cover the 5%. John George always had Lessor M’s check in an
envelope with a notation on the envelope showing the amount of the required
kickback. Lessor M gave George the cash, and George turned over the check,
while at the same time destroying the envelope. °

In other cases, PennDOT checks were still mailed by PennDOT to the lessor.
However, percentage payments were still .collected by John George. Lessor A-1
received his payments by mail. In his testimony, Lessor A-1 could not recall who
it was who made the initial request to him for the 5% payments, but he clearly
remembered that it was John George who collected the money for the Party. °

8. The Crime Commission has interviewed numerous lessors of eguipment. Many of these lessors
vehemently denied making percentage payments to the Democratic Commitiee, When some of these
lessors were confronted with their own donation checks obtained by the Crime Commission from the
Committee’s bank, some lessors then admitted that they did indeed miake percentage payments. A few
lessors stated that these percentage payments were only a ‘‘one-time thing.”' However, several lessors
continued to deny that they or anyone else calgulated their donations to the Democratic Party based
on a percentage.

9. Lessor M statement to Justice Department, June 7, 1972,
10.

Q: So it was a fact that during the year 1971, you were expected or it was demanded of you
that you contribute 5% of the income you received from PennDOT.
A: That’s right.
- % * * *
Q: You don’t recall the person who first informed you of that in 1971, but you do remem-
ber that it was Mr. George who collected most of the payments, is that correct?
A: That’s correct,

Testimony of Lessor A-1 before the Pennsylvania Crime Commission, January 9, 1976, N.T. 108
{hereinafter referred to as Lessor A-1].
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Percentage Checks Cashed
by the Democratic Committee

Generally, the lessor contribution checks were treated differently than the
non-lessor contribution checks. The lessor checks were cashed by the Cambria
County Democratic Committee; the non-lesser checks were deposited into the
Committee’s bank account.

All of the lessor percentage checks listed in the preceding chart were handled
in that manner. The checks were co-endorsed with the handwritten signature of
John Torquato, Chairman of the Cambria County Democratic Committee, On a
number of occasions in early 1971, lessor checks made payable to the Democratic
Committee were cashed by the Committee on the samme day that non-lessor checks
were deposited by the Committee. ' It appears that some of the proceeds of the
lessor checks that were cashed may have gone into the Committe’s bank account.

Checks Cashed and Checks
and Cask Deposited the Same Day

2/3/1
Deposit Slip Entries;
Cash $406.00
Checks 19115
Total Deposit $597.15
Committee Checks Cashed the Same Day:
Payor:
Lessor F ) “ $ 52.00
Lessor J N _ 90.00
Total Cashed . $142.00
3/1/N
Deposit Slip Entries:
Cash $276.00
Change 5.55
Checks 205.59
‘Total Deposit $487.14
Comunittee Checks Cashed:
Payor:
Lessor K $196.25
Lessor C 137.00
Lessor B 15.00
Lessor H 125.00
Total Cashed $537.25
3/18/71
Deposit Slip Entries:
Cash $287.00
Change 2.50
Checks 128.67
Total Deposits $418.17
Committee Checks Cashed:
Payor:
LessorJ $ 64.00
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Even if the proceeds were handled as cash and'then deposited as cash, there were
stili more checks converted to cash than there were cash deposits. For example,
during the period February 22-March 11, 1971, $1,970.85 worth of checks pay-
able to the Democratic Committee were cashed. Cash deposits into the account
during this period totaled only $1,380.00.

Change in Structure: Cash Only

The Crime Comiaission’s inquiry revealed a significant change in the struc-
ture of percentage contributions during the 1971-1972 snow removal season: the
Democratic County Commiitee no longer would accept checks for percentage
payments and insisted on cash only.

During the 1971-1972 winter season, Lessor K attempted tc pay John George
with a percentage check. George refused to accept the check, stating that *“John
doesn’t want any checks.”’ ' Lessor K assumed that George was referring to
John Torquato, Chairman of the Cambria County Democratic Committee, '*

Lessor K recalled one incident when he did not have enough cash on hand for
the percentage payment:

John (George) waited while I went to the Portage bank and cashed a
PennDOT check, 1t was for less than the amount owed so I added some
other cash I had and gave the payment to George. George told me that
he once made a mistake on the amount he collected from another fore-
man and that John made him pay the difference. 4

Lessor F-1 had been advised by his partner, Lessor F-2, that John George
would not accert checks for the contributions, only cash. On ore occasion,
George made a teiephone call from the garage of the lessors to ask if it would be
permissible to accept a check from the lessois for the Party, '*

Lessor A-1 began his percentage contributions to the Democratic Committee
by issuing two checks, Then, like the others, the system changed to a cash basis,

Q: Who informed you that the payments were to be made in cash, The
first two payments were by check. Who informed you that they were
to be made in cash?

A: Ibelieve Johnny,
Q: Johnny George?

12. Lessor K's bookkeeper was a witness to this conversation between Lesso: K and the Assisiunt
Superintendent.

A cancelled check in the possessicn of the Crime Commission sitows that Lessor K had written
the word ‘‘kickback’ on the memo notation of a check payable to the Cambria County Demncratic
Committee,

13, Interviews with Lessor K,

14. Ibid.

15, Lessor F-2 did not know to whom John George placed the call, but, at the tirne, he assumed
that George telephoned John Torquato,
Sworp statement of Lessor F-1 to the Pennsylvania Crime Commission, January 28, 1976,
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A: Yes. Maybe the first time we gave him a check because we didn’t
have the cash and 1 am not mistaken, {my partner] gave it to him.
He stopped in and—1 believe it was $100 and 1 told [my partner] to
give it to him.

After that, I believe he said all right, he wanted cash. He said they
would rather have it in cash then,

Mr. George said that?
A: Yes.

Q: You offered to give him a check equal to the 5% of the income re-
ceived from PennDOT, and he told you no, that he would rather
have cash?

A: Yes. 'S

LS

Lessor M recalls receiving his PennDOT payment check from John George in
April, 1972. When Lessor M went to make out a check for the amount of the 5%
kickback, George said, ‘‘No dice, John wants cash.”’ 7

Change in Substance: Percentage Increase

The year 1972, witnessed a further alterstion in percentage payments: the per-
centage to be contributed jumped from 5% to 10%. Lessors have testified before
the Crime Commission that John George notified them of the increase in percant-
age in January, 1972, and that George continued to collect the contributions, '*

While Lessor A-1 continued to make his percentage payments to the Demo-
cratic Party, Lessor K balked at paying the increased pertentage during the 1973-
1973 winter season. At that time, Lessor K received PennDOT payment checks
totalling approximately $1,300. Lessor K deposited these checks without paying a
percentage contribution. Lessor K recalls receiving a telephone call from an un-

16. Lessor A-1,N.T, 113-114,

17. Lessor M, written statement to Justice Department, 1972,

18,

. Butin 1972, the system changed. You were expected to give 10%.

. Yes, then Johnny George came down,

: He was the one that came down and told you it was now expected of you to contribute

10%, is that right?

Yes.

: Did he tell you in December or when did he tell you the payments were going 1o increase,

in January of 15722

1 Henever told me until | first got the check or something like that.

When he came to coliect from you, he told you then?

: That’s right. Mr. George continued to collect the payments.

: It was Mr. George who informed you about the increase i 10% from 1972 #nd he con-
tinued to collect most of the payments, is that correct?

A: That’s correct.

Lessor A-1, N.T. 105-106.

e 2=

Qror O
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identified person asking about K’s contributions. The caller advised K that
“somebody would be by.”” A PennDOT employee, Roy Kehn, did come to Les-
sor X's office but X did not make a contribution. Lessor K continued,

Later, Kehn and a PennDOT Foreman named Leginaie, returned,
but they couid not find me. Then, Assistant Superintendent Maruca
came. That’s when I decided not to make any more payments. I put my
PennDOT agreements in an envelope and told Maruca that 1 no longer
wanted to do business with the State and that there would be no pay-
ments. Maruca asked if I had made any arrangements with John, I
understood him to mean John Torquate. I answered that I had none. |
have not leased equipment to the State since thai time, '*

Lessors who began to lease equipment to the State in 1972, were promptly ad-
vised of a 10% contribution. Lessor N-1 stated that he received his first Penn-
DOT check in 1972. The check was personally delivered to Lessor N-1 by John
George, who aglvised N-1 that a 10% cash payment was required. When Lessor
N-1 asked where the money was going, John George replied that it was ‘‘John’s’
money. Lessor N-! assumed that George was referring to John Torquato. George
continued to personally deliver N-1’s PennDOT checks and collect N-1’s percent-
age contributions during 1972,

Non-Fercentage Contributions

In addition {o the percentage contributions, lessors of equipment to the State
were also requested to purchase advertisements and tickets to various political
functions. Lessor A-1 recalled paying approximately $100 a year for advertise-
ments in the Democratic dinner book. He remembered paying almost $200 more
in 1973 for democratic dinner tickets. Lessor K and other lessors whoin the Crime
Commission identified as having indde percentage donations have indicated to
the Commission that they made additional donations to the County Democratic
Party for raffle and dinner tickets.

il. Personnel
Patronage-Getting a Job With PennDOT

In Cambria County, more often than not, the criterion for getting a job with
PennDOT has been one’s political sponsorship rather than one’s work-related
qualifications. When an individual sought work with PennDOT, that individual
would not necessarily go to PennDOT offices. Rather, the individual sought out
the local County Chairperson of the party in power. This Chairperson had no
official position with PennDOT, but yet had job application forms at a party
headquarters. John George, who has worked for PennDOT under the adminis-
tration of Governors Scranton, Shafer and Shapp, explained to the Crime Com-
mission that getting a job with PennDOT is in fact, getting a political job:

19, Interviews with Lessor K.
20. Interview with Lessor N-1, February 4, 1976.
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: What was the procedure for receiving the job in the Department of

Transportation from the beginning of the Scranton administration?
Who did you see and what thereafter transpired?

: Then you had to see Gleason {the Republican Chairman]. You had

to see the County Chairman, It was all political. [f you are famiiiar
with political jobs, you know how it is done,

* * * * *
And you went to Mr. Gleason?
Yes.
And you indicated to him you wanted the job?

Yes, certainly.

: And what did he say to you?

> ... He said to me, ‘I think we are going to get a governor, and 1

would like you to work the polls with us and help us out politically,
work the polls. We don’t have any Republicans in vour area.”

* L * * *

: Were you registered with any political party at that time before you

saw Mr. Gleason?

: I was a Democrat, yes.

: You were a registered Democrat?

Yes.

¢+ Did he indicate to you that you would have to change your registra-

tion?

: He said to me, ‘‘I wish you would,”’ They needed some Republican

support in the area of town 1 live in.
* * * * *

: Did you have an intervicw with anyone with Department of Trans-
- portation prior to being hired?

No.

: How were you informed that you received the position?

: 1 filled an application and I had a call from the Department of

Transportation.
You filled out the application and gave it to whom?
To Mr. Gieason. . , !

21, Testimony of John George before the Pennsylvania Crime Commission, February 12, 1976,
N. T. 32-37, [hereinafter referrad to as George).
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Apparently, the system of political sponsorship is engrained in the traditional
structure of State government; it is not endemic to any one party. John Torquato,
Chairman of the Cambria County Democratic Committee, admitted that these
government jobs are used by the Democrats as political appointments, Torquato
testified:

Q: [D]o you know wiio hires the employees for PennDOT in Cambria
County?

A! Yes,
Q: Who would that have been?
A

I can make recommendations and the recommendation has to go to |
Harrisburg and, of course, the Secretary of Highways hires them. ‘

* * * * *

at PennDOT?

A: Ia our County, they do one thing, We have a committeeman and
woman in each precinct. We have a District Chairman who may
have 10 precincts under him and if soniebody wants a job and they
are qualified, they go back to the District Chairman and they sign
the application and the District Chairman presents it to us and we in
turn, send it to the Governor’s personnel.

Q: Do you know where an applicant would get an application for a job
\
|
|

Q: Do you have applications in your office?
* * * * *
A: So does (sic) all the committeemen and women have applications.
(2: Do you have applications? |
A: Yes. ‘ |

» * * * *

Q: In gencral, an applicant would go to a political worker, fill out an
application?

: Yes.

R 2

Would he retucn it to you?
A Yes.

Q: Someone in the Democratic Party would make a recommendation to
Harrisburg and that person would be hired, and oftentimes without
any interview at PennDOT itself, is that correct?

|
|
|
1
: That’s right. :

>

Q: In other words, thege would be political jobs?
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A: They are political jobs. *?

John George explained that at the change to a Democratic administration in
1971, the workers at PenDOT feared the loss of their jobs:

Q: You indicated that when Governor Shapp was elected, you believed
that you were going to lose your job, is that correct?

A: Yes, sir.

* * * *® *

Q: Now, you had fear for loss of your job at what point?

A: Well, when the administration changed. You see, T don’t know if
you know this or not, Cambria County is a small County. And when
the administration was changed, everybody was let go. This in-
cluded the laborers, truck drivers, foremen. The superintendents
was the first, and the assistants were next, and all the foremen,
everybody was fired. Everybody, the whole County was
fired. ... ?

Voter Registration

In the first weeks of 1971, when the Democrats were preparing to assume the
reins of government in Harrisburg, John Torquato, the Democratic Chairman in
Cambria County, was preparing to assume control of government jobs in the
County. Although Mr. Torquato had absolutely no official connection with
PennDOT, in January, 1971, he sent out letters to all PennDOT employees on the
letterhead of the Cambria County Democratic Committee, ** This letter, signed
by Torquato, instructed each employee to report to Torquato’s office at Demo-
cratic headquarters in Ebensburg on a particular date. The reason for the
arranged meeting was stated in the letter as follows, ‘‘We would like to talk to
you about continuing you in your present position with the Commonwealth of
Pennsylvania.’’

At that meeting, Torquato explained that he wantec the employees to give the
same loyalty to the Democratic Party that they had given to the GOP. Torquato
suggested that the employees change their party registration to Democratic. In
addition, the ¢mployees were instructed to obtain the endorsement of their
District Democratic Chairperson and their Precinct Committeeperson. 1f they did
s0, Torguato assured them they would be retained in their jobs.

In fact, from February, 1971, to August, 1971, 57 PennDOT employees in -
Cambria County were terminated because of what PennDOT records describe as
“‘dismissed due to reorganization.”’ *¢ It appears that most employees followed

22. Testimony of John Torquato before the Fennsylvania Crime Commission, March 9, 1976,
N. T, 54-59, {hereinafter referred to as Torquato].

23. George, N, T. 37-38.

24, George, N. T. 89.

25. George, Exhibit 1.

26. In testifying before the Crime Commission, Torquato expressed astonishment that §7
employees had been fired. However, he admitted that four or five employees had been fired because
they did not acknowledge Torquato’s letter to report to the meeting. Torquato, N. T. 62-65.
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Torquato’s instructions; the voter registration records indicate that from 1971 to
early 1973, out of 164 persons listed on the rolls of Cambria County PennDOT,
117 changed their Party registration from Republican to Democrat. Upon com-
pletion of Torquato’s stated requirements, the employees were retained by Penn-
DOT. A letter from Torquato {on Democratic Committee stationery) was sent to
the employees acknowledging their retention, ?* Thus, John Torquato, a person
who had no official position with the State Department of Transportation and
who owed no official duty to the citizens of Pennsylvania, by virtue of being
Chairman of « political party, played a major role in the process of deciding who
would be on the State payroll,

Percentage Contributions

At the January, 1971, mecting called by Torquato, he reminded the employees
that it takes a lot of money to run a political party and that he wanted them to
make monetary contributions to his Democratic Party. Few PennDOT employees
were surprised by the statement, .

Severai PerinDOT employees of long standing have explained that political
contributions were part of the PennDOT employment scene. 2* Under the Repub-
lican administration which controlled PennDOT in Cambria County until 1971,
employees were required to make a kickback of 2% of gross pay out of every bi-
weekly paycheck to Robert Gleason, Chairman of the County GOP. These 2%
kickbacks were collected by a fellow PennDOT employee, Ernie Gibson, who
kept a ‘‘black book’’ detailing an account of each employee’s payments to the
Party. The employees agreed that the 2% kickback requirement was continued
under the Torquato Democratic regime in 1971, with Ernie Gibson continuing to
collect until his death * and John George then taking over as collection agent.

27, Torquato’s letter read as follows:

My dear, _—

1 wish to thank you for sending your application to me that you had duiy endorsed by
your District Chairman, Committeemar: and Committeewoman. [ have this day notified
Governor Shapp that you have received my endorsement for continual employment at the
institution you are now working in.

In the meantime, ! would appreciate it if you would get as many peaple in your family
to register as Der:iocrats as it will enable us to have a stronger Democratic Party.

George, Exhibit II.

28. Statements and Findings of Fact—Gleason Report and 1972 Justice Department Investiga-
tion—Statements of employees A, B, C, D, E, ¥, G, H, 1, J and K,

29. In 1968, Ernie Gibson worked in the PennDOT paint shop and scted as the Republican
Party’s collection agent. In 1972, Gibson worked from a desk in the garage foreman's office and was
collection agent for the Democratic Party.

A Justice Department investigator who interviewed Gibson in 1972, described Gibson’s “*hlack
book.”’

[The book was}] of the ledger type with numbered pages. Across the top margin, dates were
entered which appeared to be broken down by the week, Gibson explained the dates indi-
cated biweekly pay and overtime pay periods. In the left margin were the names of
employees and continuing across the page were entrics ranging from three to seven, indicas-
ing dollar amounts contributed by each individual during that period.,

Gibson explained to the investigator that “‘this enry indicated the percentage of the employee’s gross
pay - $1 for every $50 earned.’*

Gibson was advised that the book might be required as evidence and that it shouid be kept and
safeguarded by Gibson. One day later, the book was *‘missing’’ and to date, has not been located.,
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Under the Republicans, the 2% payment was a conditian to continued employ-
ment. But under Torquato, because of a law suit brought following unionization
efforts in 1471, there was a variation in the consequences of not contributing.
Failure to pay under the Democrats rieant being transferred to less desirable
assignments, receiving a decrease in ¢vertime, and/or being passed over for pre-
motion.

The Crime Commission has received statements from many employees to the
effect that they were warned by PennDOT management and in some cases by
Torquato himself, that they would be sorry if they did not contribute. *® Pressure
and harassment by management and/or Torquato were common complaints in
these eniployee statements. ¥

In February, 1972, a meeting was held to discuss the problem of macing of
Cambria County PennDOT employees. In attendance were the president of ihe
union local, the union shop steward, a union representative, John George, and
PennDOT Assistant Superintendent Anthony Maruca. ** John George was told
that if he would not pressure the men, they would probably make voluntary
donations at election time. Those in attendance report that George replied,

This is not the way he wants it, he wants 2% every pay period, **

* * * * *

What the hieck, they go to lunch at eleven, go home at 2:30 p. m., get
five gallons of gas a day, why can’t they give 2%.

‘While the Crime Commission has only found a small number of employees
who actuallly suffered the consequences for not contributing, a substantially
large number of employees appeared to belicve that their jobs and security
depended on their faithfully contributing 2%. Even after the unionization effort,
one employee estimated that fully 80% of all Cambria County PennDOT em-
ployees were contributing 2% biweekly to the Democrats. Most employees knew
how the system had worked for many years and had no reason to believe that it
had changed in any way. Thus, while some employees stated that no one ever
“‘demanded”’ that they kickback 2%, these employees sincerely believed that if
they did not, they would suffer for it.

30. Employee A has stated that he was harassed by John George to pay. Employee G was told by
Torquato, ‘“You will be better off to pay.”" Employec E was told by Torquato to pay 2%, Employee J
was continually reminded of his contribution delinquenty. Employee L was told thax transfer is pos-
sible if he did not honor his obligation to the Party. Employee I had been told by Torquato to pay 2%
and had been approached by John George ta get *“'‘caught up’” or be terminated. Employee K was ad-
vised by a Foreman to pay 2%, Employee H said thus John George made the {ollowing commients: 1)
he did not care thar macing was illegal; 2) Torquato does not want donations at election time, he
waiits 2% every payday,

31. Thesituation appeared to be quite compelling. On April 3, 1972, counsel for the 4nion which
organized Cambria County PennDOT, wrote a letter to the State Attorney General, protesting the
macing of employees and requesting an investigation,

32. John Torquato was expected to attend this meeting but failed to show up. The participants
did tatk to him by tclephone during the meeting.

33. Those attending the meeting say that john George was referring to John Torquato when
George said, “He, . .”
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iii. Election Code Repoiting
Requirements

Every political committee must, within 30 days after every primary and
general election, file a statement if aggregate receipts or disbursements and lia-
bilities exceed the sum of $150. This statement is suprosed to be a full, true and
detailed account of each and all of the receipts, expenditures, disbursements and
unpaid debts and obligations of the committee. *¢

Accordingly, all receipts of a political committee, including lessor and
employee percentage contributions, and all disbursements by the committee
should be reported under the Election Code.

Reconciliation of Bank
Records and Election Records

In Cambria County in 1970, the reconciliation between the income of the
Democratic Committee as reported in bank statements and the electicsy reporting
statement reveals an excess of $1,000 on the election statement. However, in
1971, when the Democrats took over the State administration, Cambria County
Democratic Committee records disclose an excess of $25,000 of bank deposits
over the income reported on the Committee’s election statement, In 1972, the in-
come figures are almost evenly matched. In 1973, there is an excess of $5,000 in
bank deposits over receipts reported on the election statement.

In terms of disbursements, again the bank records are not in agreement with
the election statements filed by the Committee. In 1971 and 1972, disbursements
according to bank records exceed by approximately $5,000 the expenditures re-
ported on the election statement. The year 1973, however, reveals a startling
amount of almost $18,000 excess of bank disbursements over reported Election
Code expenditures,

John Torquato and the bank records differ as to when the Party received
funds. Torquato testified that the Democratic Committee in the County did not
receive significant amounis of money during the first half of any given year.
Torquato said that only ‘“Dollars for Democrats’’ tickets are sold throughout the
year. However, bank recorils of the Committee show a different story. In the
monthly periods January through June of 1570 through 1973, the Democratic
Committee deposited the following amounts respectively: $10,531.01,
$12,245.72, $10,276.70 and $7,564.22.

The election statement for the Cambria County Democratic Committee for
the general election in 1971, (primary election account was filed with no receipts

'
-

Cad

34, July 17, 1973, P. L. 266, §1 as amended, 25 P, S. §3227.

Every such account should be accompanied by vouchers for all sums expended, amounting to
more than ten dollars. The accounts concerning primary or election expenses incurred in regard to
candidates for public offices to be voted for by the electors of the State at large are filed in the office
of the Secretary of the Commonwealth, The accounts relating 1o other public offices are filed in the
office of the County Board of Elections of the county wherein the candidate resides.
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or expenditures), ** showed thz earliest contribution received on August 2, 1971,
This excludes the “Dollars for Democrats’ which is a lump sum figure and does
not list individual contributions or dates. The total 1971 amount received from
the “‘Dollars for Democrats’ is less than just the January through June deposits
mentioned above.

The earliest reported contribution in the general election report in 1972, was
July 17, 1972, (No primary account was filed.) The deposits made prior to this
date far excced the “Dollars for Democrats’® total-—$10,276.70 to $7,882.50.
Again, in 1973, the ‘“‘Dollars for Democrats’* was exceeded by the half year bank
deposits. The earliest listed contribution was July 23, 1973. Therefore, it is in-
conceivable that the ““Dollars for Democrats®’ income would account for all the
deposited funds prior to the earliest reported contribution date.

Misreporting and Nonreporting

While some of the non-percentage contributions were properly recorded on
the Election Code statement, many were not. *¢ However, none of the percentage
contributions made to the Party by lessors of equipment and PennDOT employ-
ees appears on the Party’s Election Code statements despite the law’s mandate to
report in detail all political contributions.

b. Montour County

The investigation in Montour County did not indicate any solicitation of les-
sors. Montour County PennDOT utilizes virtually no leased equipment.

i. Patronage

After the 1970 gubernatorial election, Paul Becker, then Chairman of the
Montour County Democratic Committee, although holding no official PennDOT
position, completely took control of employment for the PennDOT district. *
Numerous interviews with PennDOT eniployees revealed that job applicanis
generally were required to see Paul Becker as the first step in the employment pro-
cess. Becker often informed the applicant that an immediate monetary contri-
bution and an ‘‘assessment to be determined at a later date’’ would secure a job at

35. While primary election reports 1971 through: 1973, indicate no receipts or expenses, Commit-
tee bank records indicate that money was received and expended in the periods prior to the primaries
in each of those years,

36. For example:

a) Alessor’s $100 check in 1971, was not reported on the 1971 campaign report although the
check had been cashed by the Party. The contribution later appears on a 1972 campaign report.

b) Alessor’s $100 check in 1971, was cashed by the Party. On the 1971 campaign report, it is
listed as a $50 contribution.

c) A lessor contributed a $200 check and a $100 check during the same week in 1972, While
hoth checks were cashed by the Party, only the $200 contribution appears on the campaign report.

37. As of 1977, Paul Becker retained control of patronage appointments in Montour County

¢ven though he was ousted from the Office of Chairman of the Montour County Democratic Com-
rhittee,
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PennDOT. In some cases, Becker also instructed the applicant to secure new
registrants for the Democratic Party. ** During this hiring process, the appli-
cant’s worth to the party was more important than the applicant’s worth to Penn-
DOT. As one employee described his application interview with Becker:
‘¢, . . [He] never questioned me about my qualifications for the job but gave it to
me on the basis of the number of people I got to register Democratic.”’

A former PennDOT Supervisor, Employee Z, has described to the Crime
Commission the strength of Becker’s role in hiring PennDOT employees. The
former Supervisor stated that there were times when he was told by PennDOT
Personnel Managers in Harrisburg that the Supervisor could not hire additional
workers for Montour County. The basis of this order was lack of money and lack
of job openings. On occasion, during the hiring freeze, Becker would tell the
Supervisor to place someone of Becker’s choice on the payroll, assuring Z that
he, Becker, would take care of PennDOT personnel in Harrisburg. Invariably,
the hiring of Becker’s choice would be subsequently approved by Harrisburg.
Thus, what Z, a Montour county PennDOT Superviscr, could not do, Paul
Becker, not employed by Montour County PennDOT in any way, could, by vir-
ture of the political system, **

In his testimony before the Crime Commission, Becker denied having control
over paironage jobs at PennDOT. He described his role in the hiri. process as
merely making recommendations to Harrisburg. However, Becker did admit that
he had PennDOT application forms in his office, that he did provide these forms
to job aspirants, and that he did forward the applications to Harrisburg along
with his written recommendations. ** The Crime Commission discovered that
from the end of 1970, (when the Democratic Party assumed the reins of State
government), until the middle of 1972, approximately two-thirds of the Montour
County PennDOT employees were fired because of ‘‘dismissal due to reorganiza-
tion."’ Becker was asked:

Q: Would you say that the 41 employees who were téerminated because
of reorganization were registered Republicans?

A Ithink that is a fair assumption. *'

From November, 1970, to May, 1973, there were 13 Montour County Penn-
DOT employees promoted. All 13 were registered Democrats. There were 67
appointments to PennDOT in that period. Virtually all were registered Demo-
crats. Paul Becker was asked about this:

—

38, The Commission examined many statements by PennDOT employees in the County. The
statements were obtained by the Division of Investigations of PennDOT, and by the Gleason Commit-
tee. Most of the statements confirmed the procedure described.

39. Interview with Employee Z, September 23, 1975,

40, Testimony of Paul Becker before the Pennsylvania Crime Commission, December 10, 1975,
N, T. 15, fhereinafter referred to as Becker].
41, Id., ar28.
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Q: In other words, the PennDOT hiring, firing, personnel actions as of
this period are largely based on political considerations, would that
be a fair statement?

A: Thatisright. ¢

And While Becker firmly denied having control of the patronage, his re-
sponses to questions about Party finances indicate that control of County patron-
age played a large role in the prosperity of his Party.

The Crime Commission determined that deposits made in the Montour
County Democratic Committee bank account were approximately as follows:

1966 --$ 1,600 Party not in power
1967 — 3 3,400 Party not in power
1968 — § 1,800 Party not in power
1969 —§ 3,150 " Party not in power
1970 —§ 2,900 Party not in power
1971 — $11,000 Party in power
1972 — % 9,000 Party in power
1973 — $14,600 Party in power

Becker explained that this sharp increase in deposits was due to ‘‘incentive.”’

Q: Is alarge part of that incentive the fact that the Democratic Party in
1971, had patronage jobs available?

|

\

| A: Precisely, you know, That is the incentive I am talking about.

; * ® * * »*

|

} Q: [Tthe Party finances, Republican or Democrat, are tied largely to

whether there are patronage jobs available; whichever Party has the
patronage jobs prospers and the other Party does not prosper?

A: You know, it is just as simple as that. 4

ii. Politicai Contributions

Political contributions to the Montour County Democratic Committee by
PennDOT employees seemed to be accepted by the workers as a condition to
employment and promotion,

Paul Becker counted on this acceptance when in 1971 and 1972, he mailed out
letters to all State employees working in Montour County. These letters, typed on
County Democratic Committee stationery, stated that the Party’s suggested
“‘Donation for all State Employees is 1% of their salary under $5,000 and 1 1/2%
over $5,000.” Although Becker held no position with PennDOT, it appears that
he knew the salary of each PennDOT employee, for on each of these letters, the
amount of the donation was filled in the blank following the words, ‘‘Your
Donation for 1971 would be $____.’" At the end of each letter, Becker added,

42, 1d., at91,
43, Id., a1 52-53.
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““[P]lease note that this is your total responsibility for the year.”” It appears that
the employees did not question what relationship their State salaries had to their
contributions to a political party. They knew that their State jobs were controlled
by the Party and that contributions were part of the system of control.

PennDOT employees were often reminded of the power of the Party in rela-
tion to job security. Employee A tells of the time in 1973, he was approached by
PennDOT Assistant Superintendent Garner Mapston, Mapston inferred to A
that layoffs were imminent at PennDOT but a donation to the Montour County
Democratic Party would enhance A's chances of remaining on the payroll.
Mapston gave A a slip of paper on which the numerals ‘27" were written.
Mapston said that this was A’'s ‘‘assessment.”’” A was reminded by Mapston on
many occasions of that assessment until A finally gave Mapston $27 in cash. *

Employee B has stated that Paul Recker advised B that the “‘assessment’’ for a
PennDOT skilled laborer is $260. B stated that he received phone calls every other
day and an occasional visit on his job site from Becker with reminders of this
assessment. *°

Employee C was told by Becker that C’s PennDOT position called for an
“‘assessment’’ of $200. During this conversation, Becker cited instances to C
where failure to make asessment payments had resulted in PennDOT dis-
missals, *¢

Employee E was approached by Garner Mapston, who relayed a message
from Becker, indicating E’s total assessment would include (1) $150 for a pro-
motion, (2) $150 to Becker for the Montour County Democratic Committee, and
(3) an additional $100 for the State Democratic Committee. After several re-
minders from Becker, E paid the “assessmenis.’” One monih later, E was
promoted, *’

Crime Commission files contain evidence of numerous other instances where
pressure for contributions was applied to PennDOT employees by Becker and
Mapston in return for promotions and supposed job security.

jiii. The Century Club

In 1972, the Union began to organize the PennDOT workers in Montour
County. Numerous PennDOT employees have testified that the workers gradu-
ally developed a sense of job security apart from their political and financial con-
nections with Paul Becker and the local Democratic Party. Becker ! +.self admits
that unionization had a definite negative effect on the receipt of potitical contri-
butions, ** ’

Thus, in 1973, Becker and his political associates searched for a new way to
fund the local Democratic Committee. Instead of soliciting contributions on a
salary/assessment basis, Becker formed the Century Club. For the sum of $100
payable as Club dues, the Century Club member was entitled to attend various
Club functions throughtout the year. Thus, there were no longer any contri-
butions made to the Party, only Century Club membership dues. As Becker
explained it:

44, Statement of Employee A to PennDOT, July 10, 1974,
45, Statement of Employee B to PennDOT, July 10, 1974,
46. Statement of Employee C to PennDOT, July 10, 1974.
47, Statement of Employee E to PennDOT, July 11, 1974,
48, Becker, N. T. 55,
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[Wihat the Century Club does is enable you to have a input of funds
into the Party for whatever you are going to use it for, without putting
demands on anybody, you know, without asking for contributions . . .

. . . [WI]ith that we have a program book which we sell advertis-
ing . .. so between the two, you can realize enough revenue to run a
county system, *°

While this Century Club may have billed itself as a social-political club, in
fact, it was the County Democratic Committee using another name. In 1973, the
Century Club was sharing the checkbook of the Committee, ¢

By describing itself as a club, the Century Club managed to avoid reporting
under the Election Code the names of persons paying money to the County
Democratic Committee. While the Election Code would require the Committee to
list all contributors individually, all political revenue for the Commiftee went to
the Century Club in the form of dues. *“Then a single contribution was made
from the Century Club to the ... [County] Democratic Committee.”’ ¥ The
County Committee would then -file an election report showing recéipts solely
from the Century Club rather than {rom the individuals actually donating the
money.

The Crime Commission has determined that in 1974, 75% of the menibers of
Becker’s Century Club held government jobs, with 65% holding State jobs,
When confronted with these figures, Becker responded, ‘‘[W]e are not running
an Elk’s Club. We are not running a Moose club. We are running a political
club,” 2

Many allegations have been received concerning financial benefits to Penn-
DOT employees in return for their membership in the Century Club. Prior to
unionization and subsequent formation of the Century Club, employees com-
plained that they risked being fired, transferred, or passed over for promotion if
they failed to make their percentage contributions to the Party. Following
unionization, the allegations changed. The employees complained that members
of the Century Club were receiving far more PennDOT overtime work than non-
members. It was said that PennDOT was, in fact, subsidizing the Century Club
by making sure that each Century Club member received at least $100 in overtime
pay to cover the cost of Century Club dues.

The Crime Commission compared a list of Century Club members with offi-
cial overtime records for Montour County PennDOT employees. It was found
that Century Club members averaged $58.34 per year in overtime pay than the
average for all Montour County PennDOT employees working in the same job
categories. While this may indiciate a slight financial advantage to Century Club
members, it certainly does not constitute a substantial benefit and clearly does
not constitute reimbursement for Century Club dues.

49. Id., at 55.

50. In 1975, the Century Club and the Montour County Democratic Commitiee were divided be-
cause of a split in the Party. Becker was ousted as the Party Chairman, However, he still controlled
patronage in the County due Lo support from the Democratic State Committee. Becker, thus, main-
tained his own Century Club as his financial power base in the County. The new Chairman, along
with the Democratic Committee, organized a second Century Club,

S1. Becker, N, T. 69,
52. Id., a1 89.
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Thus, while Century Club membership did not necessarily bring with it riches
or special treatment, and while the Union has been successful in attaining a de-
gree of employee job security, many employees joined the Century Club,
apparently continuing to labor under the fears of prior days when political contri-
butions were the only employment security guarantees.

¢. Alleghany County
I. Leasing of Equipment
Power and Discretion

PennDOT in Allegheny County uses leased equipment foi substantial
amounts of road maintenance work. This is particularly the case during snow re-
moval seasons.

The PennDOT Superintendent has virtually uncontrolled authority to deter-
mine which owners of equipment will receive contracts from the state for road
maintenance. Assistant Superintendents and Foremen have considerable
authority in determining when equipment under contract will be called to work.
Although an owner of equipment has a contract with the State, he is not guaran-
teed any minimum number of hours of work and is dependent on good relations
with the Assistant Superintendent and the Foreman to receive work. In addition,
the Assistant Superintendent and the Foreman have considerable discretion in the
record keeping which determines the amount of money which lessors of equip-
merit received from the State.

Allegations

Road maintenance contracts are renewed biannually. Contract renewal dates
are May 15, and November 15, for six month periods. These dates roughly coin-
cide with the primary and general election periods. It was alleged that officials in
Allegheny County in the Department of Transportation used this fact to con-
siderably benefit the Democratic Party in solicitations of campaign contri-
butions. It was also suggested that since managerial personnel had poiitical re-
sponsibilities for collecting contributions, they were in the position to extort
money for their own personal benefit.

Political Solicitations Hierarchy

The responsibility of soliciting political contributions from PennDOT
employees and lessors of equipment appeared to rest with the County PennDOT
Superintendents. Sometime after the Democrats won control of the state adminis-
tration, the Superintendents of Allegheny County were called to a meeting at
which the topic under discussion was the need of the Democratic Party for
money, The Superintendents were assigned the role of collectors of campaign
funds for the Democratic Party. This meeting was organized and chaired by
Samuel Begler, Personnel Secretary of the Commonwealth. **

Y Testimony of Rocco Burello before the Peansylvania Crime Commission, Qctober 24, 1975,
N. T, 69, 73-76, [hereinafter referred to as Burello].
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The former PennDOT Superintendent of Alleghency County, Rocco Burello,
was appointed to his position in 1971, ** and attended this meeting. He said that it
was at this meeting that he learnied that as a Superintendent he would have Party
fund raising responsibilities. In carrying out his function as fund raiser, Burello
gave dinner tickets and pledge cards to the Assistant Superiritendents in
Allegheny County who were then to distribute them among the PennDOT Fore-
men. ** In turn, the Foremen would approach their respective employees. While
some Assistant Superintendents would approach lessors, generally the Foremen
were responsible for soliciting the lessors. In addition, Burello himself, having the
authority to grant contracts to lessors on behalf of the Commonwealth, madeit a
point to see every lessor of equipment regarding the purchase of Democratic
Party tickets. ¢

Political contributions from PennDOT employees and lessors would be
funneled from the subordinates to Burello. Burello submitted the money to
Harrisburg via Sam Begler. *7

Political Contributions

The Commission found evidence that making an appropriate political contri-
bution was a quid pro quo for obtaining a State leasing contract with PennDOT
in Alleghery County.

In August, 1971, Lessor B approached Superintendent Burello and asked
about the possibility of obtaining a State contract for the rental of road mainte-
nance equipment. The lessor wanted a commitment from Burello prior to pur-
chasing such costly equipment. After receiving Burello’s assurance that such a
contract would be forthcoming, Lessor B purchased a $17,000 backhoe. Howev-
er, there were numerous delays in the securing of the promised contract. The les-
sor made frequent inquiries but was continually told to wait. Finally, Burello
called the lessor to the PennDOT office and advised, ‘‘We have got the thing all
ready to go, and it’s just a matter of a couple hundred dollars to get it through.”
Burello referred to this money as a ‘‘donation’’ and claimed that the Democratic

S4. Burello received his appointment through the recommendation of Sam Begler, According to
Burello, he approached Begler and asked him for a position with PennDOT. Begler recommended
him for the job of Superintendent even though Burello’s only experience with PennDOT was a two
year long PennDOT job, 35 years prior to this appointment. Preceding the appointment, Burello had
no interview with officials of the Department of Transportation. Begler's recommendation apparently
was sufficient to secure the job for Burello. Burello, N. T, 25-31. ]

55, Testimony of Anthony Reola before the Pennsylvania Crime Commission, October 1, 1975,
N. T. 8-10, [hereinafter referred to as Reola].

56. Burello,N. T.116.

57. Beginning in 1972, Begler took an active role in supervising the collection of campaign con-
tributions for the Democratic Party for its annual dinner. Begler appointed his personal secretary,
Margaret McCann, to sct 33 tie distributor and collector of campaign funds and materials. His per-
sonal secretary in 1970, McCann, became the Supervisor of the Cigarette, Malt, Beverage Tax Depart-
ment. She described herself as being the ‘“middleman’’ between the State and the agency supervisors.
She kept a record of all pledge cards handed out to the supervisors of each State agency. She would
collect money during the week and turn it over to Begler every Sunday. McCann indicated that the
number of pledge cards a supervisor would get would be related to the number of State émployees
working under that supervisor.
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Party needed the mone . ** Lessor B offered to immediately give Burello a check
made out to “‘cash’’ for the $200, but Burello demanded cash. *° Shortly after
making this cash payment to Burello, Lessor B received his signed contract and
began to work for the State.

In addition to initially getting a State contract, political contributions appear
to have played a decisive role in renewing those contracts. The following testi-
mony indicates the interrelationship of party politics and State contract renewals:

Q: What would be the process for renewing a contract?

A: Vau had ¢ inquirs and see if you could get your piece of equipment
back on.

Q: With whom would (you) inquire and when?

A: 1 would first go to my Democratic Chairman and tell him that my
agreement is coming up (for renewal). And he would say, “We will
see if we can’t get it renewed.”’ And [ would call the Superintendent
and the same thing would go with him. ¢°

This lessor made substasntial political contributions in the form of Democratic
ticket purchases throughout his lease years and always managed to have his con-
tracts renewed. This lessor stated that the contributions were expected and that it
was only right that as he did more business and received morc income from the
State that his contribution to the Party would correspondingly increase. He ad-
mitted that had he not been leasing equipment to the State, he would not have
made the sizable political contributions that had been remitted. ¢

Lessor B related his experiences with getting a contract renewed. Burello
called Lessor B on the telephone and stated, ‘‘I have some tickets down here for
you, and I want to talk to you about your contract renewal.’’ ¢* The lessor under-
stood the implications of this phone call.

[When it was contract renewal time] they would throw a little heat
on . ... He (Burello) wanted a couple hundred dollars for the contract
. ... It was a $200 donation to him and three $100 tickets, This like—
well, April 3, was the date that I gave him the money and bought the
tickets, and my contract was up April 15, ¢

PRSI

58. Testimony of Lessor B before the Pennsylvania Crime Commission, March 11, 1975, N,T.
25, [hereinafter referred to as Lessor B,

59. ““[E]verything was always in cash, even tickets which I got a record of, and the number of
tickets, 1 couldn't give them a check for thetickets. They wanted cash.”’ 1d., at 45,

60. Testimony of Lessor C before the Pennsylvania Crime Commission, April 8, 1974, N.T, 32,

61, Id. at 68-69,

62. Burtllo stated to the Crime Commission that he never linked the purchase of tickets or polit-
ical contributipns with the renewal contracts, Lessor C, when asked whether he considered these con-
tributions as weost of doing business with the State, responded, “*V/hen you go to Church on Sunday
you contnibuie to the good Lord,” Id,, N, T, 45,

63. Lessor B, N.T, 73.75.

100




When asked if Burello ever indicated that it was necessary to make the pay-
ments in order to get the contract renewed, Lessor B replied, ‘‘Well, they always
phrased things so nice, but you get the message that you are not going to get the
contract unless you make the donation.”” *

Lessor B contributed over $2,000 to the Democratic Party during his leasing
tenure with the State. He was questioned about the voluntariness of these con-
tributions:

Q: Did you consider any of this money to be volumary contributions to
the Democratic Party?

A: Well, 1 would say the tickets were. [ wouldn’t have bought that
many, but, you know,

=

: You would have considered the tickets you bought to be voluntary
contributions?

A: Not that many. Like those $100 tickets. I would never have bought
four of them. **
* * * * *
Q: [W] ere it not for your contract with the State, would you have
made those contributions?

A: Noway, %
* * * * *
Q: Did you consider these expenses (tickets and contributions) to be
necessary in order to do business with the State?

A: Oh, yes, | had to make the contributions or I wouldn’t have been
working, ¥

Lessor A succeeded to the ownership of a leasing company in 1971, when ap-
proximately 80% of the company’s business related to PennDOT contracts.
Shorily after assuming ownership, Lessor A was called to Superintendent Burel-
lo’s office. Burello informed the lessor that the Democratic Party wanted 10% of
the gross amount which the lessor was receiving from the State contracts. Burello
informed him of the receipt of a letter from Democratic headquarters which re-
quired Burello to solicit this 10% and that this contribution was to be retroactive
to the beginning of 1971. Lessor A agreed to pay 10% up to the date of the con-
versation but felt that any additional amount would be excessive. This resulted in
contributions of $500 to $600 in the form of two cash payments to the Superin-
tendent shortly after their conversation. ¢* Later that same year, Lessor A pur-
chased tickets for Democratic affairs in the amount of $400 to $500. *°

64. Id.,at75.

65. Id.,at 118,

66. Id.,at 121,

67. K., at 125,

68. Testimony of Lessor A before the Pennsylvania Crime Commission, Febroary 25, 1975,
N.T. 28-32, [hereinafter referred to as Lessor A},

69. In 1972, Lessor A contributed about $300 in the form of tickei purchases but paid no per-
centage payments. In 1971, the company had four pieces of equipment leased to PernDOT, In 1972,
1973 and 1974, this was respectively reduced (o three, two and one. Lessor A feels that the loss of
these contracts is a result of his failure to pay the requested percentage payments,
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Lessor A's testimony was consistent with that of cther lessors in that his deal-
ings with Mr. Burello were generally confined to the topic of contributions to the
Democratic. Party. Moreover, he expected a call from Burello at election time ev-
ery year and knew that when Burello did call him to the PennDGOT office, the sub-
ject matter would always be political contributions. Lessor A testified that on fre-
quent occasions when he was called to Burello’s office, nine or ten other lessors
were also in the waiting room. Burello would see them individually. 7

Personal Gain

Lessors have testified about approaches from PennDOT Assistant Superin-
tendent Caprino (now deceased) regarding payments to be made directly to
Caprino.

Lessor B testified that Caprino periodically demanded cash-from him. Ca-
prino’s general procedure was to visit Lessor B at non-PennDOT job sites to
make his demands and collect his money. 7' When Lessor B called Burello to
complain about the shakedowns of the Assistant Superintendent, he received no
relief. On a second occasion, Burello told him, *‘It’s Caprino’s territory. I don’t
want to know anything about it.”’ 72 A short time later, one of Lessor B’s opera-
tors advised him that a PennDOT Foreman had advised that a dollar payment per
hour worked would be expected from Lessor B. In frustration, shortly after mak-
ing substantial contributions for the renewal of his contracts, i.essor B termi-
nated his lease association with the State, feeling that it was no longer possible to
continue working under such demands. '

Lessor A related a conversation he had with Assistant Superintendent Ca-
prino. Caprino said that Lessor A would not have to do any work but would be
guaranteed State payments if Lessor A would kick back $1.00 an hour per piece
of equipment. " The proposed formula for payment of State funds was explained
to Lessor A as follows: 15% of the amount which Lessor A received for these
hours not worked would be paid off the top to the Assistant Superintendent. The
rationale for this was that the money would have been contributed by Lessor A to

|
|

. Lessor B stated that Burello's main concern was money for the Democratic Party:

~J
(=]

[H]e (Burello) dird call you at various times leaving messages for you to call him?

Yes T » * * * w

What wouid he discuss with you when you returned his call?

It would always be about a donation or tickets—

Did he ever discuss with you any other matters, any work related matters, or how you
were performing your job?

No, no,

You never had any discussion of that type with him. The only discussions he ever had
with you were relating to money?

At Yes,

Lessor B, N.T. 56-57,

71. When Lessor B protested that he had already paid a lot of money, Caprino replied that that
money had gone to Burello and the Party and that Caprino did not get anything out of that money.
Id., at 63.

"2 1d., at 81-83.
73. Lessor A, N.T. 61-68,
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the Democratic Party anyhow. The remaining 85% would be split equally be-
tween Lessor A and Assistant Superintendent Caprino.

Lessor A testified that he had spoken to two other lessors who had been of-
fered the same proposition. ’* Lessor A claims that he declined this offer. Since
the PennDOT record procedure would easily have allowed falsifications and re-
lated payments, other PennDOT employees may also have engaged in similar
schemes,

It should be noted that the PennDOT Foremen had been known to keep
‘“‘black books’’ which in essence, were daily diaries of actual work performed by
lessors and employees. When the Crime Commission subpoenaed these black
books to check against PennDOT records, three Foremen responded as follows:

1) Foreman Harry Daher testified that his black books for the years 1971 and
1972, were stolen from him during a burglary.

2) Foreman Jack Piannick testified that his black books for the years 1971-
1974, were “‘lost’’ in a truck accident, He said that after the accident he was able
to drive the truck home but that the black books were inexplicably “‘lost"’.

3) Foreman Louis Joseph testificd that his black books for 1971 and 1972,
were lost in Hurricane Agnes. When asked to produce his black books for 1973
and 1974, he said that his wite had been house cleaning and threw them out in the
trash, 7

ii. Personnel
Patronage

The pattern of patronage in Allegheny County closely followed that described
in Cambria and Montour Counties. The manner of securing employment with
PennDOT was: ‘You have to get an application and go through the Democratic
Party or Republican, whoever is in power.”’ 7 In describing his role as political
Ward Chairman, Rocco Burelio explained that the criterion for State employ-
ment was a person’s worth to the political party. Burello 7 .xd that if a man were a
good political worker, ‘‘I would take care of him,”’

1 Were you ever paid any monies by the State for hours in which your equipment was not
used for State work?

: 1 never was, but I was offered it.

. And what were you offered?

: Well, when Caprino came out he would say something about if I needed my backhoe for
something else that 1 could take it, but to just call him, you know, and then we would
split that day's wages. But I never took him up on it.

Lessor B, N.T. 107-108.

75. The Crime Commission was limited in this audit to the examination of lessors’ books,
PennDOT payroll records, and an incomplete set of Forms 2162, PennDOT did not have a complete
set of these forms because they stated that they are not required to keep copies following their yearly
audit.

76. Testimony of Employee A before the Pennsylvania Crime Commission, October 17, 1974,
N.T. 22. Of the eight PennDOT employees testifying before the Crime Commission, all had received
their positions through the political process.
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: How would you take care of him?
: Give him a job.
: Give him a job with the Department of Transportation?

> o > O

1t he could pull the votes and was a good worker, yes. No question
about it,

Q: Would you be able to exert any influence to have him hired in any
other position other than with the Department of Transportation?

A: Oh, yes. [ had county, city. *’

The tradition of wholesale firings ** and voter registration crossovers 7* in Al-
legheny County at the change of the State administration was also evident in the
testimony received,

Political Contributions

Given the method by which PennDOT employees were hired, their response to
the solicitation of political contributions was understandable. Superiors always
solicited their subordinates *® and the employees were considered excellent
sources of funds for a political party. *' While this may not necessarily violate
macing or extortion laws, the manner in which it was done exerted a very real
pressure on the donors. The superiors seem to have made a conscious effort not
to run afoul of the letter of the law, and their fund raising efforts most often were
quite successful. ** When questioned about the voluntariness of the contribu-
tions, the employees accepted the solicitations as in accord with the expectations
of their superiors: ‘I figured it was something we were deing in the past when 1
was under the Republicans, just one of those things required, that is all.”” *

Perhaps the most revealing testimony received by the Crime Commission in-
volved a PennDOT Foreman’s explanation of why he contributed to the political
party in power:

Q: What reason should you (contribute to the Party)?

A: Well, because those are the people that I ain working for, the Party,

you know,
* * * * *

77, Burello, N.T. 50-51.

78. Reola, N.T, 19; Burello, N, T, 37-47,
79. Reola, N.T. 27,

80.

Q: Everytime you made a (political) contribution, as long as you have been employed by a
governmental office, you have made it to your Supervisor at that office?
A Yes.. ..

Testimony of Employee D before the Pennsylvania Crime Commission, November 6, 1974, N.T, 32.

81. Burello, N, T, 69.

82. One Foreman testified about the solicitation methods of his superior: “‘Well, he comes up
and he says, *We have these tickets here. Now you can take one if you want to. If you don’t want to,
you don’t have to take one, Nothing will happen,’ So | always take one."’

N 83, Testimony of Employee B before the Pennsylvania Crime Commission, November 13, 1974,
JT. 85,
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[N} ow, I am working for the Democratic party. 1 wouldn’t feel
right to contribute to the Republican Party, you know. Because af-
ter all, I want to keep my job and I want to work long enough to
someday retire, you know. So it would be my belief that the Party |
am working for is the one that should be helped. [Emphasis added.] *

Thus, while the citizens of the Commonwealth paid the wages of PennDOT
employees, at least some of those employees felt obligated to the political Party in
power as if the Party, rather than the Commonwealth were their employer.

7. OBSERVATIONS AND RECOMMENDATIONS

A detailed report of the Crime Cemmission’s findings have beeri offered to
appropriate law enforcement agencies for prosecutorial consideraiion. But the
Crime Commission is ultimately concerned with the patterns of conduct de-
scribed in this report and the reasons why such conduct occurs despite the statu-
tory proscriptions against such behavior.

The Crime Commission has determined that the question of whether a polit-
ical solicitation in and of itself violates a particular statute, presents a much too
restricted inquiry into the real problem. A department or agency head may have
sent out mailings to State employees requesting political contributions and may
aver that there is no relationship between the solicitation and the retention of a
State job, The letter may have been phrased in terms so that, on its face, it did not
constitute a demand for a contribution. However, the employee was in a different
position. Even though the letter may not have demanded a contribution, the em-
ployee may not have been able to risk not responding to the letter. His job may
have been un the line. If he did not contribute, he had to worry about being laid-
off.

This fear was the mainstay of the political fund raising process from State em-
ployees and lessors. The fear was very real and appeared to be well founded, A
former State official testified that it was “‘routine’’ for State highway workers to
pay a percentage of their salaries to the encumbent political Party. This former
official compared the payments with union dues. He explained, ‘*What is the dif-
ference if they pay a union for protection or if they pay a political party for pro-
tection.’’ This official went on to say that the system by which “‘voluntary contri-
butions'’ were collected from road workers and private contractors leasing equip-
ment to PennDOT, was well established. Dating back 40 to 50 years, the collec-
tions system had become *‘‘a matter of routine business within the department.”
During his tenure as a PennDOT Superintendent, when private contractors asked
him about making politicai payments, he told them it was the policy of the Coun-
ty party and the Highway Department to request them to contribute a percentage
of their gross earnings from the State. In explaining the system, he said that as a
highway Superiniendent, he had no choice about ordering the collection of mon-
ey. The county’s political organization wanted the money and *‘it didny matter
what I thought of it . . . that’s the way it was . . . it was common knowledge that
every Party did it across the State,”” This former official himself owed his own

84, Testimony of Employee C before the Pennsylvania Crime Commissiun, October 17, 1974,
N.T. 21-22.
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post to a political sponsor and if he had ever refused to collect the money, ‘“‘my

- sponsorship could have been withdrawn.’’ If this had happened, he said he would

have lost his job., **

This fear factor is based on the continuance of the patronage and favor sys-
tem. This system may be viewed i several ways. It may be viewed as a response to
+he desire of the Party in power to advance its own policies. It may be phrased in
such terms as ‘‘other things being equal, a Party worker should be appointed to
public office””. But the more common expression of this policy usually omits
from the doctrine ‘‘other things being equal . . , "’

The system may be viewed as a methed of financing party activity. The opera-
tion of a Party requires the services of many men and women throughout ihe
year. Much of this work is performed by unpaid volunteers, but their efforts are
not adequate. Thus, patronage serves to indirectly meet this need by channeling
funds from the public treasury to Party support through the appointment of par-
ty workers to public iobs. *¢

In addition, the system may be viewed as a tool to maintain discipline within
the Party. The adroit ailocation of rewards aids a Party leader in hoiding the or-
ganization together.

Thus, the ability to dispense favors has been described as being at the core of
political power: wit-:out patronage and favors, there is no incentive for people to
join and remain loyal to political organizations; and witlicn: strong Parties, rep-
resentative democracy is threatened. ¥

But the concept that political parties gain support from their ability to reward
the faithful, ignores the broader point that merit systems have not destroyed po-
litical parties. And more to the point, the concept of ‘‘to the victors belong the
spoils'’ ignores the fact that the money paid to public employees and lessors is the
money collected from all citizens and not just those faithful to a pasrticular party.

On the whole, the supply of public jobs to support party workers has declined
in the face of the rise of the merit system aund the professionalization of public
service. But the spoils system has not been eradicated. ** PennDOT continues to
be the number oné patronage spot in State government. And the utilization of
discretion in the management of public expenditures still allows for & system
whereby contracts for public works from PennDOT flow to contractors at in-
flated rates, with the contractor in turn using part of the profits to aid the Party
which originally exercised the discretion.

The Crime Commission believes that patronage and the favors system were
among the basic root causes of the PennDOT problem. People who owe their
jobs end their leases to politicians will logically submit to the requests of those

85. Testimony of William Quinn, State Highway Superintendent for Monroe County under the
Shafer administration, before the Gleason Committee,

86. Key, V.O., Politics, Parties and Pressure Groups, (5th ed.). Thomas Y. Crowell Company,
New York, 1964,

87. Patronage Dismissals: Constitutional Limits and Political Justifications, 41 U. Chi. L. Rev.
297 (1974).

88. In 1955, the Governor controlled 53,000 jobs ranging from highway worker to cabinet men-
ber. As of 1977, unionization and Civil Service cut that number to 25,000, with Some 73,000 State em-
ployces then covered by Civil Service.

106




politicians. What happened in the PennDOT case is that PennDOT developed the
public image of being a repository for political cronies and bagmen. ** The 1977
composition of the PennDOT supervisory staff indicates the reason for the
image: the backgrounds of the PennDOT county Superintendents ranged from
experts in engineering and transportation to shoe salesmen, school teachers, foot-
bail coaches, dairy farmers, drillers and truck drivers. More significantly, at least
seven of them were Democratic County Chairmen or Vice Chairmen and 1§
others were either active or former Democratic County and local officeholders or
Committeemen.

State Representative John P. Milliron (D-Blair) himself held a job at
“PennDOT has always been the dumper for political hacks. The question isn’t
who would make the best District Engineer, the question is who will make the
best political engineer,’* *

The unionization of PennDOT has had an effect on the collection system.
Many employees have refused to make political payments and say that if it were
not for the unions, they would have been fired for such refusal. Howevzr, the
workers repeatedly indicate that their unions are as yet not strong enough to pre-
vent harrassment and assignments to particularly harsh jobs. And while the un-
ions may protect the workers to some limited extent, there has been no corre-
sponding protection for private contractors seeking to do business witit the State.

In 1975, the then Secretary of Transporiation, Jacob G. Kassab, admitted,
“Anyone would be a hypocrite to say there is a way to close [illegal fund raising
in PennDOT] off altogether. It is something that has existed undey all administra-
tions.”” *' The evidence presented in this report supports Mr. Kassab’s statement,
The problem to be confronted is not only the people who have been involved, but
more importantly, the system itself: the system that operated on the premise that
State jobs, contracts and leases are awarded to persons willing to make financial
contributions to the political party controlling the government agency responsible
for dispensing the contracts or jobs.

In an effort to reform the system, Kassab offered a detailed program for legis-
lative consideration. The proposals included:

1) A ban on macing, solicitaiion or acceptance of political contribu-
tions and sale of tickets tc political affairs on PennDOT property;

2) A prohibition zgainst political activity of any sort on PennDOT
property and against the use of State facilities, equipment and supplies
for political purposes;

3) A prohibition against employees and members of their families
accepting gifts from subordiaates or anyone who has an interest in de-
cisions made by PennDOT;

89. The image belongs to no particular paity or administration. Rather, it is cnly bscause Demo-
crats now happen to be in power that they are mentioned in this report,

90. The political composition of the wark force leads to the kind of environmient that is ripe for
questionable fund raising activities. There have been at least 34 instances involving the cenviciion,
indictment, or plea bargaining of PennDROT officials charged with macine, extortion, theft and kick-
backs.

91. Jacob G. Kassab, appearing before the Senate Republican Caucus in October, 1975,
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4} A requirement that payment checks for leased equipment are to
be mailed directly to the lessor and are to be computed in the comptrol-
ler’s office.

The Crime Commission concurs in these proposals and considers their pas-
sage by the Legislature to be essential to safeguard against improprieties in the
Department of Transportation. But as previously noted, the root of the problem
is patronage itself. Accordingly, the Crime Commission most strongly supports
Kassab’s proposal to extend Civil Service protection to highway maintenance of-
ficials and workers. As Kassab said in urging the Legislature to extend such cov-
erage to PennDOT, **[This would] be a major aid to us in achicving the nonpolit-
ical merit system the taxpayers have a right to expect of our State highway opera-
tion.”’ Attempts to have such legislation passed have been defeated in the House
of Representatives.

Proposals affecting the leasing of equipment to PennDOT have also been of-
fered. Representative Harry A. Englehart, Jr., (D-Cambria) has sponsored legis-
lation requiring competitive bidding on leased equipment. Representative Engle-
hart noted that it is less expensive for the State to lease snow removal equipment
than to buy additional equipment, because such equipment is only used for short
periods. However, he noted that if a lessor can pay back 5% cr 10% of his lease
to a political party and still make a substantial profit, the prices for the lease are
too high. By switching to competitive bidding, the State could save money and at
the same time help to dispel any suspicion of wrongdoing and corruption in the
leasing program. Both majority and minority members of the Gleason Commit-
tee had introduced a package of such bills, addressing themselves to contract
abuses. These bills have languished in various committees of the House of Repre-
sentatives. The Crime Commission supports the concept of competitive bidding
and recommends reconsideration and passage of such legislation.

The Crime Commission is particularly concerned with the end product of the
spoils system~—the financing of political campaigns. The legislation that does
exist is ill suited to achieve reporting and public disclosure on a level which serves
to inform the public of the true costs of electing public officials and the equally
crucial question of who is paying these costs. The previous discussion of the func-
tioning of the Century Club concept serves as an example of a relatively simple
idea frustrating the statutory reporting requirements for political fund raising.
Indeed, the Crime Commission believes that to deal with the problem of cam-
paign reporting, we must deal with the fact that for a myriad of reasons, parties
and contributors desire not to report or to misreport the source of political fi-
nancing,

There are several bills presently under consideration for the reform of election
code campaign disclosure provisions. The Crime Commission generally supports
such efforts. However, the Commission suggests an alternative reform to respond
to the public’s right to knhow who is financing a political campaign. The Commis-
sion proposes that the private financing of focal and State elections yield to a new
system of public financing, on the order of the federal system of check-off, Each
Party would then be assured of an appropriate share of funding without having
to rely on particular interest groups and without feeling the need to extract contri-
butions from individuals by improper means, Government would then owe its fi-
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nancial debt to each and every citizen and not just those who under the present
system, owe their jobs and contribute to a particular political party.

The findings in this report present serious concerns for public confidence in
government. The Crime Commission regards its proposals as warranting serious
thought by those who believe in a government’s moral and ethical responsibility
to the citizenry.

EPILOGUE

At this time, we may report on the resulis of the criminal trials relating to the
material presented in this report:

Cambria County—On November 1, 1977, Democratic County Chairman
John Torquato, and PennDOT employees John George and Harold Stevens,
were indicted by a federal grand jury in Pittsburgh, for their roles in the extortion
of over $80,000 from PennDOT lessors. On June 29, 1978, all three were con-
victed. On November 15, 1978, all three were sentenced. Torquato was sentenced
to a prison term of five years and a fine of $10,000. George was sentenced to a
prison term of one year and a fine of $2,000. Stevens received a $1,000 fine and a
suspended sentence.

Allegheny County—In September, 1977, PennDOT Superintendent Rocco
Burello was indicted by a federal grand jury in Pictsburgh, for shaking down
PennDOT lessors during the years 1971 through 1973. On May 16, 1978, Burello
was convicted of extortion after pleading no contest.

In order to appreciate the pervasive nature of the corruption found in Penn-
DOT, these convictions should be placed in the context of other criminal trials re-
lating to counties not investigated by the Crime Commission:

Crawford County—On Marcn 17, 1978, six PennDOT employees were
charged by the District Attorney and the state Justice Department, with forcing
PennDOT employees to buy tickets to Democratic Party fund raisers. Ouie of the
defendants has already been convicted by a jury on charges of macing. The others
are awaiting trial,

Indiana County—In September, 1977, PennDOT official and County Demo-
cratic Chairman William Tate, and PennDOT Superintendent Louis Sacco, were
convicted of extorting money from PennDOT contractors.

Monroe County—In 1975, PennDOT Superintendent William Heller, pleaded

- guilty to perjury regarding his‘role in the extortion of money from PennDOT
contractors.

Philadelphia County—In the Spring of 1976, PennDOT Superintendent Jo-
seph Brocco was convicted, and nine others pleaded guilty or were convicted in a
scheme to file false overtime forms with PennDOT, The money gained from the
scheme went to Brocco. Brocco was also convicted of stealing gudrd rails {or sale
to junk dealers.

Westmoreland County—In March, 1978, Egidio Cerilli, then Pennsylvania
Turnpike Commissioner, was convicted by a federal jury in Pittsburgh, for the
extortion of PennDOT lessors at the time Cerilli was a PennDOT superintendent.
Two Assistants, Maylan Yakovich, and John Shurina, were also convicted for ex-
tortion, A third Assistant awaits separate trial in August of this year.

These criminal proceedings serve to establish that while the conviction of indi-
viduals helps to root out the perpetrators of criminal activity, the most important
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iswue i the systemic pature of corruption that existed in PennDOT during the
years under examination, The most important function of this report is (o raise
the issue and 10 suggest ways 10 dzal with the potential for corruption,

We are now witnessing a situation where PennDOT is unable 1o adequately
maintain the roads in the Commonwealth, when major PennDOT building proj-
cets have been delayed or cancelled and when thasisands of PennDOT employess
are being furloughed, PennDOT officials have stated that they do not have suf-
ficient resources (o support these programs, and have requested that the Leglsla-
ture enact 1 3 1/2 cept increase in the gasoling fax 1o resolve their funding ¢risis,

While the Crime Commission does not guestion the fact that PenaDOT is suf-
fering for lack of resourees, we must remember that during the period under
Investigation, the money that was being exioried and maced from lessors and em-
ployees indlcated that contract prices and salary levels were sufficiently high to al-
low for kickbacks, If these contracts and salaries had not had a kickback-infla-
tim;- f;,;zcwr, the money saved by PennDOT would have served to fill many road
potholes,

Aceordingly, the Crime Commission urges the Legislature to consider the regs
ommendations contained in this réport, to ensure (hat any mongy granted (o
PennDOT will be used 10 serve the publicinterest rather than the political party in
power,

B. VOTING IRREGULARITIES IN
PHiLADELPHIA*

1. INTRODUCTION

Based upon information received concerning alleged irregularities in voting
procedures in Philadelphia, the Commission conducted an investigation into the
voting activities which oceurred during the April, 1976, primary and special elec-
tons in Philadelphia, Yhe special election was held to fill a vacant seat in the Gen-
gral Assembly, The Commission’s Investigation revealed that flagrant violations
of the Flection Code had taken plage in the 48th Ward, 9th Division, 183rd J.eg-
islative Distrlel,

It was found that out of the §82 votes cast in the special giection, 159 were cast
in the names of anregistered, fictitious persons, Included among these fictitfous
volers were sugh names as Gerald Yord, Lyndon Johnson, Amos N’ Andy and
Richard Nixon, Mot one of the 159 fletitious voters was found to live at the ad-
dress glven on the voter's certificate and in most instances, the addresses listed on
the cerfificates werg sither non-existent or vagant buildings,

In addition to these phantom voters, the Commission found that 64 voies
were ¢ast on the voting machinegs with no supporting voter certificates to identify
the voters. The Coaupission also discovered certain questionable practices relat-
ing 1o the absentes balloting process. Based on these findings, it appenrs that 38%
of the votes cast in (his election were fraudulent,

 As dresult of the Commission’s Investigation, one individual was arresied by
the District Attorney of Philadglphia and charged with 790 counts of vote fraud,

* This report was approved by the Commissioners and published Is March, 1977,
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He was subsequently convicied of 160 counts, Also, in March, 1977, the United
States Attorney in Philadelphia launched an extended Investigation into voting
fraud in Philadelphia. As a result, several persons were Indicted, These cases are
still pending,

In May, 1976, the Commission conducted a similer investigation of votlng ir-
regularities in Delaware County, Based upon these two Investipations, the Com-
mission made recommendations that the Election Code be revised to more effec-
tively ¢ope with the numerous abuses that ean oecur under the Code, Immediately
following this report is a compilgtion of various Crime Commission proposals for
the reformatien of the Election Code,

The gitizens of Pennsylvanin have the undeniable conatiiutionni right to
whoose, In a (alr and impardal manner. those Individuals who will officially rep-
résent them, The Crime Conmmnission has documented through this report, that
under the present laws, this right can be thwarted by the actions of a few individ-
uals, Tky legislative and administrative regulations prasently controlling the elee-
tion progess do not adeguately protect the cltizenry of Penmylvanin from the
abuses that can oceur, The serious problems discovered in this district rnise the
question az (o whether the same kind of abuses are oceurring In other distriets,
This problem s s0 serfous that those officlals, logal, state and Federal, who nre re-
sponsible for safeguarding the integrity of the eleetion process, must take appro-
priate ateps to eliminate all such doubts,

2. ORIGIN OF THE INVESTIGATION

In October, 1976, aletter was sent 10 Attorney CGeneral Robert P, Kane hy Afg-
len Speeter, former Philadelphia District Attorngy and present Chairman of the
Republican National Committes’s Ballot Security Program, The letter requested
thai the Pennsylvania Crime Commission investigate allegations of votlng jrreg-
ularities In the 183rd Leglslative Distri¢t in South Philndelphia, Atinched to the
fetter was an affidavit signed by 8 Republican Party worker detailing the alleged
irragularities,

Attorney Cieneral Kane referred the master to the Crime Commission for a
preliminary Inguiry. Commission agents interviewed Frank I, DiCieco who indf»
cated that In a Speelal Eleetlon ¢oncurrent with the Primary Eleetlons in April,
1976, he ran unsuccessfully as the Republican ¢candidate for the legislative seat in
the 183rd Distriet. DiCleeo was defeated by Democrat Mattliew Clanchulli, Jr,
DICigeo’s allegations of irregularitien fovused on the efforis of Republican sup-
porters who had mailed out 12,525 letters 1o persons officlally listed as reglstered
voters in the distriet, This malling, which was to test the legltimacy of the names
and addresses of the registrants, vesulted in 386 letters being veturned by the post
affice to DICIeco as “undeliverable,”’

Rased on this information, the Crime Commisslon declded (o more thorough-
ly Investigate apparent voting improprieties in the Clty of Philadelphin, Pursuant
to Resolution dated January 11, 1977, the Commission launched an investigation
to determine the extent of Irregularities In the registration of voters and the cast-
ing of votes, and the Identities of Individuals or groups engaged I egal voting
activities. Since the initlal allegatlons concerned voting frvegularities in the 183rd
Legislative District, the Crime Commission has focused on that geners! peo-
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graphic area to provide a sample of the voting problems occurring under the
Pennsylvania Election Code. ‘

The Crime Commission’s investigation is continuing at the present time.
However, the Commission has deemed it appropriate to issue an interiin report of
its findings to datg in that under the Election Code, certain supporting documents
held by the Board of Elections are lawfully subject to destruction eleven months
after an election. Many allegations being studied relate to irregularities during the
April, 1976 Primary and Special Election. Since the Crime Commission is not a
prosecutive body and since certain findings herein may be of interest to appropri-
ate prosecutive agencies, the Commission wishes to allow these agencies sufficient
time in which to examine the original documents on file.

3. THE ELECTION CODE—A PERSPECTIVE '

a. Qualifications of Voters

The Constitution and laws of Pennsylvania prescribe that the following re-
quirements be complied with by prospective voters:

. They must be eighteen years of age.
. They must have been citizens of the United States at least one month.

. They must be residents of Pennsylvania.

AW N =

. They must have resided in the election district precinct or division
where they offer to vote, at least thirty days immediately preceeding
the election, (A qualified voter who moves his residence from one
district to another in Pennsylvania within thirty days of an election
may vote in the district from which he moved at that election.)

5. They must have registered (o vote, ?

As they relate to the present investigation, the Election Code rules for deter-
mining the residence of a person desiring to register to vote are as follows:

1. That place shall be considered the residence of a person where he has
intention of remaining for an indefinite period of time.

2. A person shall not be considered to have gained a residence in any
election district of this State into which he comes for temporary pur-
poses only, without the intention of remaining for an indefinite pe-
riod of time.

3. The place where the family of a married man or woman resides shall
be considered and held to be his or her place of residence, except
where the husband and wife have actually separated and live apart, in
which case the place where he or she has resided for thirty days or
miore shall be considered and held to be his or her place of residence.

1. See, All About Elections, Pennsylvania Department of State.
2. There are certain registration exceptions that are unrelated to the present investigation.
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b. Voting Procedure

Elections are conducted, supervised and controlled at three levels: locally, by
the election district board (composed of a judge of elections and two inspectors,
who are responsible for the conduct of elections in the polling place of their dis-
trict); in the county, by the county board of election and the county registration
commission (in Philadelphia, both functions are served by the city commission-
ers); and on the statewide level, by the Secretary of State,

Basically, to be eligible to vote, all electors must be registered. Persons claim-
ing the right to be registered must execute a registration affiduvit, giving his or
her name, address, occupation, and other personal data, and swear that the in-
formation proferred is true and correct. Electors who desire to be members of a
political party must so state, and then they are eligible to vote in the primary elec-
tion of the party of their choice.

The information received is placed on two official registration cards. One is
filed alphabetically by and within each electinn district. The cards so filed consti-
tute the district register. The second registration card is for the permanent records
of the registration commission.

The district registers are delivered to the election district boards before each
primary and general election. On entering the polling place to vote, each elector
must first sign a voter’s certificate, inserting his or her address therein. The elec-
tor then hands the certificate to the election officer in charge of the district rcgis-
ter. The officer compares the elector’s signature and address on the voter’s cer-
tificate with the information on the district registration card. If the comparison
indicates that the signature is genuine, the elector, if otherwise qualified, is per-
mitted to vote. * No person may be permitted to vote unless a registration card
bearing his or her name appears in the district register. * When the elector is
found qualified to vote, the election officer who examined the voter’s certificate
signs his or her name or initials to the voter’s certificate and records this fact on
the corresponding registration card in the district register, As each elector votes,
the name in the order of voting is recorded in a numbered list of voters.

c. Absentee Ballots

An elector seeking to vote by absentee ballot must request an application form
by appearing in person at the office of the Board of Elections to sign for the ap-
plication, or by mailing a personally signed request for an application. In the
event the application form is not executed at the office of the Board of Elections
by the voter in person, the Board, upon receipt of the signed, mailed request, will
forward an application form to the voter, The voter then completes the applica-
tion form and returns it to the Board of Elections. When the Board of Elections
receives the application, it compares the information received with the informa-
tion found on the applicant’s permanent registration card. If the Board is satis-
fied that the applicant is qualified to receive an official absentee ballot, the ap-
plication is marked “*Approved.”” When so approved, a temporary registration

3. If the signature is deemed not to be authentic, the elector is considered challenged as to iden-
tity and required to make an affidavit £ind produce certain evidence required by law,

4, There are certain exceplicas to this rule. None of the exceptions are related to the present
investigation.

i
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card is inserted in the district register with the voter’s permanent registration
card. This temporary card is in a contrasting color to the permanent card and
conspiciously contaips the words ‘‘Absentee Voter.”” This is to preclude the ab-
sentee voter from votirng at the polls.

Upon receipt and approval of an application, the Board of Eiections delivers
or mails the absentee ballots to the residence of the approved elector or to any
other address so indicated by the elector. In secret, the voter marks the ballot and
places it in the envelope on which is printed ‘‘Official Absentee Ballot.”’ This en-
velope is then sealed and placed in a second envelope on which is printed the form
of declaralion of the elector, the address of the elector’s Board of Elections, and
the tocal district of the elector. The elector ccmpletes the declaration, signs it, and
seals the envelope, The envelope then must either be mailed or delivered in person
by the elector to the Board of Elections. The Board, upon receipt of such enve-
lopes, keeps them in locked containers until they distribute them unopened to the
absentee voters’ respective election districts for canvassing,.

4. FINDINGS
a. Ghost Voting

Following nearly every primary and general election in the Commonwealth,
allegations surface that votes have been cast in the names of nou-existent persons,
deceased persons, persons absent on election day, and persons legitimately regis-
tered to vote but no longer residing in their respective voting divisions. *

In pursuing various allegations of voting irregularities in the 183rd Legislative
District, the Commission became cognizant of an apparent large scale voting
fraud. While examining voter certificates which had been executed in the 48th
Ward, 9th Division during the April, 1976 Primary and Special Election, Com-
mission agents noticed voter certificates bearing the names of well-known ath-
letes, celebrities, and politicians, foreign and domestic, in numbers seemingly too
great to be a mere coincidence. A sample of the questionable names and their par-
ty registrations which appeared on these voter certificates include the following:

5. The Investigative Section of the Philadelphia Voter Registration Office reported the results of
their investigation into voting irregutarities in the 15th Ward, 3rd Division, revealing apparent viola-
ticas of this nature committed during the November, 1976 General Election. The violations included
the casting of votes in the names of (1) three individuals who were proven to be deceased; (2) two indi-
viduals who stated that they were out of the country on election day; (3) five individuals whose where-
abouts or existence could not be determined; (4) and two individuals who were found to no longer be
residing in their respective voting division,
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Amosn’ Andy — R Larry Kane — R

Candy Barr —R Nikita Kruschev -— R
Clara Bow —D LoisLane —R
Richard Burton — R Clark Kent — R
Grover Cleveland — D Gene Mauch — R
Dade County — R Richard Nixon — D
Stanley Dancer — D Dave Schultz — D
Andre DuPont — D Bill Skowron — R
Sam Ervin — R Milton Shapp — R
Lyndon Johnson — R Arlen Specter — D
Gerald Ford — R taire Trevor — R
Liz Taylor — D Andy Warhol — R
Al Attles — R Rick Barry — R

Further examination of the voters certificates revealed a definite pattern in the
appearance of 159 questionable signatures on voter certificates. All of the 159
names appeared to have been signed by the same hand and were found to occur
consecutively in three distinct groups. The three groups of questionable voter cer-
tificates appeared on certificates with ballot numbers from 103 to 150; 188 to 200; -
and 301 to 399, inclusive. Furthermore, the shade of blue ink used to sign all vot-
er certificates from 301 to 399 was identical. On each of these 159 voting certifi-
cates, the initials of either ““HC** or *“TM"’, appear. These initials are supposed
to indicate that “HC”’ or *““TM”’, as election officers, have found the respective
voters qualified to vote. **TM”’ approved voter certificates numbered 301 to 350
and 188 to 200; and ‘‘“HC’’ approved voter certificates numbered 351 to 399 and
103 to 150.

The Commission then set forth to ascertain the legitimacy or illegitimacy of
the names of cthe voters by attempting to contact the residents at each address as-
sociated with the questionable voter certificates. Of the 43 listed addresses asso-
ciated with the 159 questionable certificates, it was discovered that 17 of the ad-
dresses were non-existent or vacant buildings, and represented the listed resi-
dences of 22 of the questionable voters. Of the existing addresses, none of the re-
maining 137 voters was found to actually reside at the listed address, Thus; none
of the 159 questionable voters actually lived at the address listed on the voter’s
certificates,

The Commission then checked the official Philadelphia Voter Registration
Binder for the 48th Ward, 9th Division to detern:ine if any of the questicnable
voters were, in fact, registered to vote in the 48th Ward, 9th Division. Of the 159
questionable voters, none were found to be registered to vote in the 48th Ward,
9th Division. Therefore, none of the 159 would be qualified to vote, cven if they
were found to be legitimate residents.

In order to verify that each of the 159 questionable voter certificates repre-
sented a vote cast and included in the division’s total vote tally, the Commission
went to the Philadelphia Board of Elections to examine the official Return Sheet
for the 48th Ward, 9th Division, for the April, 1976 Primary Election. Upon
examination of the Return Sheet, it was found that a total of 582 votes were cast
in the Special Election for the 183rd Legislative Seat (which was conducted as
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part of the April, 1976 Primary Election). ¢ Since there were only 518 voter certif-
icates executed at the 48th Ward, 9th Division, polling place, it appears that all
the questionable voter certificates represented counted votes. However, the 64
vote disparity between the number of completed voter certificates (518) and the
number of votes tallied on the official Return Sheet (582) raised further
questions. To determine if the discrepancy was due to an error in the transfer of
the voting machine totals 1o the official Return Sheets, the Commission com-
puted the total number of votes cast on the (wo voting machines utilized at the
48th Ward, 9th Division, poiiing place. At the bottom of each Return Sheet, there
are blanks in which the Judge of Elections must enter the opening machine pro-
tective number and closing machine protestive number, The opening protective
number is taken from the protective counter on the voting machine prior to the
casting of any votes on the election day, and the closing protective number is tak-
en from the same counter at the end of the election day, after all votes have been
cast. The difference in the two numbers represents the total number of votes cast
ory that particular machine during the election day. The procedure was comnpli-
cated by the fact that the Judge of Elections, Michael J. Calciano, Jr., had failed
to enter the closing protective number for both voting machines used at the 48th
Ward, 9th Division, The Commission contacted the Philadelphia Voting Machine
Warehouse and determined at which voting divisions the relevant voting ma-
chines were used in the November, 1976 General Election. The Commission then
examined the Return Sheets for those voting divisions, and extracted the opening
protective numbers for these same voting machines, which approximated the
closing protective numbers for the machines at the end of the April, 1976 Primary
Election Day. The sum total of votes cast on the two machines used at the 48th
Ward, 9th Division, during the April, 1976 Primary Election was computed to be
583, which is one more than the vote tally that appeared on the official Return
Sheet. ? Thus, the possibility of there being an error in the transfer of the machine
totals to the Return Sheet has been eliminated. It may only be concluded that
there were 64 votes cast on the voting machines that are not represented by any
voter certificates,

As a cross check, Commission agents returned to the Philadelphia Voter Reg-
istration Office arid examined the back side of each permanént voter registration
affidavit in the 4§th Ward, 9th Division, to determine if there was any record of
any voter having a voter certificate and ballot number greater than 518. No voter
was found to have such a number greater than 518,

There were 159 fraudulent voter certificates executed in the 48th Ward, 9th
Division, and there were 64 votes cast on the voting machine and tallied on the of-
ficial Return Sheet which were not represented by any voter certificates whatso-
ever. Accordingly, 38% of the votes cast in this election were fraudulent votes.

The Commission began interviewing the 48th Ward, 9th Division, Election
Board members in an effort to identify individuals who may have perpetrated this
voting fraud.

i o o

6 Ttis interesting to note the total number of votes cast in the Combined Republican and Dema-
cratic primary election was only 177, which is 408 votes less than the total votes recorded in the elec-
toral race for the 183rd Legislative Seat.

7. The one vote discrepancy is likely ateributable to a test vote conducted at the voting machine
storage warchouse,
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The Board members were questioned regarding their duties on election day;
the formal training that they had received relitive to their position on the Election
Board; from whom they took their instructions; what individuals had access to
voter certificates; their own handling of voter certificates; and any irregular activ-
ities that they may have witness at the 48th Ward, 9th Division voting poll during
the April, 1976 Primary and Special Election.

The Commission spoke with Helen Centola, who identified herself as being
tke Minority Inspector for the 48th Ward, 9h Division Election Board. Centola
stated that she had the responsibility of writing the voter's name into the lists of
voters booklet after the voter’s registration had been confirmed by the Majority
Inspector, Thomas Madden, and the voter had signed a voter certificate, Centola
further explained that she, Thomas Madden, and Edith Jennings, * all had partic-
ipated in completing the pertinent information on the voter certificates prior to
the arrival of the voters. The Commission requested to see Centola’s list of voters
booklet to which minority inspectors are entitled. Centola was unable to provide
the booklet, and stated that, to the best of her knowledge, both lists of voters
booklets were kept by the Judge of Elestions, Michael Calciano, Jr. One of the
two lists is supposed to be deposited in City Hall by the Judge of Elections. The
list is missing from the official records.

Thomas Madden, the 48th Ward, 9th Division Election Board Majority in-
spector, was interviewed at his home and provided testimony at a private hearing
of the Commission. Madden explained that the Judge of Elections, Michael Cal-
ciano, Jr., relegaied to him the responsibility of checking the voter registration
binders for the 48th Ward, 9th Division, to verify the registration of individuals.
desiring to vote. Additionally, upon verification of the voter’s legitimate registra-
tion, Madden would annotate the back side of the individual’s registration affi-
davit, entering the election date and the voter’s ballot number. Madden further
indicated that he, Edith Jennings, and Helen Centola, all had participated in the

completion of information requirements on the voter certificate. When ques-
tioned specifically regarding the identities of persons present ins'de the voting
poll after its official closing and their respective activities, Madde/1stated that, in
addition to the Election Board members, he recalled that two individuals who
were not election officers ® remained inside the poll while the machine totals were
being transcribed to the official Return Sheet. He further recalled that one of the
individuals assisted the Board members by reading the machire totals and calling
out the results to the other Board members who were completing the multiple Re-
turn Sheets. Madden also recollected that when he departed the voting poll, fol-
lowing the completion of his official duties, Michael Calcxano Jr., and the two
individuals remained inside the polling place

Helen Centola, Edith Jennings, and Thomas Madden all indicated that they
had received no formal training or instruction for their respective duties as Board
members. The only directions that they were given came from the Judge of Elec-
tions on election day, and that instruction was generally limited to their specific
assignment for that election day. Regarding the completion of the voter certifi-

8. The Election Board Clerk for the 48th Ward, 9th Division.
9, One of the individuals is a former 48th Ward, 9th Division Committeeman.
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cates, including the ‘“‘Approved By”” portion, they all stated that it had been ac-
cepted procedure to complete and initial one or two booklets of blank voter cer-
tificates (50 to 100 certificates) prior to the opening of the polls or during any
slack periods, in order to avert possible delays during heavier voting periods. All
three individuals stated that there never were less than three of the five Election
Board members present at the polling place, as they went to lunch and dinner on
an alternating basis. None of the Board members were aware of anyon¢ removing
voter certificates from the voting poll during the course of the election day or
tampering with voter certificates in any manner.

Michael J. Calciano, Jr. was interviewed by Commission agents and also pro-
vided sworn testimony at a private Commission hearing, Calciano explained that
he had the responsibility of picking up all voting materials prior to the opening of
the polls; opening the voting machine in the morning; assisting the machine in-
spector through the course of the election day; generally supervising the activities
of the Election Board; ruling on any discrepancies relative to voter registrants;
closing and sealing the machine at the end of the election day; reading and calling
out the machine totals for recording on the Return Sheets; and returning all elec-
tion materials to the Philadelphia Board of Elections, Calciano stated that the
other Election Board members often complete all the necessary information on
voter certificates, including the “‘Approved By’’portion, prior to the arrival of
the voter. Calciano further stated that as many as one or iwo booklets of voter
certificates are completed in advance to avoid any delays when the voter traffic
gets heavy. Calciano stated that no unauthorized individual had access to voter
certificates; that no certificates were ever removed from the polls during the elec-
tion day; that, to his knowledge, no one tampered with the voter certificates in
any way; and that no apparent illegal or irregular activities took place during the
election day.

In order to determine whether the apparently fraudulent votes cast in the
April, 1976 Special Election constituted an isolated iiicident in the Division or
whether it was part of a voting pattern, Commission agents examined voter certif-
icates which had been executed at the 48th Ward, 9th Division, during the May
20, 1975 Primary Election. Sixteen of the 441 voter certificates were blank.

In order to ascertain that the 16 blank voter certificates represented votes cast
and tallied, the Commission examined the official Return Sheet at the Board of
Elections. The Return Sheet revealed that two voting machines had been used at
the voting poll, The Return Sheet showed that the two machines had a combined
total number of 441 votes. This total agreed with the 441 executed voter certifi-
cates for the same ward and division. This indicates that the 16 blank voter certif-
icates represent votes cast and tallied on the official Return Shest,

The Commission then reviewed the official division Return Sheet for the elec-
tion held on November 4, 1975, Examination of the results revealed that 7 total of
717 votes were cast. '° The corresponding voter certificate book showed that only
515 voter certificates had béen executed. Accordingly, there is a 202 vote disparity

[EEE——

10, Since Michael Caleiang, Jr,, the Judge of Elections, had failed to enter the opening and ¢los-
ing protective counter numbers on the official Return Sheet, it is impossible to determine the exact
number of total votes cast. The number 717 represents the total number of votes cast in the mayoral
race (the race which had received the Jargest total nuniier of votes), Thus, 717 is the minimum number
of 10tal votes thal could have been cast in the 48th Ward, 9th Division, No absentee votes were cast.
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between the total number of votes recorded and the total number of voter certifi-
cates executed,

The review of these two 1975 elections indicates that the fraudulent practices
discovered in the April, 1976 election in the 48th Ward, 9th Division, does not
constitute an isolated incident but rather appears to be part of a pattern of voting
irregularity.

b. Absentee Ballots

Evidence of violations of the provisions of the Election Code relating to
absentee balloting in the 48th Ward, 11th Division, 183rd Legislative District,
was brought to the attention of the Crime Commission. The initial complaint al—
leged that the ballots for all absentee voters in the 48th Ward, 11th Division, dur-
ing the April, 1976 Primary and Special Election, had been delivered by the
Board of Elections to the home address of a local Committeeman, pursuant to
written requests for such delivery on each of the absentee ballot applxcatlons

The Crime Commission examined each of the ballot applications for absentee
voters residing in the 48h Ward, 11th Division. This examination confirmed that
all 18 absentee ballot apphcatlons from the Division had requested that the ballot
be sent to the Committeeman’s home address. It was also discovercd that each
ballot application bore the signature of the Committeeman,

The Election Code permits an absentee ballot to be sent to any address, but
only pursuant to a specific written request by the absentee voter. Fifteen of the 18
absentee voters in the Division were successfully contacted and questioned by the
Commission regarding the circumstances surrounding the application, receipt,
completion, and return of their absentee ballot. Many of the absentee voters con-
tacted by the Commission were unable to recall the exact procedures followed in
cannection with their absentee ballots. However, from the information provided
by those persons interviewed, the Commission has discerned a pattern ¢f manip-
ulation in the handling of absentee ballots.

Of the 15 absentee voters interviewed by the Commission, all stated that they
had contacted the Committeeman, or had been contacted by him. Each requested
his assistance in obtaining an absentee ballot.

Thirteen of the absentee voters stated that they never requested that their ab-
sentee ballots be sent to the Committeeman’s home. Aithough the abseniee voters
were unable to recall exactly what forms that they had signed in order to secure an
absentee ballot, they generally agreed that the Comniitteeman had requested their
signatures on various forms at different times. Seven of the 15 absentee voters
stated that they had never seen nor marked a ballot. * They belicved that they
had voted by merely signing a form. Another individual executed a sworn state-
ment stating that he permitted thi} Committeeman to mark his ballot for him,
which the Committeeman did in tke presence of this individual. Of the seven ab-
sentee voters who claimed to have (narked their own ballots, one stated that he re-
turned his completed ballot to the:committeeman and did not place it in a sealed
envelope. Two were unable to recall what they had done with their completed bal-
lots.

11. Six of the seven absentee voters who stated that they had never scen nor marked an absentee
ballot, executed voluntary sworn statements to that effect.
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While examining the absentee ballot application for one of the individuals
whom the Commission was unable to contact, it was noted that the application
was signed in the name of a person other than the applicant wkose rame was
printed at the top of the form, The Commission located and spoke with the indi-
vidual who had signed the application. When shown the ballot application, the
individual identified the signature as his own, but did not recognize the printing
on the application. He also identified the person for whom the ballot had been re-
quested as his former roommate. He recalled that the Committeeman had
brought him some papers to sign, which he did, but that was all he could recall.

The Commission contacted several individuals who had voted by absentee
ballot during the November, 1976 General Election, and found that violations
had occurred in that election similar to the ones discovered in the April, 1976 Pri-
mary Election described above.

c. Residency

i. investigation

As part of the Cominission’s overall investigation into voting irregularities in
the 183rd Legislative District, tie Commission responded to allegations that
numerous individuals had registered to vote from addresses at which they did not
reside. In addition to looking at these named individuals, the Commission ran-
domly selected dwellings from which many persons were registered. The Commis-
sion focused on several dwellings where the size of the dwelling did not appear to
logically permit so many persons to be actual residents. '

The Commission set out to determine the true residency of the voter regis

trants whicit had listed these addresses on their voter registration affidavit. Near-
ly all the listed registrants were not residing at their registered address. Rather,
they wcre generall found to be residing at addresses which they had listed on
their registration form under the heading ‘‘former address.’”” Upon being ques-
tioned by the Commission agents, many registrants answered with distinctly sim-
ilar explanations of their questioned residencies. It would appear tha: these sim-
ilar responses are part of a planned pattern of response, rather than a matter of
coincidence in the life styles of the registrants, This pattern, when combined with
other evidence garnered by the Commission, raises questions regarding the valid-
ity of these registrations. The Commission’s findings relating to the residency of
voter registrants is presented below, Again, the Commission’s investigation is not
intended to be all encompassing, but rather to present a sampling of voter regis-
tration irregularities in the 183rd Legislative District.

1427 South Sixih Street

Current street registration lists indicate that 20 people are registered to vote as
residents of this row home.

The Commission contacted a present resident who has lived in the building
viriually all of her life. She was only able to identify six of the 20 as having ever
lived at 1427 South Sixth Street. She was unable to provide any information as to
the identities or residences of the other 14 registrants.

‘ Thﬁ: p.roperty'in q.ues'tio.n is owned by Margaret Cianciulli, mother of Matthew
Cianciulli, Jr. Cianciulli himself operates a grocery store on the first floor of the
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building, resides in an apartment behind the stcre, > and manages the property
for his mother. Accordingly, the Commission interviewed Cianciulli to ascertain
the identities of the 14 unidentified registrants, Clianciulli stated that two of the 14
were his relatives who had “‘Quai residency’’ in Pennsylvania and New Jersey and
lived in the bujlding on a part-time basis; that six of the 14 were unknown to him;
and that the other six of the 14 were friends of a present resident and as such, re-
side in the building from time to tire.

The Crime Commission accordingly spoke with that resident. Of the six regis-
trants who Cianciulli stated had lived with the resident, only one could be identi-

" fied as having ever lived in the building. The resndent denied ever knowing the

other five registrants.
 The Commission contacted four of the qu¢stionable residents. One registrant
was unknown to present residents but identifiad by Cianciulli as a friend of a
present resident. The registrant admitted that he had voted from the address but
had never lived there.

The second registrant insisted that ke had been a legitinsate resident, but when
confronted with evidence to the contrary, he admitted never having lived at the
address. He stated that he was in fact a resident of New Jersey. He explained that
an employee of another questionable resident had instructed him to use the ad-
dress in Philadeiphia for voting purposes.

The third registrant insisted that his listed residence was legitimate despite the
fact that neither the present residents nor Cianciulli have ever heard of him.

The fourth registrant, unknown to both present residents and Cianciulli, ini-
tiaily claimed legitimate residency, but later admitted that he had used the address
for voting purposes only with the consent of the owner of the building.

Two persons who are listed as registered residents and who have voted from
the address, are unknown to present residents, unknown to Cianciulli, and unable
to be located ai all by Crimme Commission agents.

1429 South Sixth Street

Locatéd at 1429 South Sixth Street is a row home containing four apartments.
Voter Registration records show that 16 individuals are presently registered to
vote from 1429 South Sixth Street and, in fact, have voted from that address in
both the 1976 Primary and General Elections. The property was owned by Joseph
and Angela Berti ** from 1969, until November 18, 1976.

The Commission interviewed a South Philadelphia real estate broker regard-
ing his knowledge of the names of residents and their respective dates of residency
at 1429 South Sixth Street. I a voluntary sworn statement, the realtor-stated that
he had represeated Joseph and Angela Berti for the stated purpose of selling their
property at 1429 South Sixth Street. In March, 1976, the Bertis vacated the prop-
erty. This left the property totally unoccupied, since the tenants who had resided
in the property had previously vacated the premises. In June, 1976, while showiiig
the property to prospective buyers, the realtor observed that the property was to-

12. This apartment has been used by the Board of Elections as a pollmg place on election day
since 1969.

13. Joseph Berti is the brother-in-law of Matthew Cianciulli, Jr., the manager and a resident of
427 South Sixth Street.
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tally unoccupied. Final settlement for the sale of the property was November 18,
1976, at which time, the property remained totally unoccupied.

In a further attempt to substantiate the vacancy of the property at 1429 South
Sixth Street during the Primary and General Elections of 1976, the Commission
contacted the Philadelphia Gas and Electric Company. The utility records reveal
that each of the three floors in the building was without either electric or gas serv-
ice from March, 1976 until November, 1976. This information supports the real-
tor’s assertion that the property was vacant from March, 1976 until November,
1976.

The Commission contacted eleven questionable residents.

Three of these residents provided the Crime Commission with explanations of
their residency and later changed their stories. In considering any one of the ex-
planations, these persons registered from the address at dates when they admit-
tedly were not residents of the property. ,

The employer of one of these registrants was himself a listed resident of the
same property. The employer said he lived at the address while waiting to move
into his new hone.

The fifth registrant said that, due to marital difficulties, he lived at the ad-
dress for several munths. These months correspond to a time the building was va-
cant.

Two married couples listed as residents stated that they had legitimately lived
at the address. In one case, the wife had moved there due to marital difficulties,
She was eventually joined by her husband at the address. They claim they both
lived there for the better part of a year, even though they owned their own home
at another address. In the second case, the couple said they lived at the address
while waiting to move into their new home.

The tenth registrant stated that he lived at the address while simultaneously
maintaining an apartment at another address. Votes cast in his name were cast at
a time the building was vacant.

The wife of the eleventh registrant said that for the past nine years her hus-
band has lived at an address other than his stated registration address. The regis-
trant bimsell insists that, due to marital problems, he did live at the registration
address for several months. Records rcveal that he registered from the address
eight months prior to the time he claims to have lived there.

. The Crime Commission has exhausted all possibilities in its efforts to find two
listed registrants. They are unknown to any of the past or present tenants, and yet
they cast votes in 1976 from the subject address.

1433 South Sixth Street

Voter registration records indicate that ten persons are registered to vote from
this address. The Crime Commission interviewed several present residents who
stated that only four of the ten registrants were, in fact, past or present residents.
They were unable to provide any information as to the identities of the other
registranis.

The Commission contacted the record owner of the property. ** According to

14, The owner of the property, A. J. Fanelli, stated that he has owned the building for seven
years and he is very familiar with the past and present tenants,
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the owner, six of the ten voter registrants have never lived at 1433 South Sixth
Street during the period of his ownership.

One questionable registrant stated that when he informed his work supervisor
that he was not registered to vote, the supervisor sent him to see a local politician.
At the politician’s suggestion, he and his wife used the subject address for voting
purposes even though they never lived there. This registrant refused to provide
any additional information. '3

A married couple registered from the property and stated they lived there for
six months. Neither the present tenants nor the owner of the property have ever
heard of this couple.

The Crime Commission has been unsuccessful in its attempts to interview or
subpoena the fifth questionable registrant.

In a sworn statement, the sixth iisted registrant admitted never having lived at
his registration address. He said that an individual identified only as *‘Jack,’’ of-
fered to assist him in getting a job it he would register to vote from the subject ad-
dress. Although a vote was cast in his name, this registrant insists that he has
never voted at any time.

1527 South Broad Street

Voter registration records indicate that six persons are registered to vote from
this address. Agents interviewed the owner of the property, Vincent Argentiero,
who identified four of the six as present residents. The other two are not known
to the owner. Further interviews with the present residents indicate that neither of
the two regisirants has lived at the subject address. All efforts to identify these
two registrants have been fruitless.

529 Wilder Street

Registration records indicate that nine persons are registered to vote from this
address. The property is owned by Matthew Cianciulli, Jr. Present residents of
the property identified six of the nine persons as either past or present occupants.
The three unidentified residents are not known (o any persons related to the prop-
erty. All etforts to contact these three persons have proved fruitless.

1310 Wharton Street

Voter registration records indicate that ten persons are registered as residents
of this address,

The property is owned by Michael DiMaggio but is managed by a local real-
tor. The realtor stated that of the ten individuals registered from that address,
only five are present or former residents. The Commission attempted to contact
these five questionable registrants.

The former roommate of one of these registrants said that she and the regis-
trant moved away at least six months prior to the time the registrant voted from
the registration address.

15. A source explained that this registrant had recently been arrested and cited by the Pennsyl-
vania Liquor Control Board for attempting to bring untaxed liquor into Pennsylvania. This source
also alleged that the registrant hoped to obtain the aid of a politician witiv his PLCBH pablems.
According to this source, the registrant does 1iot want to jeopardize the possibility of the politician's
assistance, and thus would not cooperate with the Crime Commission.
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Votes in the name of the second registrant were cast in both the Primary and
General Elections in 1976. All efforts to obtain information about his identity
and present whereabouts have proved unsuccessful.

The next three questipnable registrants were members of the same family. One
of them had three current voter registration affidavits, each listing a different ad- ,
dress. The registrant had cast votes from all three registration addresses. The :
father of this registrant was himself a questionable registrant. The father had in- -
structed his son to register in a voting division in which the father felt the Com-

mitteeman would be willing to provide political favors. The father stated that the :
Committeemnan instructed him to use 1310 Wharton Street as the family’s regis- ]
tration address. The father admitted that both he and his wife followed the Com- .
mitteeman’s instructions.
The son recalled that on two occasions he was asked by the Committeeman to ;
register from two different addresses. The son complied, but later changed his 4
registration to his actual home residence on the father’s advice that their own :
Commiiteeman could provide more assistance than could the first Committee-
man.
Further efforts by the Commission to resolve the matter at a private hearin
held at Crime Commission offices proved fruitless. ' ’ ¥
ii. Summary |
A summary of the responses received from the 32 questionable registrants in- .
terviewed by the Crime Commission is as follows:
&
Number of .
Response of Registrant Responses '
Admitted never residing at the registra- 9 N
tion address. H
Claimed to have resided at the registration 5 (three due to alleged
address at a time the building was vacant, marital difficulties) :
Claimed to have resided at the registration 4 , :
address (but are unknown to present resi- '
dents and the owner of the building). 3
ngistered from the registration address 2 (both due to alleged £ “
prior to the tire of claimed resiency. marital difficulties)
Rggistered from the registration address 3 (one due to alleged
prior te the time of claimed residency — marital difficulties)
and claimed to have resided there at a ;
time the building was vacant. "
Voted from the registration address well 1 i
after the time they vacated the premises.
Non-existent “‘ghost voters.*’ 8

16. This registrant was questioned about incidents completely unrelated to the investigation in-
vo!ving the registrant described on page 123 herein. The two registrants were subpoenacd to appear at
Crime Commission hearings coincidentally on the same date. They were both represented by the same
counsel. This attorney and the two registrants all arrived at Crime Commission offices in a chauffeur-
driven vehicle owned by the City of Philadelphia.
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5. CONCLUSIONS AND RECOMMENDATIONS

The Commission initiated this investigation after receiving specific complaints
concerning the 183rd Legislative District. Because of manpower and time limita-
tions, the Commission has not conducted investigations in any other districts.
However, the serious problems discovered in this district raise the question as to
whether the same kind of problems exist in other districts. The problems are so
serious that those officials, local, state and federal, responsible for safeguarding
the integrity of the election process must take the appropriate steps to eliminate
all such doubts.

Despite the fact that the Commission’s investigation is continuing, the Com-

mission is presently in a position to make the following observations and recom-

mendations:

a. It appears from the findings that the people who are charged with the duty
of running the polls on election day are basically not aware of the Election Code
requirements. During many personal interviews with election officers, Crime
Commission agents would ask the individuals to describe their election day du-
ties. Many officers pleaded ignorance, and in several cases the officers did not
even know what their official titles were. ¥ hen confronted with proof of voting
irregularities, several officers admitted to hav’ng participated in the irregular ac-
tivitics but at the same time responded, ‘‘Why, was it wrong for me to do that?
Did I do something wrong?”’

While the Board of Elections does conduct instruction seminars for voting of-
ficials, attendance is on a voluntary basis. Accordingly, the Crime Commission
recommends that the Election Code be amended to require all election officers to
participate in a mandatory series of classes. Their attendance at these classes
should be a prerequisite to their being sworn in as election officers. The classes
should be designed so as to alert the officers to their statutory duties and should
also describe various possibie irregular voting schemes.

b. Under the Election Code, all documents, papers and records in the Office
of the Board of Elections need only be preserved therein for a period of eleven
months. '” In order tn afford the appropriate prosecutive agencies a reasonable
time to examine the original records pertaining to the April, 1976 Primary Elec-
tion, an interim report of findings was issued by the Crime Commission despite
the fact that the Commission has not completed its investigation.

In many instances, allegations of voting irregularities do not surface to public
attention until well after an election. And once they do surface, the investigation
of the allegations is a long, tedious and painstaking process. To expect that all of
this plus criminal indictment could effectively take place within an eleven month
period is unreasonable, Accordingly, the Crime Commission recommends that
the Election Code be amended to require all documents, papers and records in the
Office of the Board of Electinons to be preserved therein for a period of at least
two years.

¢. The irregularities described herein relating to the casting of absentee bal-
lots closely parallels the irregularities recently revealed in the Crime Commis-
sion’s report on Absentee Voting Irregularities in Delaware County, '* In that re-

17. 25 P.5. 2649,
18. May, 1976.
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port, the Crime Commission offered detailed recommendations to the legislature
for reformation of the Absentee Voting provisions of the Election Code. Based
on the finding herein, the Crime Commission again concludes that the area of ab-
sentee voting requires serious legislative consideration, and urges the legislature
to consider the Crime Comimission’s recommendations for statutory change.

To date, the Crime Commission has only been able to utilize two agents over a
three month period to conduct this investigation. The Commission will continue
to investigate the series of allegations relating to voting fraud in the City of Phila-
delphia in conjunction with other appropriate agencies. The Board of Elections
itself has independently conducted a canvass of registered voters and has begun
the process of purging names from the registration rolls pursuant to its statutory
authority.

At the conclusion of this investigation, it is hoped that the Crime Commission
will be in a position to make further recommendations to the legislature in the
pursuit of free and fair elections in the Commonwealth.

PKOPOSAL FOR ELECTION CODE REFORM

The Pennsylvania Crime Commission, based on the investigation conducted
and the reports issued in May, 1976 and March, 1977, offered the following
changes in the election laws as reform measures to aid in the conduct of free and
fair elections. Application for and Mailing of an Absentee Ballot—Provision
should be made for the following:

(a) Any qualified elector may apply at any time before any primary or elec-
tion for an official absentee ballot on any form supplied by the federal govern-
ment, or on any official Commonwealth of Pennsylvania form addressed to the
Secretary of the Commonwealth of Pennsylvania or the county board of election
of the county in which his voting residence is located. An application shall be
made in only one of three ways and in no other manner, and then only on the of-
ficial form:

1) by the elector in person at the office of the county board of elec-
tion,

2) by the elector by mail, A

3) by mail or by delivery to the county board of election only by the
elector or by the husband, wife, son, daughter, brother, sister, father,
or mother of the applicant.

(b) The application shall contain the following information: home residence
at the time of entrance into actual military service or federal employment, length
of time a citizen, length of residence in Pennsylvania, date of birth, length of time
a resident of voting district, voting district if known, party choice in case of pri-
mary, name and, for a miilitary elector, his stateside military address, FPO or
APO number and serial number. Any elector other than a military elector shall in

addition specify the nature of his employment, the address to which ballot is to be:

sent, relationship where necessary, and such other information as may be deter-
mined and prescribed by the Secretary of the Commonwealth. When such appli-
cation is received by the Secretary of the Commonwealth, it shall be forwarded to
the proper county board of election.
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(c) The application of any qualified military elector, for an official ballot in
any primary or election may not be made over the signature of any person other
than the qualified elector or an adult member of his immediate family.

(d) The application of any qualified elector for an official absentee ballot in
any primary or election shall be signed by the applicant.

(e) Any qualified bedridden or hospitalized veteran absent from the state or
county of his residence and unablz to attend his polling place because of such ill-
ness or physical disability who desires to vote by absentee ballot regardless of
whether he is registered or enrolled, shall signify that desire to his county board
of elections by any means. Thereupon, the county board of elections shall mail all
such electors an official application form addressed to the county board of elec-
tions of the county in which his voting residence is located.

The application shall contain the following information: residence at the time
of becoming bedridden or hospitalized, length of time a citizen, length of resi-
dence in Pennsylvania, date of birth, length of time a resident in voting district,
voting district if known, party choice in case of primary, name and address of
present residence or hospital at which hospitalized. When such application is re-
ceived by the Secretary of the Commonwealth, it shall be forwarded to the proper
county board of elections.

The application shall be signed by the applicant and may be filed at any time
before any primary or election: provided, how:ver, that in the event any elector
entitled to an absentee ballot under this subsection be unable to sign his applica-
tion because of illness or physical disability, he shall be excused from signing
upon making a statement which shall be witnessed by one adult person in sub-
stantially the following form: I hereby state that I am unable to sign my applica-
tion for an absentee ballot without assistance because I am unable to write by rea-
son of my illness or physical disability. I have made or have received assistance in
making my mark in lieu of my signature,

(Mark)

(Date)

(Complete Address of Witness) (Signature of Witness)

Any qualified registered elector, including a spouse or dependent, who ex-
pects to be or is absent from the Commonwealth or county of his residence be-
cause his duties, occupation or business require him to be elsewhere on the day of
any primary or election who desires to vote by absentee ballot and any qualified
registered elector who is unable to attend his polling place on the day of any pri-

- mary or election because of illness or physical disability who desires to vote by ab-

sentee ballot and any qualified registered bedridden or hospitalized veteran in the
county of residence who desires to vote by abseniee ballot, may apply to the
county board of elections of the county in which his voting residence is located
for an official absentee ballot on any form supplied by the federal government or
on any official Commonwealth of Pennsylvania form. Such official application

- form shall be determined and prescribed by the Secretary of the Commonwealth

of Pennsylvania.

1) The application of any qualified registered elector, including
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spouse or dependent who expects to be or is absent from the Common-
wealth or county of his residence because his duties, occupation or busi-
ness require him to be elsewhere on the day of any primary or election,
shall be signed by the applicant and shall include the surname and Chris-
tian name or names of the applicant, his occupation, date of birth,
length of time a resident in voting district, voting district if known,
place of residence, post office address to which ballot is to be mailed
and such other information as shall make clear to the county board of
elections the applicant’s right to an official absentee ballot.

2) The applicant of any qualified registered elector who is unable to
attend his polling place on the day of any primary or election because of
illness or physical disability and the application of any qualified regis-
tered bedridden or hospitalized veteran in the county of residence shall
be signed by the applicant and shall include surname and Christian
name or names of the applicant, his occupation, date of birth, residence
at the time of becoming bedridden or hospitalized, length of time a resi-
dent in voting district, voting district if known, place of residence, post
office address to which ballot is to be mailed and such other informa-
tion as shall make clear to the county board of elections the applicant’s
right to an official ballot, In addition, the application of such electors
shall include a declaration stating the nature of their disability or illness:
Provided, however, that in the event any elector entitled to an absentee
ballot under this subsection be unable to sign his application because of
illness or physical disability, he shall be excused from signing upon mak-
ing a statement which shall be witnessed by one adult person in substan-
tially the following form: I hereby state that I am unable to sign my ap-
plication for an absentee ballot without assistance because I am unable
to write by reason of my illness or physical disability. 1 have made or
have received assistance in making my mark in lieu of my signature,

(Mark)
(Date)
(Complete Address (Signature of
of Witness) Witness)

All Commionwealth of Pennsylvania application forms shall contain
the following declaration and penal notice: I hereby declare under the
penalties of perjury that the statements made in the above declaration
are true.

(Signature)

Penalty for Falsifying Declaration—If any person shall sign an ap-
plication for ahsentee ballot or knowing any matter declared therein to
be false, he shall be guilty of a misdemeanor and upon conviction, shall
be sentenced to pay a fine not exceeding two thousand dollars ($2,000),
or be imprisoned for a term not less than three months or more than one



year, or both. In addition, sentence shall include loss of the right of suf-
frage absolutely for a term of four years.

(f) Any qualified registered elector, including any qualified bedridden or hos-
pitalized veteran, who is unable because of illness or physical disability to attend
his polling place on the day of any primary or election or operate a voting ma-
chine and state distinctly and audibly that he is unable to do so may, with the cer-
tification by his attending physician, that he is permanently disabled and physi-
cally unable to attend the polis or operate a voting machine and make the distinct
and audible statement, be placed on a permanently disabled absentee ballot list
file. An absentee ballot application shall be mailed to every such person for each
primary or election so long as he does not lose his voting rights by failure to vote
as otherwise required by this Act. Such person shall not be required to file a
physician’s certificate of disability with each application, but must file a physi-
cian’s certificate of permanent disability every two years in order to maintain his
eligibility to vote under the provisions of this subsection. Should any such person
lose his disability he shall inform the county board of elections of the county of
his residence.

(2) The county chairman of each political party or the head of each political
body shall designate one representative from his respective political party or body
for each public institution, The representatives so appointed shall, at the same
time on a date fixed by the county board of election, visit every public institution
situate in the county for the purpose of distributing applications for absentee bal-
lots. The executed applications thus obtained, shall then be submitted by said rep-
resentatives to the board which shall furnish absentee ballots. If the chairman or
head of a political party or body fails to appoint a representative within fifteen
days from written notice from the county board of election, the county board of
election shall appoint a representative from the political party or body.
~ {(h) The county board of election shall appoint teams of three members for
each public institution that shall go to the public institutions and hold the election
on the first Friday prior to election day. Each member of the board shall appoint
one member on every team. After the votes are cast, the teams shall collect the
ballots and return them to the county board of election where they shall be placed
unopened in a secure, safe and sealed container in the custody of the board until
the time for canvassing same.

(i) The county board of election shall number, in chronological order, the ap-
plications for an official absentee ballot, which number shall likewise appear on
the official absentee ballot for the qualified elector. The numbers shall appear
legibly and in a conspicuous place but before the ballots are distributed the num-
ber of the ballot shall be toin off by the county board of election. This number in-
formation shall be appropriately inserted and become a part of the registered ab-
sentec voters file and the military, veterans and emergency civilian absentee vot-
ers file,

1) An absentee ballot may be mailed or delivered to an address other
than the official residence of the elecior requesting the baliot if such
elector so requests in writing on the official application form, but in no
case shall an absentee ballot be mailed or delivered to any address within
the elector’s voting district other than the elector’s own official resi-
dence,
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Elector’s Receipt of the Absentee Ballot Only by Mail—Present section 25 P.S.
3146.5, permits the board of elections to DELIVER or MAIL official absentee
ballots. This section should be amended to delete the words ‘¢‘DELIVER OR’’.
The board should be required to MAIL all ballots. In addition to the deietion of
these words, a third suhsection should provide:

(c) In the event the board is unable to mail an absentee ballot where the board
determines that such mailing would cause the elector to miss the deadline for sub-
mission of the absentee ballot to the board, the board of elections may then hand
deliver the absentee ballot to the elector: However, any such hand delivery must
be made by a member of the board of elections or a member of its staff, and by
no other person,

Delivery of Absentee Ballot Back to the Board of Election—Present section 25
P.S. 3146.6(a)—last sentence of the first paragraph should be followed by:

No third party shall return an absentee ballot for an elector at the office of the
board of elections. In the case of an elector who casts an absentee ballot because
of illness or physical disability, such balilot shall only be mailed by such elector or
by a person designated by such elector who consents thereto. Such elector may
designate for such purpose only one of the following persons:

A licensed physician, registered or nractical nurse or any other person who is
caring for such elector because of such efector’s iliness or physical disability, a
member of such elector’s family, or if no such person is available, then a registrar
of voters or deputy registrar of voters in the municipality in which such elector re-
sides.

Keeping People Other Than the Voter Away From Absentee Ballots—The fol-
lowing should be added as new section 25 P.S. 3146.10:

No person shall have in his or her possession any official absentee ballot or
ballot envelope for use in any election or primary except the elector to whom it
was issued, the Secretary of the Commonwealth or his or her authorized agents,
any official printer of absentee ballot forms and his or her designated carriers, the
United States Postal Service, any other carrier designated by the Secretary of the
Commonwealth for the purpose of delivering official blank absentee ballot
forms, any person authorized to receive official absentee ballot forms on behalf
of the municipality, any authorized election official, or any other person author-
ized by statute to possess such ballot or ballot envelope.

Retention of Documents—Present section 25 P.S. 2649 should be amended as
follows:

. .. for a period of at least eleven {11) months should be amended to read two
(2) years. .

. .. for a period of at least four (4) months should be amended to read eight

(8) months. ‘
Training of Election Officers—Present responsibility for training rests with the
individual county boards of election. This should be changed to place the respon-
sibility on the Secretary of the Commonwealth, for uniform training of officials.
Accordingly, present section 25 P.S. 2684, should be repealed. New section 25
P.S. 2624, should be added to the statute and should read as follows:

The Secretary of the Commonwealth shall require all election officers to at-
tend election seminars regarding the duties and responsibilities of election offic-

ers, for the education and instruction of all judges, inspectors of election, clerks
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and machine inspectors, who are to serve at the primary or election. The Secre-
tary of the Commmonwealth shall give to each judge, inspector, clerk and machine
inspector, who has received such instruction and is found qualified to conduct
such primary or election, a certificate to that effect. For the purpose of giving
such instructica, the Secretary of the Commonwealth shall organize and conduct
seminars at the times and places as shall be necessary. Bach judge, inspector,
clerk and machine inspector shall, upon notice, attend such seminar called for his
instruction and receive such instruction as shall be necessary for the proper con-
duct.of the primary or election, and, as compensation for the time spent in receiv-
ing such instruction, each judge, inspector, clerk and machine inspector who
shall qualify for and serve at such primary or election, shall receive the sum of ten
($10.00) dollars, to be paid to him at the time and in the same manner as compen-
sation is paid to him for his services on election day.

No judge, inspector, clerk or machine inspector shall have the authority to
serve at any primary or election unless he shall first have received such instruc-
tion, shall have been found qualified to perform his duties and shall have received
a certificate to that effect. Any judge, inspector, clerk or machine inspector who
serves in such capacity at any primary or election without having first received a
certificate or instruction endorsed by the Secretary of the Commonwealth, shall
be guilty of a misdemeanor, and, upor conviction thereof, shali be sentenced to
pay a fine not exceeding one hundred {3100.00) dollars, or to undergo imprison-
ment of not less than three (3) months nor more than (1) year, or both, at the dis-
cretion of the court: Provided, however, thai this shall not prevent the appoint-
ment of a judge or inspector or clerk or machine inspector to fill a vacancy arising
on the day of election or on the preceding day, but in case of guch appoiaiment,
said appointed officer must comply with the provisions of this Act before serving
in such capacity at any subsequent primary or election.
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ill. WHITE COLLAR CRIME

A. THE PENN STATE GROUP:
A STUDY IN WHITE COLLAR CRIME *

1. INTRODUCTION

In its report on Racketeering In The Casualty Insurance Industry, July 1977,
the Pennsylvania Crime Commission devoted a section of the report to the finan-
cial decline of a Florida insurance entity, Financial Fire and Casualty Company
{one of several insurance companies within the ‘‘Penn State Group,’”” Lambs

' Bridge, South Fork, Pennsylvania.) ' The cause for the decline of Financial Fire
was two-fold: 1) an ill-advised agency agreement between Financial Fire and In-
ternational Surety Underwriters, a company infiltrated by reputed racket figures;
and 2) a decline in the value of assets held by Financial Fire involving numerous
complex transactions. Suspecting certain fraudulent activities regarding these
transactions, the Crime Commission undertook a preliminary inquiry into the
Penn State Group in June of 1976. In the course of the preliminary inquiry, the
Commission developed informatioh that the insurance entities within the Penn
State Group and certain other associated entities obtained and used funds and
manipulated assets to the detriment of lending institutions and the general public
in the Commonwealth. Based on these findings, the Commission resolved, on
April 27,1977, to investigate the activities of the Penn State Group and its associ-
ates.

Having concluded the investigations, it appears that numerous violations of
both state and federal law may have occurred.

2. THE PENN STATE GROUP
a. The Companies
The following are entities that are either a part of, or in some significant
manner associated with, the Penn State Group.
i. Insurance and Realty Counselors, Inc, (IRC)

A Pennsylvania corporation with its principal place of business at Lambs
Bridge, South Fork, Pennsylvania. IRC is the holding company for all the other
entities within the Penn State Group.

* This report was approved by the Commissioncrs aud referred in July, 1978, to appropriate law
enforcement and administrative agencies for review.

‘1. The Penn State Group is the commerclal designation fer a group of insurance companies un-
der a Pennsylvania holding company called Insurance and Realty Counselors, Inc.
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ii. Financial Fire and Casualty Company (Financial Fire)

A Florida corporation with its principal place of business in Fort Lauderdale,
Florida. Financial Fire also had an office in the Penn State headquarters at
Lambs Bridge, South Fork, Pennsylvania. Financial Fire was a Penn State Group
entity prior to its liquidation in Fcbruary, 1975, by the Florida Insurance Depart-
ment. Financial Fire engaged in surplus lines operations and reinsurance
practices.

iii. Grocers Mutual Insurance Company (Grocers)

A Pennsylvania corporation with its principal place of business at Lambs
Bridge, South Fork, Pennsylvania. Grocers is a Penn State Group entity and
engages in the following linies of insurance: fire, allied lines, inland marine, and
commercial auto.

iv. Amherst Insurance Company {Amherst)

A Pennsylvania corporation with its principal place of business at Lambs
Bridge, South Fork, Pennsylvania. Amherst is a Penn State Group entity and en-
gaged in straight fire and allied lines insurance.

v. Penn State Mutual Insurance Company
(Penn State Mutual)

A Pennsylvania corporation with its principal place of business at Lambs
Bridge, South Fork, Fennsylvania. Penn State Mutual is a Penn State Group en-
tity, engaged in fidelity and surety bonding risks.

vi. Patrons Mutual Insurance Company (Patrons)

A Pennsylvaniz corporation with its principal place of business at Lambs
Bridge, South Fork, Pennsylvania. Patrons Mutual is a Penn State Group entity.

vii. Cambria Excess Company (Cambria)

A Pennsylvania corporation with its principal place of business at Lambs
Bridge, South Fork, Pennsylvania. While not a Penn State Croup entity per se,
Cambria was closcly associated with the entities of the Penn State Group. 2
Cambria’s main functions were to serve as a collecting agent for premiums owed
to Penn State Group insurance companies, to obtain reinsurance on policies
written by the Penn State companies that exceeded the 10% capital surplus Jimit
of that insurance company, and to accept reinsurance for outside insurance com-
panies.

2. For example, Cambria is headquartered in the same building in South Fork, Pennsylvania, as
are the other Penn State Group companies. Furthermore, Evan C. Stineman, Jv., a principal of the
Penn State Group, wis the owner of Cambria prior to an alleged sale of Cambria to Joseph P.
LaRocca in 1973, Even after the alleged sale of Cambria to LaRocca, Frank Kring and William
Botteicher, employees of Stineman, remained at Cambria a: corporate officers and employees.
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viii. Integrated Financial Systems, Limited (IFS, Ltd.)

A Pennsylvania corporation. IFS, Ltd., is not a Penn State Group entity.
Nonetheless, as a result of the IFS, Ltd. management takeover of two Penn State
Group companies, the activities and personnel of IFS, Ltd. became closely inter-
twined with those of the companies in the Penn State Group.

ix. Midway Properties Corporation (Midway)

A Colorado corporation with its principal place of business in Colorado
Springs, Colorado. Midway is not a Penn State Group entity. However, the
Crime Commission investigation revealed that Evan C. Stineman, Jr., a Penn
State Group principal, was a 30% stockholder in Midway during the period under
investigation.

b. The Principais

Following is a chart showing the business interrelationships among the princi-
pals of the Penn State Group companies and associated entities.
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3. FINDINGS
a. IRC Loan at First Pennsylvania Bank

i. Facts

In March of 1973, the First Pennsylvania Bank in Philadelphia, granted IRC a
loan for $2.1 million. Evan C. Stineman, Jr., represented IRC in negotiating this
loan with the bank’s Senior Commercial Officer. * Inciuded in the collateral that
Stineman pledged for the loan, were a surety bond for $500,000 issued by
Tinancial Fire and 76,227 shares of Financial Fire common stock, along with ap-
proximately 11,000 shares of stock from various other companies. During the
negotiations for this loan, reference was made to an IRC asset of $2.1 million in
accounts receivable, During his relationship with First Pennsylvania, Stineman
also presented to First Pennsylvania Bank, a balance sheet that listed as an IRC
asset a $2.1 million accounts receivable, This $2.1 million asset was created via an
agency contract agreement between IRC and IFS, Ltd., immediately prior to
IRC’s loan application for $2.1 million from First Pennsylvania.

Following the granting of the loan to IRC, $1 million was forwarded to the
United States National Bank in Johnstown to pay off certain IRC debts, $1
million was forwarded to an investment advisory account in First Pennsylvania
Bank and the remaining $100,000 was deposited in a First Pennsylvania checking
account in the name of IRC. The $1 million in the investment advisory account
was used almost immediately to purchase securities. Although the securites were
held at the bank and a bank officer assisted in managing the purchase and sale of
the securities, Stineman exercised full control over such activity, Eventually, IRC
failed to make its regular payments on the bank loan and the bank was forced to
make a settlement with Stineman for payment of the loan. As a result of this
settlement, the bank suffered a loss of $137,000 on the principal. ¢

ii. Legal Issues
Deceptive Business Practices

When Evan C, Stineman, Jr., attempted to obtain a $2.1 million loan from
First Pennsylvania for 1RC, reference was made to a $2.1 million accounts re-
ceivable asset. During his relationship with the bank, he also submitted an IRC
balance sheet indicating this IRC asset of $2.1 million in accounts receivable. This
receivable, created immediately prior to IRC’s loan application, resuited frem an
agency contract agreement between IRC and IFS, Ltd. *

This agreement involved the sale by IRC to IFS, Ltd., of the management
contracts of two Penn State Group entities (Grocers and Amherst) along with

3. According to the bank's Senior Commercial Officer, & bank empioyee, Jack Farrell, referred
Stineman to the Commercial Loan Department.

4. When the bank attempted to execute on the $500,000 Financial Fire surety bond that had been
pledged as collateral, the bank found that Financial Fire had gone into liquidation and its assets were
inadequate to satisfy the bond.

5. Early in 1973, IFS, Ltd. purchased from IRC, an ‘*agency plant’’ consisting of approximately
300 licensed agents and brokers and the rights to the existing and new business produced by these
agents and brokers in Grocers Mutual and Amherst Insurance Companies,
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Stineman’s personal guarantee that IFS, Ltd. would profit at least $500,000 a
year from the purchase of the contracts. In return, IFS, Ltd. delivered a promis-
sory note to IRC in the amount of $2.1 million and also transferred to Stineman
personally, a large number of shares in IFS, Ltd. ¢

While this agreement may, on its face, appear to be a satisfactory bargain for
both parties, there are many circumstances that suggest that both parties may
have conspired in the making of the agreement for the sole purpose of
manufacturing a paper asset for IRC’s balance sheet.

John Brownlee, President of IFS, Ltd., negotiated the agreement on behalf of
IFS, Ltd. He testified that the $2.1 million cost figure was derived from a formula
based on the annual net premium earnings of Grocers and Amherst but that he
did not recall what that formula was. ? Generally, the formula used by the in-
dustry to determine the sale price of an insurance management contract is 1.5
times the annual net premium earnings of the company. In fact, Grocers and
Ambherst had never produced more than $350,000 in net premiums in any year
prior to the agreement. Even using Stineman’s personal guarantee to IFS, Ltd. of
$500,000 annual net premium earnings, the value of the agreement, using the in-
dustry standard, would not exceed $750,000. The $2.1 million figure listed on
IRC’s balance sheet as a resultant asset from this agreement was, therefore,
grossly inflated by almost three times the amount that the industry formula
would produce. @

Stineman and Brownlee both have extensive experience in the insurance
business and may bc assumed to be knowledgeable of the industry standard
formula for the reasonable selling price of such management contracts. In
negotiating such a substantial contract, Stineman and Brownlee should have
known the annual gross premium earnings of Grocers and Ambherst and accord-
ingly, should have realized the unrealistic nature of the $2.1 million accounts re-
ceivable.

Another factor which cast serious doubts upon the propriety of this trans-
action is the role of Stineman and Brownlee in the adoption of the proposal.

Stineman and Brownlee have been very close friends outside of their respec-
tive business environments since 1965. °

All information regarding the viability of Grocers and Amherst received by
the people at IFS, Ltd. who were to vote on the execution of the agreement, came
from John Brownlee. !° John Grissinger, a former IFS officer, characterized

6. Testimony of Mervin E. Resnick before the Pennsylvania Crime Commission, April 25,1977,
N.T. 37, [hereinafter referred to as Resnick].

7. Testimony of John Brownlee before the Pennsylvania Crime Commission, April 26, 1977,
N,T. 33, [hereinafter referred to as Brownlee].

8. John Grissinger, former Vice President and Treasurer of IFS, Ltd., and the only officer of
IFS to vote against the agency contract agreement, testified that the contract was not a good deal, and
that according to standard rules in the insurance industry, the top price on such agreement should not
have exceeded $900,000. Testimony of John Grissinger before the Pennsylvania Crime Commission,
April 25, 1977, N.T. 27-29, [hereinafter referred to as Grissinger].

9. Resnick, N.T. 37; Testimony of John D. Farrell before the Pennsylvania Crime Commission,
March 19, 1977, N.T. 32, [hereinafter referred to as Farrell}; Brownlee, N.T. 58.
10. Resmclr N.T. 82; Grissinger, N.T. 30.
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Brownlee’s presentation of the purchase proposal to the IFS people as a job of
‘‘brainwashing”’. '

Mervin Resnick, former Chairman of the Board of IFS, characterized
Stineman as the person who directed Brownlee’s representations regarding the
agreement. Resnick stated:

My impression was that it was quite evident that he (Stineman) was
calling the shots. It was just a feeling. There is nothing I could just point
to, but there was a very close relationship there. 2

It must also be noted, especially in view of the exorbitant amount paid for the
contract and the $500,000 annual net premium earnings guaraniee by Stineman,
that during his briefings to the IFS people, Brownlee never mentioned the fact
that Grocers was in trouble, and was about to be suspended by the Pennsylvania
Department of Insurance for acts of mismanagement, fraud, breach of fiduciaxy
duty, and violations of public policy committed by Grocers' officers and
directors. This had rendered Grocers in such condition that further business
would have been hazardous to its policyholders, its creditors and the general pub-
lic. Such fact only came to light after the agreement was consummated, *?

After Grissinger insisted upon an IFS Board rieeting so that he could go on
record as being opposed to the agreement, Brownlee and the other [FS officers
began to exert pressure on Grissinger to leave the IFS. Shortly after the agreement
was signed, Grissinger was presented with a letter of dismissal from IFS.

Finally, when Grissinger offered resistance to this involuntary resignation,
Brownlee responded by making indirect threats on Grissinger’s physical well-
being. Grissinger described his encounters with Brownlee on this matter as
follows:

Q: Do you recall the specific words (used by Brownlee in making in-
direct threats)?

A: ““It might not be healthy for you if you come home some night and
.. .7 I forget how it was, It was simply like opening a garage door
and somebody would be waiting for me, or something iike that.

* * *

Q: Was there any indication or implication as to who would send those
men?

A: Aslight reference to the mafia.
Q: By whom?

11. Grissinger, N.T. 30. A physician who was a large stockholder and a member of the Board of
Directors of 1FS, Ltd., told the Crime Com:mission that he relied on the expertise and advice of John
Brownlee in deciding on how to vote on the agency contract agreement. The doctor furthe” stated that
on numerous occasions during the negotiations for the contract, Brownlee would make comments re-
garding the wealth of Evaa C. Stineman, Jr., and the large volume of business and number of agents
of Grocers and Amherst., When questioned whether, as a member of the Baard of Directors of IFS,
Ltd., he had ever been shown a financial statement or an annuul report of Grocers or Ambherst, the
doctor stated that, to the best of his knowledge, he did not see any such reports.

12. Resnick, N.T. 63.

13. Grissinger, N.T, 29,
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Brownlee.

In relation to any other individual, any third party?

R

A: No. No names, just inferences that there were some powerful people
involved.

Q: Brownlee implied that there were powerful people involved with him
personally?

A: With Chris Stineman. '

Under federal statue, it is unlawful to knowingly make any false statement or
report, or willfully overvalue any land, property, or security for the purpose of
influencing, in any way, the action of state banks (such as First Pennsylvania)
that are insured by the Federal Deposit Insurance Ccrporation, upon any applica-
tion or loan, or any change or extension of the same. '* Under Pennsylvania law,
it is unlawful to make false or misleading written statements for the purpose of
obtaining property-or credit. ' In view of the totality of the circumstances, it
would appear that Stineman, by arranging for and placing the $2.1 million asset
on the balance sheet of IRC, knowingly provided First Pennsylvania Bank with a
false and misleading financial statement in violation of both state and federal
law.

Insurance Code Violations

Section 832 of the Pennsylvania Insurance Code, 7 prohibits a surety com-
pany from doing business in the Commonwealth unless authorized to do so by the
Insurance Commissioner. In niegotiating the $2.1 million loan with First Pennsyl-
vania Bank, Evan Stineman pledged a $500,000 surety bond issued by Financial
Fire and Casualty Company. '* The Crime Commission has established that
Financial Fire, a Florida corporation, was never authorized to do business in
Pennsylvania.

Furthermore, §832 requires that any surety company doing business in the
Commonwealth shall not expose itself to any loss or hazard on any one surety.
risk in an amount exceeding 10% of its capital and surplus unless it is protected in
excess of this limit by reinsurance with a company authorized to do business in
the Commonwealth. The Crime Commission has found that at the time Financial
Fire wrote the $500,000 bond on behalf of IRC, Financial Fire’s capital surplus

14, Grissinger, N.T. 37-38,

15, 18U.5,C.A. §1014 [emphasis added].

16. 18C.P.S.A. §4107 (a) (7).

17. 40P.S. §832, Act of May 17, 1921, P.L. 682; amended June 22, 1931, P.L. §1.

18. Stineman was an Officer and Director of Financial Fire as well as the Secretary-Treasurer of
IRC,
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was well below the $5,000,000 that would be required by the Code. *
Accordingly, Financial Fire, by failing to register to do business in Pennsylvania
and by presenting a bond exceeding the siatutory limit, appears to have violated
two provisions of §832 of the Insurance Code, both misdemeanors punishable by
six months imprisonment and/or a fine of $500.

Mail Fraud

During the year of 1973, the Florida Insurance Department conducted a
routine audit of the financial stability of Financial Fire. In the course of this
audit, Florida officials spent considerable time and effort examining the $100,000
checking account at First Pennsylvania Bank in Philadelphia, which had been
initiated from the proceeds of the $2.1 million IRC loan. While this deposit was
in the account of IRC, Financial Fire listed it as a Financial Fire asset held on de-
posit as of June 30, 1973. The Flcrida Department sent several confirmation
statements by mail to First Pennsylvania requesting verification by the bank on
Financial Fire’s reported deposit. The bank responded on August 21, 1973,
stating it had no record of such an account in the name of Financial Fire as of
June 30, 1973. The Florida officials then met in Florida on September 10, 1973,
with Evan C. Stineman, Jr., who represented Financial Fire. At this meeting,
Stineman stated that the Financial Fire deposit in Pennsylvania did exist as of
June 30, 1973, and that he would straighten the matter out with First Pennsylva-
nia Bank and obtain a corrective letter, _

During an interview with Crime Commission agents, First Pennsylvania’s
Senior Commercia! Officer revealed that Evan C. Stineman, Jr,, telephoned him
on September 10 or 11, 1973, to request a corrective letter. The officer stated that
he did not recall the details of that conversation except that it related to the
$100,000 account. On Septeniber 20, 1973, a letter dated September 11, 1973, was
received by the Florida officials from the Senior Commercial Officer. This letter
confirmed that Financial Fire did, in fact, have an account with First Pennsylva-
itia as of June 30, 1973, in the amount of $100,000.

On the basis of these two conflicting statements made by First Pennsylvania,
the Florida Department conducted a detailed review of Financial Fire’s books
and records. Feeling that the alleged $100,000 asset was unsupported by adequate
documentation, the Florida Department mailed a third request to First Pennsyl-
vania asking for further clarification of the situatiori. On October 4, 1973, the
bank’s Senior Commercial Officer mailed a letter to the Florida Depariment
stating that the bank’s second letter (September 11, 1973) was incorrect; that
Financial Fire had no account with the bank as of Jupe 30, 1973; but that an

19, According to the testimony of Menry Reints, bond manager for the entities within the Penn
State Group, Financial Fire had only a $300,000 capacity on any single risk, in that Financial Fire’s
capital surplus was $3,000,000. Testimony of Henry Reints before the Pennsylvania Crime Commis-
sion, April 26, 1977, N.T. 17, [hereinafter referred to as Reints). Henry Reint’s signature appears on
the $500,000 surety bond as attorney in fact for Financial Fire, Also, the State of Florida Insurance
Department, in May of 1974, issued an Examination Report on Financial Fire which documents the
fact that under Pennsylvania law, the capital and surplus of Financial Fire was not sufficient to meet
the 10% requirement on a %300,000 bond. Florida Insurance Department, Report o Examination of
Financial Fire and Casualty Company, pp. 44, 53, 121, May 31, 1974,
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account in the name of Financial Fire was opened on September 14, 1973, in the
amount of $100,000.

The federal mail fraud statute 2° prohibits the use of the United States mails
for the furtherance of any scheme or artifice to defraud, or for obtaining money
or property by false representations. This statute covers not only the actual
mailing of such matter, but anyone who knowingly causes or directs that such
matter be delivered.

If, indeed, Stineman directed the officer at First Pennsylvania to send false
and misleading information to the Florida Insurance Department through the
mails, pertaining to the financial stability of Financial Fire, it would appear that
there has been a violation of federal law,

Commercial Bribery

Under Pennsylvania law, a person commits the crime of commercial bribery
when, without the consent of his employer or principal, he solicits, accepts, or
agrees to accept any benefit from another person upon agreement or understand-
ing that such benefit will influence his conduct in relation to the affairs of his em-
ployer or principal. Furthermore, any person that confers, or offers, or agrees to
confer any benefit to an employee, agent or fiduciary to influence such em-
ployee’s conduct in relation to the affairs of his employer, is guilty of the same
crime, '

Mervin Resnick, John Grissinger and John Brownlee testified that Jack
Farrell was John Brownlee’s ‘‘contact’ man at First Pennsylvania Bank. *
Farrell testified that John Brownlee introduced Evan €. Stineman, Jr., to Farrell
for the purpose of soliciting Stineman’s account for First Pennsylvania. 2

Serious questions are raised as to Farrell’s involvement in the $2.1 million
loan to IRC. Whereas Farrell characterized himself as an innocent go-between,
there exists the possibility that he may have received remunerations in exchange
for using his influence at First Pennsylvania to swing the loan for IRC. Farrell
has denied that he ever received any money or any other thing of value in
exchange for assistance in obtaining loans for Stineman at First Pennsylvania
Bank, ** However, the Crime Commission investigation reveals that Stineman
tendered a check in the amount of $2,500 payabie to Farrell seme time after the
$2.1 million loan was granted, Later, when confronted with this information,
Farrell claimed that the $2,500 check was not a payoff but rather an investment
by Stineman into an investment counseling business that Farrell had planned to
start in the Philadelphia area. This $2,500 loan was recorded on the books of IRC
(Wyoming) on October 15, 1974. However, on December 31, 1975, Farrell's in-
debtedness to IRC was eliminated by claiming an ‘‘erroneous posting”’. The fact
that Farrefl admitted the loan was made and the fact that this loan was later
marked as an error on the books, place Farrell’s explanation in a questionable
light.

20. 18 U.S.C.A. §1341.

21, 18C.P,S.A. §4108(a) and (c).

22, Brownlee, N. T, 20; Resnick, N.7", 31; Grissinger, N.T. 13,

23. Farreil, N.T, 10, 11,

it should be nioted that it intsrviews with Crime Commission agents, several employees of First
Pennsylvania Bank described {he relationshin between Farrell and Stineman as very close,

24, Farreli, N. T, 35.
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Farrell further stated that Stineman had promised to remove his $1 million in-
visstient advisory account from First Pennsyivania and place it with Farrell’s
new firm. Stineman reneged on this promise by informing Farrell that he could
not remove the investment account from First Pennsylvania because the bank
would call back the $2.1 million loan to IRC.

Notwithstanding Farrell’s explanation, it would appear to be highly improper
for a bank employee to play a major role in arranging for a large bank {oan for an
entity and thereafter receive a substantial sum of money from the beneficiary of
the loan. It would seem equally improper for a bank employee to arrange a loan
for ancther person and then accept or even consider accepting the proceeds of
that loan as an asset in that employees private business.

In addition, the Crime Commission has established that Farreil received
50,000 shares of IFS, Ltd. stock two months prior to the IRC loan of $2.1 mil-
lion** and thereafter, received the use of a leased 1974 Ford Thunderbird from
IFS, Ltd.*¢ In light of these facts, there appears to be a strong possibility that the
Pennsylvania Commercial Bribery statute has been violated.

b. IFS, Ltd. Loan at Dauphin Deposit Trust
Company

i. Facts

In March of 1974, the Dauphin Deposit Trust Company of Harrisburg,
granted IFS, Ltd., a 60 day loan in the amount of $150,000. John Brownlee and
Mervin Resnick represented IFS, Ltd. in negotiating this loan. As collateral for
the loan, Mervin Resnick offered a $150,000 Financial Fire surety bond.?’ The
Executive Vice President who represented the bank in these negotiations, made
an inquiry into Financial Fire and discovered that the company was unlicensed to
conduct business in Pennsylvania. However, relying on a financial statement of
Financial Fire that was more than a year old and believing that the bank could
execute on the bond through the Florida courts, this Vice President accepted the
bond and approved the loan. When IFS, Ltd. failed to make payment ou the
loan, the bank granted IFS, Ltd., a 60 day extension upon the request of
Resnick. IFS, Ltd. continued to default on the loan and the bank made several
more extensions before attempting to execute on the surety bond. The extensions
were granted on the basis of assurances given by Resnick and Stanford Golin that
IFS was going to sell one of its companies, Quaker State Life Insurance
Company, for $630,000, and that part of the proceeds of the sale would be
immediately forwarded to Dauphin Deposit (o satisfy the debt. IFS officials
failed to inform the bank, however, that First Pennsylvania Bank held a large
block of Quaker State stock as collateral on loans that IFS, Ltd. had at First

—

25, It is unclear as to whether Mr, Farrell paid for this stock, and if he did, how much was paid.
See Brownlee, N.T. 23, IFS is closely intci (wined with the activities of personnel of IRC.,

26. According to an October, 1975 invoice, it appears that Farrell did not pay for the use of this
automobile.

27, According to officials of the Florida Insurance Department, this surety bond was un-
reported, as no evidence of its existence was in the records of the company after they were scized by
the liquidator. When Dauphin Deposit filed a claim on the bond after the loan defaulted, only then
was the Florida Insurance Department put on notice of the bond’s existence,

143



Pennsylvania.? Since IFS was also defaulting on its loan payments at First Penn-
sylvania, First Pennsylvania stood first in line to benefit from the sale of Quaker
State. Shortly after learning that Quaker State stock was being held by First
Pennsylvania, Dauphin Deposit was informed that Financial Fire was being
forced into liquidation by the Florida Insurance Department. Having no other re-
course, Dauphin Deposit wrote off the entire loan on November 10, 1975, suffer-
ing a loss of $150,000 plus anticipated interest.

ii. Legal lIssues
Insurance Code Violations

As previously noted, Financial Fire was not licensed to do business in Penn-
sylvania as required by §832 of Pennsylvania’s Insurance Code. Therefore, by
selling the $15¢;,000 bond in Pennsylvania, it appears that the company was in
violation of the state law,

Mail Fraud

With each time extension that Dauphin Deposit granted IFS, Ltd. to pay off
its loan, Dauphin Deposit requested and received an extension of the life of the
$150,000 Financial Fire surety bond that served as collateral on the loan. The re-
quests for and grants of this extension were made via the United States mails.

During the time that Financial Fire granted the bond extension, Financial Fire
was aware that its financial viability had been under critical examination by the
Florida Insurance Department and that a finding had been made as follows:

There is a deficiency of capital and surplus as of June 30, 1973, in
the sum of $476,662.41, based on the financial statements supporting
this examination, which deficiency does not meet the requirements of
the Florida Insurance statutes, No corrective action or new funds have
been made available to the company up to the point in time in which this
examination was brought to its conclusion, *

On the same date that this report was issued, the Florida Insurance Commissioner
mailed Evan C. Stineman, Jr., a letter informing Stineman that the critical report
was being filed as a public document. Accordingly, Stineman, an officer of
Financial Fire, had knowledge of the company’s deficiency and inability to sup-
port the bond at the time Financial Fire extended the life of the $150,000 bond
held by Dauphin Deposit, 3°

28:11 September of 1972, a loan was granted to IFS by First Pennsylvania Bank in the amount
of $350,000. The primary collateral for this ivan was the siock of Quaker State Life Insui:nce Coin-
pany, an {FS subsidiary.

29, Florida Insurance Department, Report on Examination of Financial Fire and Casualty Com-
pany, p. 126, May 31, 1974,

30. As per an agreement with the United States Postal Inspectors Office, certain investigative
steps were not taken by the Pennsylvania Crime Commission in this matter sc as not to interfere with
any postal office investigation, Accordingly, no attempt was made to contact the individual who
signed Financial Fire’s extension grant. Thus, the Pennsylvania Crime Commission can only suspect
at this time, that Stineman directed the extension letter to be mailed,
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As previously discussed, the federal mail ‘statute, 18 U.S.C.A. §1341, pro-
hibits the use of the mails for the furtherance of any scheme or artifice to de-
fraud, or for obtaining money by false representations. This statute encompasses
omissions of material fact as well as actual misrepresentations. The failure of
Stineman to inform the bank as to Financial Fire’s condition when applying for
the extension, would appear to be an omission of a material fact. These circum-
stances suggest that the federal Mail Fraud statute may have been violated. *'

¢. Midway Properties Loan at First Pennsylvania
Bank

i. Facts

In August of 1974, the First Pennsylvania Bank granted a one year loan in the
amount of $350,000 to Midway Properties Corporation of Colorado. According
to a First Pennsylvania interdepartmental memorandum dated September 18,
1975;

This loan was brought to us by Jack Farrell (former employee) of the
Trust Department. They had been taking care of the security transac-
tions for several insurance companies controlled by Chris Stineman of
insurance and Realty Counselors, Inc., South Fork, Pennsylvania.
Stineman is a 30% stockholder in our borrower, Midway Properties,
Inc.

Stineman offered a $350,000 Financial Fire surety bond as collateral for the loan
to Midway. Don Calder, President of Calder and Company, and a 20% stock-
holder in Midway, offered a personal guarantee as further coliateral on the loan.
Following a request for a renewal of the loan, the bank informed Calder and
Stineman that First Pennsylvania expected repayment of the loan as originally
agreed and that the bank was not in a position to grant the request. The bank
anticipated executing on the Financial Fire bond if Midway defaulted. Some time
in the middle of July, 1975, the bank received a call from the Florida Insurance
Department, Officials of that Department explained that Financial Fire went into
receivership February 21, 1975. Calder subsequently offered First Pennsylvania a
blanket mortgage on the total 1,200 acre realty parcel owned by Midway, Mid-
way’s only asset. The bank found that it would have a second mortgage on 164
acres of the parcel and a third mortgage on 936 acres. Bank officials spent two
days in Colorado examining the parcel and discovered that only 850 acres of the
tract were developable. They concluded that the parcel was overfinanced and that
there was no equity remaining in the land to support Calder’s offer. After Mid-
way defaulted on its loan, First Pennsylvania brought suit against Midway,
Financial Fire and Don Caider in the United States District Court of Colorado.
This suit was [ater withdrawn by First Pennsylvania after Calder and the bank

31. Under 18 U.5.C.A. §1014, false statements which are intended to influence the aciion of a
state bank, insuresd by the F.D.1.C., upon a loan or an exfension thercof, are specificaily prohibited.
There is a possibility that this statute was violated in that the loan extension was granted on assurances
that the proc 2ds from the sale of Quaker State Company wouid be used to satis{y the loan, when i
was well known that this stock was being held as collateral far another loan, This, together with the
fact that the stability of Financial Fire was not revealed, prompted the bank to extend the loan to IFS,
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reached an agreement on repayment of the loan, A Vice President of First Penn-
sylvania Bank stated to Crime Commission agents that the loan is still considered
a rizk T1oan due to the overfinanced nature of Midway’s real estate, This Vice
Presiderit remarked that in his negotiations with Calder, there was an extreme re-
luctance on Calder’s part to discuss his relationship with Evan C. Stineman, Jr.,
leaving the official with the impregsion that Calder was afraid of Stineman,

ii. Lepallssues
Insurance Code Violations

Financial Fire may have violated §832 of the Insurance Code, by offering the
bond of an unlicensed gurety company as collateial for the Midway loan at First
Pennsyivania, and by offering a bond whose amount exceeds 10% of the capital
and surplus of Financial Fire,

Deceptive Business Practices

The $350,000 Financial Fire surety bond executed by Evan C. Stineman, Jr.,
on behalf of Financial Fire, was dated and offered to the bank 2 1/2 months after
the Florida insurance Department Report of Examination, wherein the Depart-
ment concluded that Financial Fire was suffering a serious deficiency of capital
and surplus. As noted earlier, Stineman had knowledge of the Depariment’s re-
port. As a 30% owner of Midway (a fact kept hidden from First Pennsyivania of-
ficials during loan negotiations) Stineman, in offering the bond as ccllateral for
Midway’s loan, owed First Pennsylvania a duty to inform the bank of the find-
ings of the Florida Insurance Department. This was not a case where a borrower
indeyr ndently sought a bond from a disinterested surety company to secure a
loan. Here, Stineman had substantial interest in both the borrower (Midway) and
the guarantor (Financial Fire) and his use of a Financial Fire bond to obtain a
loan for Midway appears to be a form of ‘‘dnuble-dealing’’ prghibited by federal
law. 2*

d. Cambria Excess Loan at National Bank of the
Commonwealth

i. Facts

Joseph P. LaRocca, the alleged owner of Cambria Excess, Inc., testified
under oath that Cambria received two checks totaling $505,000 as payments for a
deposit on two insurance policies for two large east coast supermarket chains. On
June 5, 1974, Cambria was notified that these supermarkets were cancelling their
insurance coverage. Instead of returning the unearned premiums, Cambria wrote
a check to Amherst Insurance Company in the amount of $485,000. This check

32. Henr,y" Reints testified that the highest risk that Financial Fire could cover at any time was
$300,000. The bond offered as collateral for Midway was in the amount of $350,000.

33. The failure to inform the bank of such material facts would fall within the purview of 18
U.S.C.A. §1014. This statute requires that all statements supplied to the lending institition which
have the capacity to influence them, be accurate or at least not knowingly ralse.
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was signed by Joseph P. LaRocca; but according to LaRocca, the entire tran-
saction was done at the direction of Evan C. Stineman, Jr. * Amherst used this
money to purchase 25,000 shares of U.S, National Bank of Johnstown stock and
placed them in the Ambherst investment advisory account at First Pennsylvania
Bank in Philadelphia. 3* Amherst then transferred most of these shares to Cam-
bria.

In October, 1974, the National Bank of the Commonwealth (NBC) of In-
diana, Pennsylvania, granted Cambria Excess, Inc., a loan for $300,000. Accord-
ing to the bank’s Vice President, Evan C. Stineman, Jr., negotiated the loan on
behalf of Cambria. /is collateral for the loan, Stineman pledged 21,000 shares of
U.S. National Bank of Johnstown stock and two certificates of deposit in the
amount of $400,000. Cambria immadiately loaned the entire $300,000 loan pro-
ceeds to TFS, Ltd., via two checks. 3¢ In return, Cambria received a note from
IFS, Ltd., in the amount of $300,000. In March of 1976, after numerous finan-
cial manipulations by Stineman that alarmed bank officials, NBC was prompted
to call the loan. The loan was satisfied. On June 30, 1975, Cambria made a paper
transfer back to Amherst of 21,000 shares of U.S, National Bank stock free and
clear of any liabilities. However, these shares were actually being held by the Na-
tional Bank of the Commonwealth as security on the $300,000 Cambria loan.

ii. Legal Issues
Fraud on the Pennsylvania Insurance Department

In 1976, Amherst submitted its annual report to the Pennsylvania Insurance
Department for the 1975 term, listing 21,0006 shares of U.S. National Bank stock
as an Amherst asset. Under Pennsylvania statute, it is unlawful for a person to
knowingly make a false entry in, or false alteration of any record or thing be-
longing to, or received or kept by, the government, or to make, present or use any
record, document or thing knowing it to be false and with the intent that it be
taken as a genuine part of information or records belonging to or received or kept
by the government. *” Thus, since these shares were pledged to and held by NBC,
it appears to have been false and misleading for Amherst to report to the Pennsyl-
vania Insurance Department that these shares were held by Amherst as an as-
set, 3!

Perjury before the Insurance Commissioner

On January 10, 1975, Evan C. Stineman, Jr., testified under oath before
Pennsylvania Insurance Cominissioner William J, Sheppard, that he soild Cam-
bria Excess to joseph P. LaRocca in October of 1973, Stinemiin testified as
follows:

34, Testimony of Joseph P, LaRocca before the Pennsylvania Crime Commission, August 19,
1976, N.T. 82, fhereinafter referred to as LaRocca].

35. As discussed earlier, Stineman had complete control over all Penn State Group related in-
vestment advisory accounts.

36. IFS, Ltd., never repaid this loan to Cambria Excess.

37. 18 C.P.S.A. §4911, Tampering with Public Records or Information.

38. In February, 1978, Evan C. Stineman and Henry F. Reints, were arrested by the Pennsyl-
vania State Police and charged with tampering with public records, theft by deception and conspiracy.
In November, 1978, they stood trial and were acquitted.
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Sheppard: . ... Cambria Excess, was that originally organized by
you?

Witness:  Yes.

* * *
Sheppard: Who now owns this corporation?
Witness: Joe LaRocca owns the corporation now.
Sheppard:  Where is he from?
Witness:  From Johnstown,
Sheppard: From the Johnstown area?
Witness:  Yes.
Sheppard: Does he have an insurance background?
Witness:  No, he does not.
Sheppard: Heis an investor?
Witness:  No. He actively operates the corporation.
Sheppard: It is still actively functioning?
Witness:  Yes.

Demer: ‘When did you sell it? Do you recall?
Witness:  We sold this back in the iatter part of the fall of ‘73, } be-
lieve, 3°

Joseph LaRocca testified before the Pennsylvania Crime Commission that
Cambria was wholly owned by Evan C, Stineman, Jr. *° LaRocca further stated
that Stineman made LaRocca President of Cambria, but that LaRocca never pur-
chased any stock in Cambria nor did he ever see a stock certificate of Cambria.
LaRocca emphatically stated that he neither paid Stineman any money to become
President of Cambria nor did he ever attend a Board of Directors or stockholders
mezting of Cambria, !

Serious questions are thus raised concerning the truthfulness of Stineman’s
testimony before Insurance Commissioner Sheppard. The Crime Commiission is
mindful of the fact that in order to establish a perjury conviction, corroborating
evidence or circumstances are necessary. ‘> However, the Crime Commission has
developed such corroborating information.

39. In R;Amherst Holding Company System Registration Statement Amendment; hearing be-
fore Insurance Commissioner William J, Sheppard on Friday, January 10, 1975, at 1:30 p.m., N.T.
160, 161,

40. LaRocca, N.T. 10,

41, LaRocca, N.T, 2i, 22,

42, 18C.P.S. A, §4902(f).
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Fitst, one year after Stineman says he sold Cambria, Stineman appeared at
NBC to request a loan on behalf of Cambria. The bank officer in charge of the
loan told Crime Commission agents the: he dealt with Stineman as though Stine-
man were the owner of Cambria.

Second, the Crime Commission possesses three Cambria cancelled checks
signed by Stineman and dated after the time that Stineman allegedly sold the
company to LaRocca.

Third, accountants’ work papers for Cambria contain a statement that *‘E. J.
S., Jr.”’ took a $100,000 note payable to Cambria from Midway Properties and
claimed it was transferred to IRC as premiums paid on March 31, 1974, This
further demionstrates Evan C. Stineman’s control over Cambria after he allegedly
sold it.

Fourth, Frank Kring, former accounts manager for Cambria, admitted that
Stineman would advise Kring on Cambria matters after LaRocca’s arrival as
President. The matters on which he would ‘‘advise’” Kring included preparation
of reinsurance certificates, policies, inadequate rates of premiums and internal
operations matters such as particular files for renewals and follow-ups on ac-
counts with agents, *

Lastly, the Pennsylvania Crime Commission was unable to document the sale
of Cambria to LaRocca as per Cambria’s records. When Crime Commission
agents appeared at Cambria headquarters with a subpoena for the re:cords, Kring
advised the agents that he no longer had them, that LaRocca took everything with
him when he left tiie company. ** LaRocca testified that the only documents he
took were cancelled checks of Cambria, ** which he turned over to the Crime
Commission. 4

4. CONCLUSIONS

The Crime Commission’s investigation into the Penn State Group developed
what it believes to be a classic example of what is popularly referred to as “‘white
collar crime’’. Experts have estimated that the economic loss to the public as a re-
sult of white collar crime is more than $40,000,000,000 a year. ‘¢ This figure far
exceeds the economic losses to citizens which result from all street crimes against
property combined.

White-collar crime is stealing—but not so plain and not so simple. It
is ciever theft, like that committed by a pickpocket, but is far more
clever—because it operates in a manner which throws a smokescreen

43. Testimony of Frank Kring, Jr. before the Pennsylvania Crime Commission, April 26, 1977,
N.T. 25, 26, [hereinafter referred to as Kring]. )

44, Mr. Kring may have committed perjury himself in testifying that when ¢ told Crime Com-
mission agents that LaRocca 100k the records, such was only an assimption he made and not a state-
ment of fact, See Kring, N.T. 72, The Pennsylvania Crime Commission agents involved would testify
that Mr. Kring made such statement as a matter of fact and that the word ‘‘assumed’” was never
uttered by Kring, . ’

45, ‘LaRocca, N.T. 65.

46. San Diego and Seattle *raud Divisions, Prosecution of Econoniic Crime, p. 2.
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over the crime, either to hide the fact that there has been a crime at all,
or to delay its discovery, or to insulate the receiver of the loot. And be-
cause the stealing is artful, proving criminal intent is usuaily made diffi-
cult by greater confusions than where a common thief is apprehended.
The tools of crime are paper, pens, printing presses, advertising, glib
talk, and even exploitation of government programs intended to protect
the public from deception. *

Moreover, the consequences of white collar crime are often more oppressive
to the victims than those which result from most property crimes.

In this investigation, the Crime Commission has seen how the apparently
fraudulent activities of one large insurance operator and his loyal confederates
may destroy the equity of a family, ruin a whole firm, or render corporate stock
valueless. **

The ultimate goal of Evan C. Stineman was obviously the economic salvation

- of his insurance holding group—IRC—and certain subordinate entities at the cost
of other entities. Exchanges and transfer of funds from one company to another
were done at the dictates and needs of several companies.

Over the period of five years, the means used to obtain this goal consisted of
numerous acts of possible fraud and deceptive business practices including the
apparent false reporting of assets to ihe Pennsylvania Insurance Commission, the
apparent fraudulent obtainment of bank loans, and the manipulation of indi-
vidual and corporate finances. One can appreciate a casualty insurance com-
pany’s difficulty in a period of recession when the dollar value of investments are
declining while the amount of insurance claims are rising. Nonetheless, the viola-
tions of statutes written with the protection of the public interest in mmd should
not be tolerated.

The losers or victims of Mr. Stineman’s scheme are numerous. The $137,000
loss by First Pennsylvania Bank may be considered a minor loss to such a large
financial institution. Howcver, the $150,000 loss by Dauphin Deposit Trust Com-
pany, a smaller bank, is a much more severe blow. Ultimately, the general public
suffers from such activity when you consider the fact that these banks may at-
tempt to recoup their losses by raising interest rates on other loans. The stock-
holders of IFS, Ltd., were victimized by a calculated attempt to destroy the via-
bility of the company by its operators. For example, an IFS investor advised the
Crime Commission that he invested $320,000 in IFS, Ltd. stock and that at the
present time, the stock is worthless. He also related how badly he felt having in-
duced two of his secretaries to invest in IFS, Ltd. stock. Both had lost substantial
savings on the investment.

During the Crime Commission examination of Penn State Group financial
records, it was noted that several transfers of funds were made to a bank in
Lander, Wyoming, and a bank in Colorado Springs, Colorado. It was also noted
that the depositer was IRC—Wyoming, a sister entity of IRC—Pennsylvania. It
was also noted during the Crime Commission audit, that assets of IRC—Pennsyl-

RO

S—

47, The Investigation ¢f White-Collar Crime, U.S, Department of Justice, L.E.A.A. (U.S. Gov-
ernment Printing Office, 1977},
48. Ramsey Clark, Crime in America, Pocket Books (New York: 1970), p. 23.
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vania, may have been transferred to the Wyoming entity for the possible purpose
of reducing income and avoiding Pennsylvania taxation. ** The Commission be-
lieves that several of the transactions in question require further examination.

5. RECOMMENDATIONS

1) It is recommended that the Pennsylvania Department of Revenue and/or
the Internal Revenue Service examine the many financial transactions of the Penn
State Group and its associates for evidence of possible tax evasion or tax fraud. |

2) It is recommended that the Federal Securities and Exchange Commission
examine the financial decline of IFS, Lid., in light of the questionable activities
of its operators.

3) The Crime Commission repeats its recommendation that the Pennsylvania
Legislature carcrully examine the statute of limitations for the various statutes di-
rected against white collar crime. *° The two year statute of limitations for most
white collar crimes is not riearly sufficient, since crimes of the magnitude reported
herein, require thorough auditing of accounts and time consuming efforts to
trace the sources of the fraud.

4) In June, 1976, the Pennsylvania General Assembly enacted new legislation
at the request of the Insurance Commissicaer that specifically outlines control
over such holding companies as IRC. The Commission encourages the Insurance
Commissioner to utilize this statute to its fullest extent. Cnly through effective
and vigorous enforcement of the laws will the intent of the statute be fulfilled and
the public interest protected.

5) Itisrecommended that the law enforcement agencies with jurisdiction over
the questionable activities documented in the report, examine these findings to
determine whether criminal prosecutions are appropriate.

49. Such transfers took place at the same time as the default on the $2.1 million loan at First
Pennsy!vania Bank.

50. See Pennsylvania Crime Commission report on Racketeering in the Casualty Insurance
Industry, p. 46.
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PART11

COOPERATION WITH
OTHER AGENCIES



. Communication Among Law
Enforcement Agencies

As part of its stated purpose, the Pennsylvania Crime Commission has the
duty to inquire into the problems that confront the administration of the criminal
justice systém. The Commission has observed that a major hindrance to any law
enforcement agency is the lack of communication with other such agencies,
Throughout the State, as well as the country, there are today a vast number of
differing law enforcement agencies with varying duties, powers and goals. Their
functions may be enhanced through better coordination and intercommunica-
tion. Based upon this concept, the Crime Commission actively cooperates with
many law enforcement agencies in an attempt to coordinate investigative activi-
ties. The Commission believes that the establishment of an effective liaison pro-
gram will contribute to the successful administration of the criminal justice sys-
tem. Following is a list of the various agcncies with which the Crime Commission
has dealt over the past several years:

Federal Agencies

Strike Force on Organized Crime
United States Department of Justice
Philadelphia, Pennsylvania

Office of the Federal Bureau of Investigation
(The Comrnission has communicated with 10
branch offices of the F.B.1.)

All United States Attorney’s Offices within
Pennsylvania

United States Customs Service
Philadelphia, Pennsylvania and
New York, New York

Internal Revenue Service, Intelligence Division
Philacelphia, Pennsylvania

United States FPostal Inspection Service
Harrisburg, Pennsylvania

Pitisburgh, Pennsylvania and
Scranton, Pennsylvania

Inited States Immigration and Naturalization
Philadelpiiia, Pennsylvania

United States Treasury Department
Bureau of Alcohol, Tobacco and Firearms
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United States Department of Justice
Drug Enforcement Agency
New York, New York

United States Senate .
Permanent Committee on Investigations
Washington, D,C.

Out-of-State Law Enforcement Agencies
With Statewide Jurisdiction

The Commission has, over the past several years developed a relation-
ship with approximately 20 state agencies from various jurisdictions.

Out-Of-State Law Enforcement Agencies
With Less Than Statewide Jurisdiction

The Commission has transmitted information to or received informa-
tion from 11 out-of-state local agencies. Substantial work has been con-
ducted with the police department of Ann Arundel County, Maryland
and law enforcement agencies in Dade County, Florida,

Pennsylvania Agencies

The Commission has developed a working relationship with most of the
administrative and law enforcement agencies within the Common-
wealth, Most prominent of these contacts are:

Department of Justice, Office of Criminal Law
Department of Revenue

Insurance Commissioner

Liquor Control Board

State Police

District Attorneys’ Offices

The Commission has established effective relationships with 15 District
Attorneys’ Offices throughout the State. Extensive cooperation has de-
veloped between the Commission and the District Attorneys in Philadel-
phia and Delaware County.




Il. Transmission of Information
Concerning Violations Of The Law

The Pennsylvania Crime Commission is not a prosecutive or accusatory body.
Rather, the legislative mandate of the Commission is to investigate patterns of
¢riminal activity and to make recommendations to control or correct such
activity. During the course of its investigations, however, the Commission often
uncovers information indicating particular and individual criminal violations
apart from the patterns of behavior under examination. At such times, the Com-
mission furnishes this information to an appropriate law enforcement agency for
prosecutorial or administrative review, The following are the most significant
situations in which the Commission, over the past two years, has transmitted such
information to other law enforcement agencies and those agencies have acted,
based upan the information supplied.

A. Murder in Berks County

During the course of a Pennsylvania Crime Commission investigation, Com-
mission agents learned from a confidential informant that a murder had taken
place in Berks County, Pennsylvania. Seeking further information on the
musder, Crime Commission agents arranged a meeting, through this informant,
with an individual who allegedly possessed first-hand knowledge of the incident,
At this meeting, Commission agents learned that an individual who had cooper-
ated with local police in the solving of an auto theft and burglary had been killed
by the persons whom the police had charged with those violations. Commission
agents also discovered that the victim’s body had been dismembered and disposed
of in an unknown location, In July, 1977, the Crime Commission transmitted this
information to the Pennsylvania State Police. In October of 1977, the vi¢'im’s
headless body was discovered in a wooded area in Berks County. Based upon the
information supplied by the Crime Commission, four individuals were arrested in
January, 1978, and charged with murder, hampering a witness and conspiracy,
Three of these individuals were subsequently convicted, while the charges against
the fourth individual were dismissed.

B. Revocation Of Patple

During a surveillance in the Philade!phia area, Crime Commission agents ob-
served that a major organized crime figure, who had been convicted of conspiring
to sell a stolen treasury bond and who had subsequently been paroled, was meet-
ing with other known criminals. Determining that this individual may have
violated the conditions cf his parole, the Crime Commission forwarded this in-
formation to the United States Attorney’s Office. This information was subse-
quently used as the key element in initiating a federal investigation. As a result,
this individual’s parole was revoked and the remainder of his prison sentence was
reinstated.
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C. lilegal Aliens

It was discovered by Crime Commission agents that certain individuals under
investigation were associating with aliens who had either entered this country il-
legally or had remained in the country after the expiration of their visas. The
Crime Commission informed the United States Immigration and Naturalization
Service of these facts. As a result of this transmittal, in January, 1978, agents
from the Immigration and Naturalization Service arrested two individuals. An
order of voluntary departure under safeguard was issued for one individual. This
arder was carried out on January 13, 1978. The second individual was ordered to
depart from the United States without safeguard by April, 1978.

D. Consumer Fraud

In 1976, several dating service corporations which were under investigation by
the Pennsylvania Crime Commission, entered into a consent petition filed by the
Pennsylvania Bureau of Consumer Protection. In this petition, the corporations
promised to refrain from making misrepresentations to consumers, to take rea-
sonable steps toward adjusting consumer complaints, and to keep complaint
records available for inspection. During the Crime Commission’s investigation, it
was discovered that the stipulations set forth in the consent decree had been dis-
regarded by the corporations. This information was transmitted by the Crime
Commission to the Bureau of Consumer Protection, leading to the filing of an
official action against the corporations and the principal operator, As a result, a
$35,000 fine in civil penalties was levied by Philadelphia Court of Common
Pleas, the corporations were ordered to forfeit their Pennsyivania corporate fran-
chise, and were further suspended from conducting any similar business within
the Commonwealth.

E. Marriage Fraud

In the course of an ongoing investigation in 1977, Crime Commission agents
received information that an alien, who had only temporary residence status in
the United States, had arranged to marry a United States citizen solely for the
purpose of obtaining permanent residency status. Crime Commission agents
learued that the arrangement involved a marriage ceremony and an immediate
separation, with the United Staies citizen receiving a $1,300 fee and a free divorce
sometime after the separation. The Crime Commission related its findings to the
Immigration and Naturalization Service for appropriate action. As a result, a
recission proceeding was initiated in order to revoke the permanent residency
status which had been obtained by way of the fraudulent marriage. This proceed-
ing is presently pending.

F. Ineligibility Of A Public Official To Hoid Office

In 1977, the Crime Commission received & complaint that a constable in Dela-
ware County, Pennsylvania, was incligible to hold public office as a result of his
prior felony conviction. The Crime Commission conducted a preliminary inquiry
and discovered that the constable who had been elected in 1974, had been con-
victed in 1971 of burglary, larceny and conspiracy. Since the Constitution of
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Pennsylvania prohibits certain convicted felons from holding public office, the
Crime Commission transmitted its findings to the District Attorney of Delaware
County for his legal review. In 1978, a petition was filed by the District Attorney
seeking the removal from office of this constable. At the present time, this case is
still pending.

G. Perjury Before The Pennsylvania Crime
Commission

The Pennsylvania Crime Commission conducted an investigation into organ-
ized crime and official corruption in Berks County, Pennsylvania, During the
course of this investigation, the Commission held closed hearings in Reading,
Pennsylvania. At one such hearing, testimony was received from a former Berks
County bail bondsman pertaining to his involvement in a case-fixing scheme, It
had teen alleged that this bondsman had solicited money from the relatives of
persois who had been arrested in Berks County. This money was then allegedly
used for payoffs to public officials in order to influence the outcome of the crim-
inal cases. The bondsman testified before the Crime Commission that he had no
involvement in this type of operation. The Crime Commission’s investigation
produced collateral information which was in direct conflict with the testimony
given by the bondsman and which indicated that he had perjured himself at the
hearing. The Crime Commission made this information available to the District
Attorney of Berks County. As a result, the bondsman was charged with 38 counts
of perjury. In June of 1977, a jury found the bondsman guilty on two of these
charges. He has been sentenced to serve three to six years in prison on these
charges.

H. Bail Bonding in Pennsylvania

On October 16, 1974, the Pennsylvania Crime Commission resolved to con-
duct an investigation into the nature and extent of dbuses in the Pennsylvania bail
system, In 1976, the Commission published a report entitled Abuses and Crim-
inality in the Bail Bond Business in Pennsylvania, which outlined the questi-n-
able activities of various individual bondsmen, surety agents, and the Pennsyl-
vania Association of Bailbond Underwriters. Subsequent to this report, the Com-
mission conducted a follow-up investigation into bail bond abuses on the corpo-
rate and governmental levels.

Bail is that property, money or other securiiy provided by an accused in ex-
change for his liberty pending his later appearance for further criminal proceed-
ings. In the typical case, a defendant, after his arrest, is arraigned before the
court, at which time the court may release the accused on his own recognizance
(R.C.R.), on nominal bail, or set bail at such amount as will insure the defend- "
ant’s attendance at later proceedings. ' Where bail is set, the defendant may post
the full cash amount or realty of equal value, or he may pay a licensed bondsman
or surety agent to post his bond. ? In the latter situation, the bondsman or surety

1. If a local rule of court or court order so provides, the court may accept a fixed percentage of
the bail amount from the defendant, to be deposited with the Clerk of Court. Sié, Pa.R.Crim . P.
4006(c).

2. See, Pa.R.Crim,P. 4001-4006.
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agent receives an established percentage of the bail amount and, ix turn, becomes
liable for the full amount of bail should the defendant abscond. Once bond is
posted, the defendant is released from cusiody.

In Pennsylvania, professional bondsmen must be licensed by the Insurance
Commission 3 and surety companies must be authorized to do business in the
Commonweaith, * In addition, the bondsman must post sufficient unencumbered
collateral to caver the bail amount and the surety company must deposit substan-
tiai funds with the state. The surety agent, in turn, posts his company's power of
attorney as collateral for bonds posted, These requirements are imposed largely
to insure the Commonwealth’s ability to collect forfeitures where a defendant
fails to appear at later proceedings.

The following overview deals with the Comsnission’s findings pursuant to its
investigation of abuses, on the governmental and coi porate levels, in the Pennsyl-
vania bail system,

1. Abuses OnThe éorporate Level

At the time of the Commission’s invéstigation, most bail bond business in
Pennsyfvania was conducted by three large insurance companies, two bail entities
operating in the state, and approximately forty agents. The Pennsylvania Crime
Comnimission undertook an exhaustive financial analysis of the bail bonding activ-
ities of each company and its affiliates. Because of the enormity and technical
nature of the financial data amassed and analyzed in this matter, the Commission
cannoi aticinipt to report here its findings in detail; however, the corporate activ-
ity uncovered clearly reflects a pattern of abuse and neglect. The Commission,
through its financial audit and records examination, found that these companies,
despite the technological capacity to strictly scrutinize their agents’ actions, rou-
tinely tolerated and even encouraged agent abuses.,

Typically, the large insurance company delegates the management of its bail
bonding division to another affiliated business entity. The managing affiliate, in
turn, appoints a general agent to carry on the company’s bail bond business in a
particular state. Individual agents are then hired by the general agent, subject to
approval by the insurance company and/or manager,

The managing company purportediy supervises, monitors and controls the
individual agents® activities through the use of periodic reports submitted to the
general agent by the individual agent, Upon receipt of the reports, the manager
feeds the information into computer banks. Thus, Qhould any wrongdoing occur,
the managcr will have all of the relevant data intact.

3 Pd R Crzm.P 4007(iv); Professional Bondsman’s Act, 19 P.S. §90.2.

4. Pa.R.Crim.P, 4007(3ii); Professional Bondsman's Act, 19 2.5, §90,8.

5. Theindividual agent’s report typically refiects the particular power of attorney used in posting
bond, the defendant’s name for whom bond was posted, the date on which the bond was posted, the
amount posted, and the fees received by the agent and remitied to the general agent, The powers of at-
torney used by the individual agent, as collateral for the bond, are preprinted with a serial number and
state the effective time period and mtetary limit on the power of attorney, Along with these periodic
reports, the agent submits the stubs detached from the used powers of attorney, which stubs should
correspond with the information contained in the report. When this information is received by the
general agent and/Zor manager, it is possible to ascertain whether bonds were properly posted by the
agent, For example, the periodic reports and power of attorney stubs will reflect whether the power of
attorney was used within the set time period, bonding in excess of the monetary limit, and the pro-
pricty of the fee charged by the agent,
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Despite this accessability 1o and availability of information reflecting possible
improprieties on the part of individual agents. the Crime Commission found
many abuses and little, if any, evidence of disciplinary action taken against trans-
gressors by the companies. Instead, the Commission feund that the companies ig-
nored and even condoned the abuses. The guestionable practices found by the
Commission in the companies’ own files, included the use of expired powers of
attorney, the use of powers of attorney for bond amounts in excess of the stated
monetary limits, the posting of bonds by unlicensed individuals, charging deferad-
ants in excess of the amount allowed by law, and the demand for and receipt of
collateral from defendants in addition to the amount charged. The abuses Sut-
lined above were not isolated instances; instead, they reflected a standard busi-
ness practice candoned by the companies examined, ¢

These companies are still licensed in Pennsylvania to write surety bail bonds.
All information regarding these questionable practices developed during the
course of the investigation has been forwarded by the Crime Commission to
appropriate authorities for review.

2. Abuses On_Ih.e»GtWérnms;ant' Leve!

in addition to the investigation of corporations involved in the Pennsylvania
bail bonding industry, the Commission examined the role of state and local au-
thorities in the bail bond system. Pursuant to this examination, the Comunission
interviewed various clerks of court, county solicitors, district atforneys, county
sheriffs and other law enforcsment personnel, members of the judiciary, and
criminal defendants.

During the course of the examination, the absence of a coordinated govern-
mental effort to properly administer bail became increasingly clear, The Commis-
sion found evidence of startling ignorance of the bail laws at all levels of author-
ity. Most officials interviewed were nof aware of the legal rate to be charged by
bondsmen in the posting of bail. No guidelines regarding bail were issued and few
were sought. In most of the counties examined, rio specific duties regarding the
administration of bail had been allocated to particular officers.

The Commission found an alarming lack of communication and cooperation .
between the interdependent county offices, aften resulting in a paralysis of the
bail system, This situation sometimes led to personal gain for some officials and
to the accumulation of huge sums of bail forfeitures due to the counties which
long stood uncollected, Tise following is a case in point, illusteating how a system
based on apathy may lead to an individual’s profit and loss to the public:

James Scarcella served as a District Justice (Magistrate) in Hazleton, Pennsyl-
vania from 1968 until July 8, 1977. During the course of its bailbond investiga-
tion, the Crime Commission received many allegations concerning improper con-
duct on the part of Magistrate Scarcella. Individuals complained that Svarceila
failed to return their cash bail after case disposition, released defendants prior to

6. The tolerance of these improprieties may be benelicial to the insurance companics, For ex-
ample, if a defendant absconds and bail is forfeited, the company may assert as a defense that an un-
licensed individual could not act as its agent. Similarly, the company could disclaim its tiability for the
forfeiture on the grounds that the power of attorney, accepted by the Court, reflected that the power
had expired or that it secured bail only in the amount of the stated limit.
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the arrival of a bail bondsman, failed to send cash bail to the Clerk of Courts, did
not promptly pay monthly remittances to the City of Hazleton, and recorded
individuals as being released on their own recognizance when, in fact, they had
paid Scarcella cash bail. The Crime Commission pursued these allegations and
found many questionable activities on the part of the magistrate with regard to
his bail bonding practices and general office procedures. ’

When an accused posts cash bail to secure his release and faithfully appears at
later proceedings, he is entitled to the return of his bail monies, * A common
complaint of persons interviewed concerned their difficulty in securing the return
of cash bail posted before Scarcella. Many persons stated that it took up to six
months after disposition of the case before Scarcella returned their money. One
individual stated that he was forced to visit Scarcella three times in order to re-
ceive his $2,500 cash bail; even then, the $2,500 was returned in the form of three
separate cash payments over a two week period. Another individual told Com-
mission agents that she posted a $1,000 cash bail bond before Scarcella on No-
vember 17, 1974, According to the Luzerne County Court records, this case was
disposed of on February 14, 1975. She did not receive the return of her cash bail
from Scarcella until May 29, 1975 and, cven then, Scarcella requested that the
check not be cashed for two weeks. *

Contrary to these common aliegations, Scarcella stated that he

put it {cash bail) in their foider until the time of the preliminary hearing,
and then at the time of the preliminary hearing, [he would] either refund
it or forward it to the courthouse. '°

Rule 4015 of the Pennsylvania Rules of Criminal Procedure provides that,

(a) The issuing authority or the clerk of the court who takes a de-
posit of bail other than a surety bond, shall furnish to the depositor an
itemized receipt of such bail, and note on the transcript or docket the
amount deposited, and by whom deposited. When the issuing authority
takes such deposit of bail he shall deliver it with the transcript of the
clerk of the court, who shall place such deposit in a bank or other
depasitory approved by the court and keep proper records thereof.
Upon full and final disposition of the case, the issuing authority or the
clerk of the court shall return the deposit promptly after (20) days, less
any fees or commission authorizzd by law,

7. In compiling audit results, it was virtually impossible to separate the financial consequences
regarding bail bonding only,

As a magistrate, only a small pertion of Scarcelia’s time was spent setting bail, His other activ-
ities and their finaccial consequences (o the city, county, and siate government, are discussed in the
appendix to this report,

8. Prior to the return of the full cash amount, the Clerk of Court may deduct administration
¢osts. Pa.R,Crim,P. 4015,

9, Commission agents notd that this bond was recorded as ““R.O.R."* in the court records.

10. Testimony uf James Scareella, before the Pennsyivania Crime Commission N.T., §1, supra.

N.T. 51, [hereinafter referred to as Scarcellad.
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(b) When a sum of money equal to a percentage of the full amount
of the bail has been deposited, the issuing authority or clerk of court
shall return the same to the depositor within twenty (20) days after ful}
and final disposition of the case, less a reasonable charge relating to the
costs of administering the percentage cash bail program.

Scarcella failed to refund these bail monies within the requisite twenty days after
final disposition.

The Crime Commission found instead that Scarcella commonly recorded a
defendant as being released on his own recognizance (R,0O.R,) when, in fact, sub-
stantial cash bail had been posted. ' Commission agents examined the court rec-
ords for bonds posted by eleven individuals who stated that they posted cash bail
before Scarcella. In all eleven cases, the bail bond posted before Scarcella indi-
cated an “R,O.R.” or that a property bond had been posted; none indicated that
a cash bond had been posted, Thus, no tail monies were sent to the Clerk of
Courts. Witnesses testifying before the Pennsylvania Crime Commission stated
that Scarcella routinely instructed his employees to record cash bail as
“R.O.R, 12

Another irregularity uncovered by the Commission was Scarcella’s comming-
ling of personal and magisterial funds. During ar interview witk Commission
agents Scarcella admitted that he deposited a defendunt’s cash baiin his personal
checking account; at times, he would even keep the vash bail on his person. He
stated that when the case was finally disposed of, he would rleposit a personal
check into his magisterial account anw. write a check payauvie to th> defendant
from his business account. '* Subsequently Scarcella contradicted .uuself at a
Commission hearing, while acknowledging that he was reguired to keep his per-
sonal accounts separate from business accounts:

Q: Are these monies you collect in your magisterial duties required to
be kept separate and distinct from other funds?

A: Yes.

Q: Has this been your practice?

A: Yes. M

The consequences of this impropriety have been costly to the City of Hazleton,
and the County of Luzerne. *

Testimony received by the State Insurance Department furiher lilustrates acts
of misconduct on the part of Magistrate Scarcella. *¢ During a hearing concerning
the renewal of a bondsman’s license, twe individuals testified ti:at on November
29, 1973 they posted bail before Magistrate Scarcella in the amount of $20,000

t1. Testimony of Anna Marie Serafine before the Pennsylvania Crime Commission, N.T, 30-34,
fhereinafter referred to as Serafine}. Testimony of Lynn Wenner before the Pennsylvania Crime Com-
mission, N.T, 30-34, [hereinafter veferred 1o as Wenner].

12, lowd,

13. Since Scarcella did not denominate all deposits made into the magisterial account, the Com-
mission’s audit could not substantiate this claimed practice,

14. Scarcella, N.T, 44.

15, See, appesdix.

16. Insurance Department Hearing on Renewal of Application of John Hakim, March 20, 1975.
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and 85,000, respectively. According to these defendants, the bond was posted by
the bondsman for a total fee of $1,875. '” Based on the bond amounts, this fee
represented an overcharge by the bondsman. The bondsman, however, testified
that the original bonds were $20,000 and $15,000 and were later reduced by Scar-
cella to $10,000 and $5,000. '* The bondsman produced a letter to the same effect
which had been signed by Scarcella. If the original bonds had, in fact, totalled
$35,000, the bondsman’s fee would not be an overcharge. One of the defendants
who engaged the services of the bondsman denied that the bonds had been low-
ered hy Scarcelia,

During an interview with Crime Commission agents, Scarcella stated that he
did lower both bonds at the preliminary hearing, He provided agents with copies
of the bailbonds in the amount of $20,000 and $15,000. These bonds were not
. signed by the defendants. Scarcella also provided agents with what he said were
two bailbonds, in the amount of $5,000 each, posted by the defendants at their
preiiminary hearing. The defendants’ signatures appear :d on these bail bonds.
Although these bonds were allegedly posted on January 4, 1974, they are dated
November 29, 1973. At the interview, Scarcella stated that he believed it to be
proper procedure to backdate the bonds.

These contradictory sets of bonds suggest one of two theories: either the de-
fendants did not know the amounts of their bonds, or Scarcella and the bonds-
man combined forces to cover up an obvious overcharge by the bondsman.

Due to the allegations received, the Commission subpoenaed Scarcella’s
magisietial records on September 24, 1976. Upon receiviug the records, it became
apparent that numerous documents were missing. Scarcella then denied the
Crime Comunission further access to the records, whereupon Luzerne County
President Judge Brominski ordered Scarcella to produce the records. Scarcella
then released more documents to the Commission. Again, numerous complaints,
monthly remittance reports, and index cards were conspicuously absent. A con-
tempt hearing was scheduled before Judge Brominski on November 12, 1976.
One week prior to the hearing, Scarcella released more records to the Commis-
sion, However, after Scarcella released even more records on November 16, 1976,
the Commission agents ascertained that at least 100 complaint files, and many in-
dex cards and receipts had still not been produced. The contempt hearing was
held on December 28, 29, and 30, 1976 and legal arguments were heard on Jan-
uary 14, 1977, Judge Brominski, on the latter date, promised to render a decision
within two weeks. When no decision had yet been rendered by the court by June
1977, Magistrate Scarcella resigned and the Crime Commission withdrew its con-
tempt action, Magistrate Scarcella’s resignation became effective on July 8, 1977.

The question as to the whereabouts of the subpoenaed documents was re-
solved by Commission interviews and hearings. According to sworn testimony re-
ceived by the Commission, Scarcella had systematically removed and/or de-
stroyed the records in response to the Commission’s subpoena. '* He had also in-
structed his employees ““to get rid of’’ the records and had requested them to

T17) 1d., a1 34-37; 39-41.
18, 1d., at 47-78.

19, Serafine, N.T. 20-22, 24-28, 32, 43-45, 51-54, 5§7-59, 61; Wenner, N.T. 23-24, 34-38, 55-63,
69-70,
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falsely testify at Commission hearings that all documents had been released by his
office. *°

This examination of James Scarcella’s actions, in his capacity as a magistrate,
represents a case study of potential abuses in the gavernmental administration of
bail, Stricter guidelines and the rigid enforcement of those guidelines can alle-
viate, if not eliminate, these abuses.

During the Crime Commission’s attempt to enforce its subpoena against
Magistrate Scarcella, the Commission received assistance from the District Attor-
ney’s Office in Luzerne County. Since the time of that enforcement proceeding,
the Commission has advised the United States Postal Inspector’s Office, the
United States Attorney’s Gffice and the Pennsylvania Judicial Inquiry and Re-
view Board about the activities of James Scarcella. To date, there has been no
governmental response to these findings.

3. Conclusion

The corporate acceptance and encouragement of bail bond abuses and gov-
ernmental laxity in administering bail has combined to result in the accumulation
of uncollected bail forfeitures. Lax enforcement and supervision of licensing re-
quirements and bail laws by bail bond businesses and tiie government have paved
the road to profit by those 11 a position to manipulate the system. In the end, it is
the overcharged defendant and the public coffer which stand to lose.

In recent years, some counties have taken the initiative to institute more
closely reguiated bail procedures. In order to effectively supervise the bail system,
the counties must educate their administrators, allocate particular responsibilities
to specific offices, and foster open cooperation and communication between the
participating governmental units. Once this has been accomplished, the counties
will be in a position to effectively enforce the bail laws. The public can only bene-
fit from this effort.

APPENDIX—AUDIT RESULTS

There were three governmental units entitled to receive money from Magis-
trate Scarcella in the course of his services: the Commonwealth of Pennsylvania,
the County <f Luzerne, and the City of Hazleton. Of these three units, only the
Commonwealth conducted a financial audit. This state audit does not reflect
those monies due to the county or municipal government. The Pennsylvania
Crime Commission’s financial analysis did not uncover any funds taken unlaw-
fully from the Commonwealth by Scarcella, It did, however, find evidence that
Scarcella withheld money from both the County of Luzerne and the City of
Hazleton. Only after being contacted by the Commissior did the Luzerne County
Controller’s Office begin conducting spot checks of the magisterial records.

In our audit of Magistrate Scarcella’s records, a number of irregular and im-
proper procedures were discovered which did not directly relate to bail bonding.
Due to uieir importance in illustrating the pervasiveness of magisterial impro-
prieties, however, the Commission has included the results in this report. The re-
suits ar€’in¢luded also because, in some cases, the financial consequences of Scar-

20. Wenner, N.T, 35, 60, 68-70.
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cella’s bail bond procedures could not be isolated frorr other magisterial con-
cerns, The following discussion relates these improprieties.

1. Monthly Remittance Reports

At the close of each month, magistrates are required to provide the state,
county, and municipal governments with a remittance report, detailing monies re-
ceived from traffic fines, summary criminal offenses, and filing costs. By the
tenth day of the following month, the appropriate amounts of money are to be re-
mitted to the respective government bodies,

The Crime Commission examined the cancelled checks from Scarcella’s
magisterial checking account for the period January 1974 to July 1976. Scarcella
was late in paying 88 out of 93 monthly remittances. In several cases, he was over
120 days late in remitting the monies due. As of May 1977, Scarcella owed the
City of Hazleton approximately $5,000. When a portion of this amount was
finally remitted to the City, two of Scarcella’s checks were returned for “‘insuf-
ficient funds.”

Based on interviews with individuals who had paid fines and filing costs to
Scarcella, Commission agents found that Scarcella failed to report approximately
$3,500 in receipts. Out of 34 monthly reports, 27 were incorrect for the period
January 1974 through October 1976.

For example, in March of 1976 four persons were arrested by the Hazleton
Police Department; three were charged with criminal trespass and the fourth was
charged with aiding the consumption of a crime. At the hearing, Scarcella re-
duced the charges to summary offenses and fined the four persons a total of $494.
This fine wus paid and a receipt was given by Scarcella to a defendant in that
amount, An examination of Scarcefla’s receipt book showed that the receipt had
been removed, The monthly remittance reports for March and April 1976 did not
reflect a remittance to the government,

2. The Magisterial Checking Account

During the months of September 1974, December 1974, July 1975 and
August 1975, Scarcella deposited less money into his magisterial account than he
reported on his remittance report. Thus, if he had written the appropriate remit-
tance checks to the city, county, and state for these months, the checks would
have been returned for insufficient funds. As previously noted, several of Scar-
cella’s remittance checks were returned for insufficient funds.

The Commission’s examination of the magisterial checking account also re-
vealed four checks payable to Scarcella. Three checks payable to other individ-
uals were subsequently endorsed by Scarcella and cashed at his bank.

3. Withheld Civil Restitution Monies

Magistrate Scarcella handled hundreds of civil cases annually, thereby collect-
ing thousands of dollars in awards for successful parties. Commission agents
learned that many individuals spent months attempting to recoup these awards
from Scarcella. Some individuals interviewed stated that Scarcella failed to notify
them of the final case disposition; instead, the successful plaintiffs learned from
defendants that the defendants had previously made restitution to Scarcella.
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By way of example, one individual filed three civil complaints before Scarcella
against three parties in August 1974, claiming over $1,000 in total damages. In
February, 1975, one of the defendants notified this plaintiff that restitution had
been made to Scarcella shortly after the complaint was filed. The plaintiff then
contacted the other two defendants and learned that they too had paid the dam-
ages to Scarcella during September 1974. When the plaintiff confronted Scarcella
with this information, Scarcella admitted receipt of the money; however, Scar-
cella did not presentlv have the money. After a number of visits by the plaintiff,
Scarcella released $200 in April 1975 and $200 in July 1975 to the plaintiff. In
March 1976, the plaintiff was forced to secure a bank loan for the balance of the
money owed by Scarcella; Scarcella agreed to make the monthly bank payments.
Scarcella soon fell behind in these payments and as of January 1977, he still owed
the plaintiff several hundred dollars.

Commission agents documented another case where Scarcella failed to remit a
plaintiff’s award altogether. In this case, it was documented that Scarcella per-
sonally cashed the award check.
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PART I

OTHER CRIME"
COMMISSION ACTIVITIES



| Report Of Testimony By The Pennsyiva-
nia Crime Commission Before The
House Subcommitiee On Crime And
Corrections Regarding Organized
Crime Infiltration In The Pocono
Mountains Area '

In March of 1978, the Pennsylvania Crime Commission was requested to
testify before the House Subcommittee on Crime and Corrections with regard to
the active infiltration by organized crime figures into legitimate businesses in the
Pocono region of Pennsylvania. The Commissioners resolved that because of the
grave nature of the subject matter, the Crime Commission should appear and co-
operate with the Subcommittee’s efforts. However, due to the fact that the Crime
Commission was at that time, and is presently continuing to pursue this investiga-
tion, the testimony was presented as a general description of the nature of the
problem, without documenting the Commission’s findings.

As a preface to the Crime Commission’s testimony, it was made clear that the
testimony given by the Commission should in no way imply that organized crime
had completely taken over the Poconos and it should be understood that the
majority of people in businesses in the Poconos are hard working and honest citi-
zens.

The Crime Commission explained that the two major indusiries in the Pocono
Mountains are tourism and land development, The Commission explored the
kinds of observed activities that indizate the possible infiltration of organized
crime figures into these industries.

In the course of its testimony, the Commission highlighted certain problems
relating to the tourist industry by focusing on bars and resorts.

In describing the infiltration process, the Commission noted that the Pocono
region is an attractive site for such activities because it is an untouched area, oflen
rumored to be the next casino gambling enclave on the Eastern Coast. In addi-
tion, the law enforcement authorities in this area have ncither the staffs nor the
rescurces to effectively offer resistance to the organized crime machines.

The Crime Commission also testified as to organized crime’s infiltration into
the land development business. The Commission has discovered that individuals
with organized crime affiliations were acquiring tracts of land in the Poconos and
implementing various land fraud schemes. The Commission descritred the various
methods used by these individuals to gain control of land developments. The
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Cemmission focused on the high pressure sales tactics used to lure unsuspecting
consumers into purchasing parcels of land. These practices often include false
representations that the land would be developed into a thriving vacation com-
munity, Too often, however, the promised development never took place and the
puichaser was left with nothing more than an empty piece of land, while the
developer disappeared with the purchaser’s funds.

A detailed investigation into these matters is presently being conducted. When
completed, the Commission will issue a full report of its findings and wiil suggest
possible remedies to curtail such activity and better protect the citizens of Penn-
sylvania,
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Il National Organization Of Investigatory
Commissions

In February 1978, the New Jersey State Commission of Investigation hosted a
conference in Princeton, New Jersey, for the purpose of bringing together
various criminal investigatory agencies from across the nation, In addition to the
Pennsylvania Crime Commission, in attendance were representatives from simi-
lar commissions in New York, New Mexico and 1llinois. At that meeting, the par-
ticipants agreed to forin the National Organization of Investigatory Commissions
(NOIC) for the purpose of working together to solve the common problems that
arise in combatting organized crime. The five charter members of the new
organization drafted a Constitution setting forth the purposes of the organization
and establishing criteria for membership. In general, the goals of the organization
are:

1, To exchange information and ideas concerning the administration and
operation of the member organizations and to assist the member organizations in
matters of professional concern,

2. To establish standards for the procedures attending investigations, hear-
ings, reports and other operational matters of the member organjzations.

3. To escourage the establishment, continuation, and improvement of inde-
pendent professional investigatory commissions and like organizations,

In November 1978, the Pennsyivania Crime Commission hosted the second
meeting of NOIC. At that time, a representative from West Virginia was in atten-
dance. It is hoped that the development of the NOIC concept will enhance the ef-
fectiveness of crime commissions throughout the country and will provide a
forum for the exchange of ideas and strategies in the investigation of organized
crime,
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PART IV

THE NEW PENNSYLVANIA
CRIME COMMISSION AND
A COMPREHENSIVE

CRIME CONTROL PACKAGE



In its 1970 Repori on Qrganized Crime, the Fennsylvania Crime Commission
reached the conclusion that organized crime thrives throughout the Common-
wealth and is a problem of tremendous and unrecognized magnitude. In revealing
the detailed picture of organized criminal activities iu Pennsylvania, it was
realized that there was a great need in Pennsylvania not only for new substantive
laws, but also for the legal tools to expose these activities and to enforce the law,
Among the recommendations that were included in the Commission’s report were
measures to improve law enforcement and the administration of criminal justice
in Pennsylvania, as well as recommendations for the enactment of laws to permit
electronic surveillance and to imprave the witness immunity statute,

During the eight years that followed, the Crime Commission persisted in
articulating its position and urging the passage of this legisiation. Each completed
investigation served as a further documentation that organized crime and corrup-
tion existed in the Commonwealth, and that these activities could not be ef-
fectively dealt with under existing taws.

In 1978, the proposals with the Commission had so tong striveé for became a
reality, On October 4, 1978, the Governor of Pennsylvania signed into law 4
comprehensive legislative package which is intended to combat large scale crimi-
nal conspiracies in Pennsylvania.

Following is an analysis of that legislation.

. THE PENNSYLVANIA CRIME COMMISSION

Contained in tne newly enacted legislation is a statute which provides for the
reorganization of the Pennsylvania Crime Commission, redefining the Commis-
sion’s authority and powers.

A. Authority

When the Crime Commission was originally created in 1968, it was assigned
the broad responsibilities of inquiring into the causes of crime and delinguency
and to investigate the adequacy of law enforcement and the administration of
justice. The Commission had the power to investigate all crime generally, with
particular emphasis on the relationship between any combination of powers in-
volved in the commission of crimes on one hand, and any government or political
unit, or any association, organization, trade business constitu{ing a part or, doing
business within the Commonwealth. Special emphasis was also placed upon the
gathering of evidence of the existence of organized or syndicited crime in th
Commonwealth and to investigate all fields of organized or syndicated crime and
to carry out continued research and planning to improve the guality of criminal
justice. _

The authority of the Crime Commission has been more cléarly defined under
the newly enacted legislation. The Commission now has the autharity to inquire
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into organized crime and public corruption. The new legislation recognizes those
areas in which the Commission has developed a particular expertise, and
authorizes the Commission 1o investigale these specialized areas of criminal
activity,

B. Organization

The Crime Commission was originally composed of five Commissioners, four
of whom were appoinied by the Governor, with the fifth Commissioner being the
Attorney General who served as Chairman. Under the new Commission statute
there are also five Commissioners, However, the Commissioners are appointed as
foliows:

QOne by the Governor

One by the President Pro Tem of the Senate
One by the Speaker of the House

One by the Minority Leader of the Senate
One by the Minority Leader of the House

The new statute direets that no Commissioner may hoid any elective public of-
fice ard not more than three Commissioners may be members of the same politi-
cal party,

C. Duties

Under both the old and new statutes, the Crime Commission has the duty to
issue a report of every completed investigation. These reports may contain com-
mission recommendations for appropriate legislative or administrative action.
The new statute adds the responsibility of presenting these reports at a public
hearing before the legislative committees which have jurisdiction over the subject
matter contained in the reports. In addition, in April of each yeuar, the (Commis-
sion must appear before a joint public hearing of the House and Senate Judiciary
Committees to present an annual report on the status of organized crime in the
Commonwealth.

D. Powers

Under botl: statutes, the Pennsylvania Crime Commission has the power to
issue subpoenas requiring testimony under oath or production of documentary
evidence, However, under the original Commission statute, the subpoena was no
more than a request. The Commission had to seek the aid of the courts to order a
witness to comply with the subpoena. If a witness still refused to comply, then the
Commission would ask the court to cite the witness for contempt of court. Under
the new law, the Commission’s subpoena is an order rather than a request.
Failure to comply with a subpoena will result in the Commission requesting a
court to cite the witness for contempt,

The ability of the Commission to have a witness granted immunity from
prosecution exists under both the old and the new Crime Commission statutes,
However, several changes have been made in the procedure and effect of granting
such immunity. Under the original law, the Commission was required to have the
Attorney General of Pennsylvania seek the immunity grant on behalf of the Com-
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mission, Under the newly enacted legislation, the Commission is empowered to
proceed directly before the court in order to obtain the witness immunity. Prior
to this application, the Commission must first consult with the Attorney General
and the district attcrney of any affected district, in order to determine if the grant
of immunity would hinder an ongoing investigation of those authorities.

Under prior law, individuals who received immunity and then refused to testify
could be held in contempt of court and imprisoned for six months. Under the new
statute, such individuals may be committed to a county jail indefinitely until they
purge themselves of contempt by testifying.

Legislation that was enacted along with the new Pennsylvania Crime Commis-
sion statute has revised the type of immunity that is now available. This change
will be reviewed in a following section of tiiis analysis,

E. Miscellaneous Provisions

The new statute specifically provides that any disclosure of information made
by the Commission during a Commission hearing, an offical proceeding, or in a
Commission report is absolutely privileged. This privilege will serve as an abso-
lute defense in all legal actions which may be initiated against the Commission,

Each Crime Commissioner now must file a public sworn statement of finan-
cial interest which is to include financial interests of spouses and children under
18 years of age. The Commissioners are also empowered to establish rules for
financial disclosure requirements for Commissicn employees.

Finally, the new bill contains a Sunset provision, whereby the Crime Commis-
sion will expire on July 1, 1983, unless the Legisfature reinstates the agency.
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Il. WITNESS IMMUNITY

As previously stated, the Crime Commission, in its 1970 Report on Organized
Crime, recommended the revision of the then existing witness immunity statute.

Generally, when a witness is called upon to testify, that witness, based upon
the Fifth Amendment privilege against self incrimination, may refuse to testify if
such testimony would furnish information which might be used against him in
criminal proceedings. However, when a witness is granted immunity from
prosecution, the legal excuse for the refusal to testify is removed.

Basically, there are two forms of immunity which have been implemented
throughout the United States, transactional immunity and use immunity. The dif-
ference between these two forms of immunity lies in the scope of the legal protec-
tion which is afforded the witness. Transactional immunity protects the subject
against being prosecuted for any transacrion or thing concerning which he is re-
quired to testify under the grant of immunity. Under use immunity the ordered
testimony and any information which is derived from the testimony cannot be
used against a witness in any criminal case. Thus, the immunized witness may still
be prosecuted, but the information developed as a result of his testimony as well
as the testimony itseif may not be used in such prosecution. In Pennsylvania, the
immunity which has been available has been the transactional form,

In our 1970 Report on Organized Crime, the Commission noted that the
Pennsylvania immunity statute far exteeded constitutional requirements. Ac-
cordingly, the Commission recommended the adoption of a new immunity
statute which would offer only the use restriction type of immunity. On October
4, 1978, this type of immunity was enacted into law.

The Penusylvania Crime Commission has been granted the power in the new
Crime Commission statute to employ this new form of immunity. Because the
scope of immunity protection has been narrowed to the use restriction type, the
Crime Commission will be able to employ this tool more effectively and more
readily in an attempt to accomplish its mandated duties.

»
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lil. ELECTRONIC SURVEILLANCE

The Pennsylvania Crime Commission has observed throughout the years that
electronic surveillance is an important technique for infiltrating and collecting
evidence agalnst organized criminal conspiracies. As a result, the Crimie Commis-
sion recommended that an electronic surveillance statute could and should be
enacted in Pennsylvania which would balance the needs of law enforcement with
the public’s right of privacy. In its 1970 Report on Organized Crime, the Com-
mission made specific proposals for the enactment of a comprehensive electronic
surveillance statute that would be patterned after the federal electronic eaves-
dropping statute, 18 U.S.C.A. §2510 et seq.

The crime control legislation package enacted on October 4, 1978, included an
extensive statute authorizing various law enforcement agencies to employ elec-
tronic surveillance technicues in limited circumstances. This statute sets down
strict guidelines for judicially supervised electronic interception of communica-
tions. The Pennsylvania Crime Commission was included in this statute as one of
the law enforcement agencies in the Commonwealth permitted to employ elec-
tronic surveillance as a means of gathering information.

This new electronic surveillance statute is patierned after the federal law and
as such, provides for miany procedural requirements that are geared toward
balancing the individual’s right to privacy with the government’s right to detect,
curtail and prevent criininal activities.

The Pennsylvania Wiretapping and Electronic Surveillance Control Act per-
mits nonconsensual electronic interceptions only when conducted under a court
order based on an application which has been authorized by an appropriate of-
ficial. :

Detailed procedures must be followed and certain criteria must be satisfied be-
fore a judge can grant a court order for an interception. The authorized applica-
tion by a law enforcement officer to the court must include considerable informa-
tion: A complete statement of facts relied upon by the applicant, including details
on the particular crime involved; a description of the facilities from which the
communication will be intercepted; a description of the types of communications
sought to be intercepted; the identity of the person committing the offense and
making the sought communications; how other investigative techniques have
been tried and failed, are not likely to succeed, or are too dangerous; the period
of time desired for the interception; and any prior applications for court
authorization of interception for the same persons and places.

On the basis of this data, the judge decides whether or not to issue an ‘‘ex
parte’’ court order. The judge must find that there is probable cause for belief: 1)
that an individual has committed, is committing, or is about to commit one of the
crimes specified in the statute; 2) that an interception will produce communica-
tions concerning that offense; and 3) that the facilities, as described, either are
about to be used in the commission of the crime, or are leased to, listed in the
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name of, or commonly used by the identified person. He must also find that the
normal investigative tactics have failed, or will probably fail, or are too danger-
ous,

The requirements of probable cause, more extensive than they are for a
general search warrant under the Fourth Amendment, are designed to limit the
use of intercepticn as an investigative technique. Failure to meet or respect the
procedures means either that the court will not issue an order or that any infor-
mation so gathered can never be used in court.

Should the court authorize an interception, the order must identify the per-
son, the facilities and the law enforcement agency involved; describe the type of
communication sought and the crime to which it is related; and specify the period
of and the time for termination for the interception. Reports on the progress of
the interception can be required by the judge.

No later than 90 days after the end of an interception, an inventory must be
served upon persons named in the order. The inventory includes notice of the
order and its date of entry, the period of interception and whether any communi-
cations were intercepted. Additionally, the contents from any interception cannot
be used in a judicial proceeding unless each party is given a copy of the order and
application at least ten days in advance. Other sections of the law cover the
grounds for suppressing intercepted information, the right of governmental ap-
peal upon suppression of intercepted evidence or upon denial of any application
for an interception, the submission of reports by the courts and prosecutors on
interception orders and activity and the results derived therefrom, and the
recovery of civil damages for violations of the intercept law. The new law also re-
quires the legal and technical training of those law enforcement agents who are
authorized to employ electronic surveillance tools.

The new statute also provides for the procedure to be followed in cases where
one party consents to the electronic interception.

The implementation of electronic surveillance as an investigative tool should
prove to be an effective technique in the attempt to control organized crime and
official corruption in Pennsylvania.
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iV. DISCLOSURE OF CONFIDENTIAL
INFORMATION

During the course of many investigations, the Crime Commission found itself
in need of certain information that was in the possession of other state agencies or
departments. Often, however, this information could not be obtained by the
Commission because such information was declared confidential by the agencies
or departments, either statutorily or as a matter of policy. As a result, the Crime
Commission’s investigation to which the confidential information pertained
often was severely hampered,

Recognizing the difficulties presented by this obstacle, the Pennsylvania
Legislature has taken steps - remedy this situation. As part of the crime coatrol
package that was signed in# faw on October 4, 1978, the lawmakers of Pennsyl-
vania included a statute providing for the disclosure of otherwise confidential in-
formation for investigative purposes.

Under this statute, the Executive Director of the Crime Commissicn, among
others, may petition any judge of the Commonwealth Court {or an order provid-
ing access to such confidential information,

Certain information, however, still may not be abtained by any investigating
agencies. This information includes personal incuise t4x information and the
investigative or intelligence files of the State Police, the Aiiorney General or the
Pennsylvania Crime Commission. Such material will still remain confidential.

The ability to review this information provides the Crime Commission with
new and more detailed investigative sources. In the investigation of organized
criminal activity and official corruption, no source of potential information
should be overlooked. The avenues of information which will now be available to
the Crime Commission will prove invaluable in the effort to expose criminal ac-
tivity.
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V. CONCLUSION

The pervasiveness of organized crime and official corruption in the Cornmon-
wealth of Pennsylvania cannot be ignored. Much too often the actual severity of
the problem has been denied by both public officials and citizens alike. It is only
during the recent wave of convictions of public servants and the exposure of the
infiltration of organized crime into many facets of the community that there has
been an awakening of the public conscience, It is this awakening of the public and
the lawmakers that the Crime Comission has strived for from its inception.

The measures contained in the newly enacted cx ™e control package are a pro-
duct of this awakening and will furnish law enforcement agencies with the tools
that are needed for the successful pursuit of their mandates. For the Crime Com-
mission, the Legislature’s commitment to deal with the problems of organized
crime and official corruption means that the Commission will now be able to con-
duct more meaningful investigations. Then, as the Commission exposes more
data, appropriate legislative and administrative proposals will be recommended
to address the issues of criminal behavior in the Commonwealth.

Thus, these newly acquired powers will serve as the foundation in building a
better and more responsive system of law enforcement, crimina!l justice and state
government in Pennsylvanis,
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