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96TH CONGRESS } 
1st Session 

SENATE { REPORT 
No. 96-426 

LABOR UNION INSURANCE ACTIVITIES OF JOSEPH 
HAUSER AND illS ASSOCIATES 

NOVEMBER 26 (legislative day, NOVEMBER 15), 1979.-01'del'ed .to bE:< printed 

Mr. NUNN, from the Committee on Governmental Affairs, 
submitted the following 

REPORT 
together with 

ADDITIONAL Al\'D SEPARATE VIEWS 

I. Sm!MARY, FINDINGS, AND CONOLUSIONS 

A. GENERAL 

Few things are more important to the well-being and financial secu
rity of the millions of labor union members and their families through
out the Nation than the proper administration of their employee 
welfare as well as pensioo plans. Employee welfare benefit plans fi
nance the health care, disability benefits, life insurance, and other 
benefit programs needed to help union members and their dependents 
cope with many of the difficulties of life. They are funded by or on 
behalf of union members from earnings set aside and placed III trust 
to be safeguarded and administered for the sole benefit of plan partic
ipants and their beneficiaries.t. 

1 The Department of Labor advised that. as of 1976. there were over 1.2 ml1lion employee 
benefit plans covering 45 million participants. Of these plans, about 4.000 had 39 million 
of the participants and the remainder of the plans had fewer than 100 participants each. 
The General Accounting Office reported in October 1978 that there were about 500.000 
private pension plans having about 57 mllUon participants and having about $280 bllllon 
In assets. The GAO figures are exclusive of employee welfare benefit nlans. In this regard. 
the Department of Labor has advised that meaningrul data on the assets of welfr.re 
plans Is not available because most plans commit most of their fnnds to the purchase of 
term Ufe and other Insurance products hnvlng no cash asset values. 

(1) 
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Tlus report is the result of a detailed and lengthy inquiry by the 
Permanent Subcommittee on Investigations into the sale of life, health, 
accident, and other insurance programs to 20 jointly-managed labor 
union health and welfare plans throughout the country during the 
period 1973-76. The investigation officially began in September 1976 
and led to 11 days of hearings in October and November 1977. The 
Subcommittee has continued to monitor various criminal and civil 
actions whlch stemmed either in whole or in part from the informa
tion adduced during the investigation. 

The insurance contracts which were the subject of the investigation 
were solicited and obtained by insurance companies either controlled 
by or associated with Joseph Hauser who has since been convicted of 
felony vJ.olations in connection with these activities. Hauser had pre
viously been convicted of criminal violation in the promotion of health 
plans to union employee plans. 

The Subcommittee's investigation shows that of some $39 million in 
union insurance premiums obtained by the Hauser companies, $11 
million was diverted to other firms in the form of questionable com
missions and commission advances, worthless and questionable invest
ments, conversions to cash, and the payment of personal expenses and 
legal fees. As a result, the Hauser companies were forced into receiver
shlp or bankruptcy resulting in losses of millions of dollars to a 
number of union trust funds and their members. 

Hauser's most significant victim was the Teamsters Central States, 
Southeast and Southwest Al~S Health and Welfare Fund ("Team
sters Fund"). The Teamsters Fund suffered a loss of some $7 million 
which it now is endeavoring to recover through legal action. Major 
losses totalling over $1 million also were incurred by several Florida 
Laborers' Union health and welfare funds. 

In addition, thousands of individual policy holders suffered signifi
cant financial losses and great personal hardship when their insurance 
companies failed in the wake of Hauser's scheme. For example, ap
proximately 20,000 policy holders of Hauser's Farmers National Life 
Insurance Oompany had their insurance cancelled and lost the cash 
surrender values of their policies or unpaid claims. Also, about two
thirds of Fa.rmers policy holders were either uninsurable or of suoh an 
age or employment level that they had great difficulty obtaining in
surance coverage except at very high prices. 

The sale of these insurance plans to the various ullion trust funds 
occurred when Hauser was under investigation by the California At
torney General in connection with a scheme to promote the sale of 
prepaid health insurance plans to union and other groups. Early in 
1974, while the California Attorney General's investigation was under
way, Hauser's key California association, a firm known as National 
Prepaid Health Plans, declared bankruptcy, leaving more than $2 mil
lion in debts and unpaid union and other medical claims. 

Despite Ius troubles in California and a subsequent criminal inves
tigation by Federal authorities,2 Hauser was able to acquire- and main-

• As II. result of his activities' in California, Hauser was convicted in March 1977 of 
four count's ot an eight-count, March 1975 indictment charging violations of 18 U.S.C, 
§ lIl\i<1 (Offer, Acceptance and SoUcitation to Influence Operations of an Employee Benefit 
Plan), The offl!nses involved bribes or attempts to bribe union officials to do business with 
Hauser's now defunct California firm, National Prepaid Health Plans, Hauser was sen
tenced to two and one-half years in prison, a $<16,000 fine, and four years probation, On 
Mar. 21, 1979 the Court of Appeals for the Ninth Circuit affirmed his conviction. Hauser 
is seeking Supreme Court review of his conviction. 

... , ,. 
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tain control of Farmers National Life Insur.ance Company, a small, 
financially-troubled insurance company in Florida, and Family Pro
vider Life Insurance Company, the dormant Arizona-based subsidiary 
of Farmers National. Soon after acquiring the Florida company, 
Hauser concealed his ownership and control of it. Primarily through 
those companies, Hauser carried out an even broader insurance sales 
scheme targeted principally at union health and welfare trust funds
first in Florida, then Indiana, Massachusetts, and Arizona. The scheme 
culminated on April 30, 1976, with a $23 million gl'OUp life insurance 
contract with the Teamsters Fund. The Hauser operation collapsed 
shortly after the Teamsters award. 

When the Hauser group had exhausted the labor union business 
available to it in States where its own insurance companies were li
censed to do business, it entered into a type of reinsurance agreement 
known in the industry as a "fronting" arrangement with Old Security 
Life Insurance Company of Kansas City, Missouri. Old Security was 
licensed to do business in States where Hauser's smaller, relatively 
obscure companies were not. Under this fronting agreement, the 
Hauser group would sell insurance to labor union trust funds using 
Old Seoutit.y's policies but reinsuring all or most of the risks into one 
of the Haus~l'-controlled companies. Most of the premiums would be 
passed on to the Hauser companies. Old Secutity received a percentage 
of the premiums as its profit, but did not maintain reserves or perform 
any other significant functions in connection with servicing of the 
policies. Although Old Security acted merely as a "front" for the 
Hauser group, it also went into receivership after the collapse of 
Hauser's schemes since it was liable as primary obligor on the policies 
sold to the funds. 

Prior to Hauser's acquisition of Farmers National and the fronting 
arrangement with Old Security, neither Old Security, Farmers Na
tional, nor Family Provider had significant insurance business with 
labor union employee funds. Much of Hauser's success was attributable 
to Hauser's gaining entree to the funds by cultivating fund trustees 
and labor union leaders, or persons influential with those officials, 
including an insurance consultant to trustees, attorneys to funds, and 
relatives of union leaders. In many instances, Hauser offered financial 
inducements to these influential persons, including gratuities to some 
trustees, finders' fees to certain attorneys, commissions and other 
payments to relatives of union officials, and assistance to an insurance 
consultant in obtaining new union fund clients. The Hauser group 
typically submitted the lowest bid, in some instances with the assist
ance of inside information. 

Once the insurance contracts had been awarded to the Hauser com
panies, Hauser and his associates converted large amounts' of the 
premiums to their own use before the claims built up. As the claims 
mounted against the premiums which had been diverted to other uses, 
a portion of the premiums from newly acquired labor union bUsiness 
was used to pay the outstanding claims against old business. As a re
sult, new business had to be generated constantly to bring in new pre
mium dollars to pay claims against the earlier contracts. In this re
spect, the Hauser operation resembled a "Ponzi Scheme," or never
ending chain. 
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A Federal grand jury in Phoenix, Arizona returned a multicount 
indictment in June, 1978 against Hauser and three of his associates, 
including Bernard Rubin, a Florida union official and fund trustee 
who had been previously convicted of embezzling union and employee 
plan funds. The indictment charged the defendants with conspiracy 
to conduct a racketeer-influenced and corrupt organization in connec
tion with activities in Florida, Massachusetts, Arizona and the Team
ster Fund in Illinois (18 U.S.C. §§ 1962(d), 1962(c), and 1963). The 
indictment also charged Hauser and certain of hIS associates with 
interstate transportation and the reeeipt and disposal of large sums 
of money received from Laborers and Teamsters trust funds, knowing 
them to have been stolen and unlawfully converted (18 U.S.C. §§ 2314 
and 2315). The indictment (Appendix C) is based, in large part, on 
matters explored during the Subcommittee's public hearings. On Feb
ruary 5, 1979, Hauser pleaded guilty to three counts of the indictment. 
Rubin pleaded guilty to a single count on December 4, 1978. Sentencing 
of Hauser and Rubin has been deferred pending the outcome of the 
trial on the remaining defendant, George Ralph Herrera.a 

The activities of Hauser and his associates have also resulted in a 
number of civil suits, including an action filed on August 2, 1976 by 
the Teamsters Fund trustees; 4 an action filed on September 24, 1976 
by the Securities and Exchange Commission in connection with 
Hauser's use of misappropriated Teamster Fund insurance premiums 
to take over National American Life Insurance Company; 5 and an
other by the Secretary of Labor on Febru9,ry 16, 1979 in connection 
with Hauser's Florida operations.6 

In each major phase of their operation-Florida, Indiana, Massa
chusetts, Arizona, and the Teamsters Central States Fund-Hauser 
and his associates acquired business from labor union trust funds in 
substantial !Jart through the influence of persons close to the unions 
involved. The following detailed findings demonstrate how this 
method was used in each case. 

• 'Hauser. Rubin and Herrera appeared at the Subcommittee's hearing in response to eub
pen.,.d. Citinl: their privilege under the Fifth Amendment to the Constitution, they declined 
to answer any questions concerning their activities on the ground that their answers ma,. 
tend to incriminate them. 

• OentraL States, Southeast and Southwest Areas Health and Weltare Fund et at v. 
Ole! Security Life Insurance Oompanv, et al., C.A. No. 76-C-2004. U.S. District Court for 
the Northern District of Illinois. A related action filed on May 1. 1978. by two beneficiaries 
of the Teamsters Fund names thl' present and former Fund trustees. among others. 
as defendants and charges them with breach of fiduciary duty and frand. Oarpantar and 
Ae!oook v. FitZSimmons, at al .. C.A. No. 78-C-1672. U.R. DIstrlrt Court for the Northern 
District of Illinois. In Augtlst 1979. the Fund trustees submitted Ii proposed partial 
monetary settlement of $2.9 million for court approval. The settll'ment was opposed by the 
pJaInti1Y. Fund beneficiaries because it does not provIde enforceable procedures to protl'ct fu
ture operations of the Fund. (Appendixes D-1 and D-2.l Suhsequently. the plaintiff Fund 
beneficiaries and trustees reached agreement whIch was preliminarlly approved by the 
Court in October. 1979. The agreement inrluded the $2.9 m!llion payment and protection 
procedures to be negotiated. with any dill'erl'nces to be re~olved by the Court. 

6 Securities ane! Exchange Oommission v. National Pacific Oorp., et al., C.A. No. 16-1784. 
U.S. District Court for the District of Columbia. The SEC obtained consent orders 'Which 
among other things. enjoined Hauser, his associates and companies from violati1)g the 
securities laws; barred Hauser from association with a public company for 10 years; and 
appointed a receiver for National AmerlcaTl Life. Al~O, the REC nnn tll(> receiver obtained 
the return of a substantial amount of the fnnds Hanser mi~approprlated ann a judgment 
against Rauser nnd certain of his associates In the amount of $:1.9 million. 

• Marshan v. Triea iO, at al., C.A. No. 79-914, U.S. Dlstriet Court for the Sonthern 
District of moriila. This action is still in the pre·trlal ~tal!e. Ree A npendix E for a letter 
to the Snhrnmmittee from the Secretary of TJabor discussing this suit and other enforcement 
actions III the Rauser case. 

----~~ •. ~-----.-----~.. ---------.-
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B. FLORIDA 

In October, 1973, Hauser acquired a controlling interest in Farmers 
National Life Insurance Company, a small und financially troubled 
Florida firm, along with its dormant subsidiary, Family Provider Life 
Insurance Company of Phoenix, Arizona. He managed to do so despite 
information received by the Florida State Department of Insurance 
questioning his "integrity, competency, and experience" and a rec
ommendation by two Department officials that his application to ac
quire controlling interest be denied. 

To represent him in the acquisition of Farmers National, Hauser 
hired the law firm of Ciravalo and Feldman of Miami. The then 
Florida State Insurance Commissioner, Thomas D. O'Malley, who 
approved Hauser's acquisition of Farmers National, had been a J?art
ner in this firm before he took office.1 The applicrution for acquiSItion 
was approved by O'Malley, despite the recommendation of two insur
ance department officials to the contra.ry. 

Shortly after his acquisition of Farmers N a,tional, Hauser took steps 
to conceal his control of the firm by creating a holding company and 
placing his shares of stock in the names of two other men-his brother
in-law, Harold Bernstein, and the man he had hired as president of 
Farmers National, Brian Kavanagh. 

Once he had gained control of Farmers National and concealed his 
interest in the firm, Hauser set about acquiring insurance business from 
certain labor union trust funds in Florida, especially the Laborers and 
other construction unions. ':ro ga,in access to these unions, Hauser paid 
$2,500 a month to Seymour A. Gopman, the attorney for many of the 
unions involved.s In return, Gopman introduced him to important 
union officials. Through Gopman, Hauser established a "very special 
relationship" with Bernard G. Rubin, the president of the Southeast 
Florida Laborers' unions in the Miami area and a trustee of a number 
of the employee benefit plans to which Hauser eventually sold insur
ance contracts. Rubin became a familiar figure in the office of Farmers 
Nrutional and involved himself in the day-to-day affairs of the com
pany. At the time Hauser was soliciting business from the Laborers' 
funds, a Hauser-controlled company leased an expensive sports car 
for Rubin's use and provided employment for Rubin's son. Another 
Hauser company purchased an expensive pleasure boat for use by Sal 
Tricario, another Laborers' officer and a trustee of a union employee 
fund which placed its insurance program with Hauser's company.9 

7 On Dec. 18, 1975. O'Malley was indicted by a Florida Federal Grand Jury tor mail 
traud and other criminal violations. On .Tan. 18, 1979, he was convicted of, ,among other 
things, charges that he deprived the people of l~lorida the right to his impartial services 
because he was receiving payments from 1a w partners for the sale of his partnership in
terest and that the source of such payments were fees obtained by his former law partners 
for representing clients before O'Malley. Hauser was not charged In these proceedings. 

8 On Apr. 7, 1978. Gopman pleaded guilty to four counts of an October 1977 indictment 
charging him with filing a. false tax return, embezzlement of employee benefit plan funds, 
and receivin~ kickbacks from Sage Corporation In connection with certain loans by an 
employpp benef,t plnn to Sa!:e Corporation and Its affiliates. These matters were not the 
focus of the Subcommittee's Investigation: however. the Subcommittee did examine certain 
mortgage thuislictions betwp,~ll Sage Corporation and the Hauser group. 

o The complaint in .lfut'BhalZ v. Tricario alleges, among other things, that Tricario 
breached his fiducinry duty to Laborers Local 767 Health and Welfare Trust Fund by 
accepting use of n hoat from the Hauser group in exchange f.or his support of the Fund's 
purchase of life insurance from Hauser's company (Appendix E-11. Tricario appeared 
at the Subcommlttl'e's hearings in response to a subpoena, but declined to answer nny 
questions concerning his activities citing his Fifth Amendment privllege. 
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The Subaorrlnnittee find8 that the acceptance of gmt1.tities from 
Hause?' by Rubin and TTica'l'io was incompatible with their positions 
as employee benefit plan fid1.tOiaTies.l'he Subcommittee al80 finds Gop
man's acceptance of compensation from H a1.tser for providing access 
to his client employee benefit plans constitutes a serious conflict of 
interest. The recOTd also indicates that Rubin, TTicaTio, and Gopman, 
were instT1.tmental in tILe Hauser group's s1.tOcess in selling inswra'lWe 
to the funds with which they were associated. 

In July 1975, during the time that Hauser was solicitin~ insurance 
business from the Laborers' Union funds, Rubin was indicted in an 
action. before the U.S. District Court for the Southern District of 
Florida for embezzling approximately $400,000 from unions and union 
trust funds. Immediately after the indictment, the Justice Depart
ment petitioned the Court, pursuant to 18 U.S.C. § 1963,10 to place 
all of the unions and trust funds of which Rubin had control under 
a -trusteeship in order to protect their remaining assets. The Depart
ment of Labor was requested by the Justice Department to act as 
trustee. The Labor Department initially agreed to do so, but later 
withdrew its agreement and said it would oppose -the motion on the 
grounds that there was no statutory authority or precedent fur such 
action, and that it would take too much manpower. Marty Steinberg,l1 
the Miami Strike Force prosecuting attorney, explained to the Labor 
Department that he was not asking for a full trusteeship but for a 
monitor who would oversee the disbursements of union and welfare 
funds. However, the Labor Department did not cooperate, and the 
court subsequently denied the motion. . 

On Octobzr 22, 1975, Rubin was convicted and sentenced to 5 
years in prison and fined $50,000. Following his conviction, the Dis
trict Court issued an order requiring Rubin to forfeit all union and 
employee benefit plan positions. The sentence and forfeiture were 
stayed pending appeal by the Court of Appea.ls for the Fifth Circuit. 

Also, followmg the conviction, the Department of Justice made an
other unsuccessful motion seeking the appointment of an independent 
monitor to review dispositions of union and employee fund assets. 
Since the Department of Labor had again declined to perform this 
function, the Department of Justice was not in a position to implement 
such an appointment even if the Court had granted the motion. The 
motion papers submitted by the Department of Justice also pointed 
out that the Laborers' International Union had failed :0 take action 
to protect the union or employee funds. 

Rubin was not removed from his positions with unions and union 
<>mployee funds until an October 1977 bond revocation proceeding at 
which the Department of Justice submitted evidence that Rubin had 
embezzled an additional $2 million from those unions and trust funds 
aiter his conviction.12 It was only afte~' the revelation of these further 

10 18 U.S.C. § 1063 Is the forfeltut'.l provision appllcable to pcrsons found gullty or a 
pnttern of rncketecrlng- netlvlty under 18 U.S.C. § 1062. Subsection (b) of scction 1963 
provides that, In any nctlon brollgl1t by the Unltcd Statcs under this section the district 
courts of the United Statcs shnll havc jurisdiction to cnter rcstralnlng ordors, prohlbl· 
tlo liS, or takc ~uch othcr actiolls us tlley deem proper. 

"Marty Steinberg Is now Cblef Counsel to thc Subcommittee. He was appointed to 
that position In July 1079. 

10 ltlllJIII agrced to dh'cst hjmself of thesc positions in lieu of withdrawal of bond 
l1emUllg- appeal. The Court of Appeals for thc Fifth Circuit affirmcd Rubin's conviction 
In September 1077 (lJGO F.2d 075). On Mar. 15 107lJ, after a remand by thc Supreme 
Court. thc Court of Apppais nffirmcd ngnln, whltc revcrslng on two counts out of 103 
(501 F.2!l 283). On July 5. 1975, Rubin tIIcd a pctitlon for Suprcme Court reView, which 
Is stlll pending. Rubin remained frce on bail during thcsc further appca.l proceedings. 



7 

embezzlements that the Laborers' International Union imposed a.trust
eeship over the unions in which Rubin held positions and initiated 
investigations of those unions and u;nion employee tr~st funds .. 

The Department of Labor has adVIsed the l::iubcommIttee. that It does 
not believe that it was authorized under the Labor-Management Re
porting and Disclosure .1-\ct (LMRD.A) to ~SSUl?e a trus~eeship of the 
unions whose funds Rubm embezzled m vIOlatIOn of TItle V of that 
Act. The Department said it had no civil enforcement authority under 
Title V and that the ban on union office holding by Rubin under 
Section 504 of the Act does not apply until the exhaustion of all 
appeals. 

'1'he Department of Labor said it had no authority prior to J anu
ary 1, 1975, to assume a trusteeship or monitorship for Rubin's mi.s
conduct involving employee benefit plan assets. The Department s~\.ld 
its authority to seek civil remedies under ERISA for the protectIOn 
of such em}?loyee plans (LMRDA covers only labOl' union organiza
tions) pertams only to fiduciary misconduct ocmirring after January 1, 

" 1975. 
'While the Department does not have specific civil authority under 

Title V of the LMRDA, its explanation ignores the fact that the 
trusteeship was sought by the Department of Justice U[lder 18 U.S.C. 
~ 1963. The order of the court directing a trusteeship would have. given 
the Department its authority. 

In any event, since some of the misconduct of Rubin occurred after 
J alluary 1, 1975, the Department could have invoked its civil authority 
under ERISA to protect the employee benefit plans, but it did not 
closo. 

The Sltbc0111JJnittee finds that tlw Labor Department and tILe Labor'
en' International Union failed to act in a timely fashion to protect 
nnion and t1'ust fund assets from fU'J'the1' looting by Bernard RubVn 
after' l~e had been oonvioted for em,bezzlement of appromimately $400,-
000 from these s(fl1ne funds. The Oourt of Appeals deoision to grant a 
stay of the Distriot Oourt's order requiring R-ubin to forfeit his union 
and welfare plan positions, following k!8 oonviotion, appe(fl1's to have 
been within the disoretion of the Oour·t. However, the granting of the 
stay created a sl~bst(fl1ttiaZ risl~ that the union ancl plan's assets 'I.o01dd 
not be adequately protected f1'om -:oepetition 0 f the loind of conduot f01' 
whioh Rubin 'I.oas oonvioted and .indeed whioh oo()u1'1'ed: to a 'lnuah' 
greater emtent after' his conviction, . 

The lucrative nature of the labor union trust fund business is illus
trated by the rapid increase in premiums received by Farmers Na
tiOll'aJl. In 1973, the year prior to Hauser's takC'-over. the. total premi
ums received by the company amounted to abont $1 million, Under 
Hauser's aegis, premiums increased to more than $4.5 million in 1914-
primarily because of the new business generl).,ted from labor unions 
and employee welfare plans in Florida, most of them affiliated with 
the Lal?orers' and other building trades unions. 

One i'eason that these premhims increased so rapidly was that the 
union trust funds purchased individual whole life inslirnnce policies, 
which included an investment or cash value feature. These policies cost 
more than ,group term life insurance policies, which provide the same 
amount of insurance, but do not carry the investment feature. In addi-

----~====~~---------
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tion to the higher cost to the union members, about 6,000 of the 13,000 
Fal;mers National whole life policies issued to the members during 1974 
lapsed in 1975 due to the high turnover in the construction industry
resulting in the loss of cash values to the members. In other words, 
nearly half the members' higher premiums were wasted. The higher 
premiums for whole life, as opposed to lower premiums for group term 
life, cost the Florida Laborers' Union trust funds an estimated $1 mil
lion extra in premiums costs per year.la 

Florida law requires that insurance companies keep enough reserves 
to meet claims demands. Farmers National violated that law, enabling 
I-Iauser and his associates to divert and convert to their own use a large 
portion of the union premiums moneys. They arranged for the pay
ment of high commissions and commission advances to insurance agen
cies which were owned or controlled by Hauser. In 1974 and 1975, two 
of Hauser's agencies wem paid almost $2.5 million in commissions and 
commission advances by Farmers National. The Florida Department 
of Insurance was unable to obtain documentation justifying the pay
ments. These payments had no relationship to any premium income 
generated by the two agencies. The creation of insurance agencies and 
the payment of commIssions and commission advances was to be a 
prominent feature in Hauser's modus operandi when he expanded his 
scheme outside Florida. 

In addition to these payments, Hauser and his associates withdrew 
more than $775,000 in cash and paid out almost $200,000 of insurance 
company funds for apparently personal expenses. In 1974 and 1975 
these expenditures came almost exclusively out of the :premiums paid 
by the Florida labor union trust funds to Farmers NatIonal. As noted 
above, the Florida funds have sustained losses in excess of $1 million on 
insurance contracts sold by Hauser's company. 

Hauser's operation in Florida was typical of the labor union insur
ance fraud schemes that have been encountered by the Department of 
Justice. In a July 1978 article 14 in the Journal of Pension Planning 
and Compliance, then Attorney in Charge of the Buffalo, New York 
Strike Force of the Department of Justice, Marty Steinberg, noted 
that these schemes generally involved:. (1) Contracts by the insurance 
fraud artist with an "initiator," who is usually willing, in exchange 
for gratuities or a kickback, to provide assistance in securing approval 
of the insurance program by the boatel of trustees; (2) the sale of high 
cost whole life policies; (3) exorbitant commissions; (4) shell com
panies which transfer premium payments in a maze of financial trans
arctions which hide substantial sums of money; (5) lack of any method 
to guarantee the availability o£funds to beneficiaries; and (6) bank
ruptcy and final dissolution within a short period of time. 

O. INDIANA 

In 1975, Hauser and his associates expanded their labor union insur
ance business beyond Florida and into the more unioniz~d NQrtheast-

]3 See Pp. 57, 58 of this report which refer to simi1ar type abuses uncovered by the Sub
committee in the investi~atJ.on of Louis C. Ostrer. The Secretary of Labor hns filed a 
civil a.ctlon against ostrer and others with respect to some of the matters covered by 
the fJuhcommi ttee's Ostrer inquiry. See disenssion of this civil actioll in the Secretary's 
letter to the Subcommittee which is In appendix E. 

U "Proposals to Assist In Ending the Abuse of Employee Welfare and PensIon Benellt 
Plana." 

.: 



( 

!.'. 

. 9 

ern and Mid western States. They did so in order to increase their cash 
flow to offset the money which they had taken out of Farmers National 
and to meet claims obligations on the Florida business. 

In October 1975, Old Security Life Insurance Oompany, a front for 
Hauser and Farmers National, was awarded a large group insurance 
contract by the Indiana State District Oouncil of Laborers and Hod 
Oarriers 'Welfare Fund. Farmers National was licensed to do business 
only in Alabama, Florida, Georgia, South Oarolina, Tennessee and 
Arizona. Old Security was licensed in every State except New York. 
Farmers National carried on the business using Old Security merely 
as a facade. The policies were entirely reinsured by Farmers National. 
Then Farmers National failed and was unable to meet the claims on 
outstanding insurance. Old Security was unable to satisfy its primary 
obligation on policies ceded to Farmers National since it had received 
only 2 J?ercent of the premiums. Oonsequently, Old Security eventually 
was drIven into receivership (see pp. 31, 32 of this report for discus
sion of Reinsurance) . 

As they had clone in Florida, Hauser and his associates again relied 
on inside contracts to obtain business in Indiana. Since their target 
was an affiliate of the Laborers' International Union, they cultivated 
Paul Fosco, grandson of the Laborers' International Union president, 
Peter Fosco, and son of current president, Angelo Fosco. Early in 
1975, Farmers National established Paul Fosco in the insurance busi
ness as the P. F. Insurance Agency in Ohicago and agreed to cover 
Fosco's salary and the agency's expenses during 1975. As an added 
inducement, Hauser also agreed to pay Paul Fosco's agency an over
ride on all insurance sold by Farmers National anywhere in the coun
try. Hauser paid [,bout $260,000 to P. F. Insurance Agency, including 
$50,000 in 1974 before Fosco was licensed to sell insurance. Fosco par
ticipated in only one insurance contract sale-the one to the Indiana 
Fund. The payments to Fosco had no correlation to the amount of 
insurance business generated by the agency.15 

Paul Fosco used his Laborers' Union connection, including· his life
long friendship with Oharles Morris, secretary-treasurer and trustee 
of the Indiana State Oouncil of Laborers' and Hod Oarriers 'Welfare 
Fund, to help bring about the rebidding of that Fund's insurance 
program. The new bids were solicited by Morris without the trustees' 
approval. Through the influence of Paul Fosco and Morris. Hauser's 
associates prepared the bid specifications and designated the ~om
panies that were invited to bid, including Old Security. The specifica
tions requested bids on group permanem.t life, ru3 well as the existing 
cost-plus proltram. The evidence shows that ,the specifications were 
tailored to Old Security's existing group perm'anent plan. In fact, only 
Old Security submitted a bid on the group permanent plan. 

The Suooowmif.tee finds t1~at Mo'l'Y'is' unilateral antion in oa1l8ing 
the 'rebidding of the Fwnd's insuranoe program and permittinqin
te1'estea parties to prepare biclspeoijioations fell short of the standards 
whioh ftn employee benefit plan should e(lJp~dt of its t'rWJteelJ. . 

Durmg Hauser's efforts to secure the IndIana LaJborer's Fund busi
ness, he and his associates developed a qllestionable relationship with 

1. Pnnl FnRco nppenred to testify nt the Suhcommlttee's hearing In response to a subpoena. 
Citing his Fifth Amendment privilege, Fosco declined to answer any questions. 

51-777 0 - 79 - 2 
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,the Tolley International Corporation, which at the time was sc'Vin~ 
as insurance consultJant to the Laborers' Fund. At the outset, the deCl
sion to rebid the Indiana insurance program and the actual solicitation 
of bids were undertaken without the advice of Tolley International. 
When ,the resulting bids, including Old Security's proposal for group 
permanent life coverage, were submitted to Tolley International for 
analysis, Tolley International noted in a June 11, 1975 letter to the 
trustees that Old Security's proposal entailed an annual premium far 
in excess of the premitIDl being paid under the Fund's existing cost 
plus, term life policies, and it <l<'tutioned the trustees against approving 
such a costly program. That advice was rendered before Tolley Interna
tional's Executive Vice President, Len Teeuws, visited Farmers Na
tional's headquarters ~ Miami 'and held discussions with the Hawser 
group. After tiulit visit by Teeuws, Tolley International reversed its 
position and recommended that favorable consideration be given to 
Old Security's high cost group permanent life insurance proposal. On 
the basis o{Tolley International's advice, the Fund's trustees initially 
approved the Old Security permanent life proposal. After the Fund's 
legal cOlIDsel raised a question about the fact that only Old Security 
bid on the group permanent proposal, Tolley International was asked 
to prepare an analysis of the competitiveness of the bid. Tolley Interna
,tional sulbsequently submitted a report, dated September 17, 1975, to 
the Fund stating i~;s opinion that the Old Security group permanent 
proposal was competitive. The evidence indicates that Tolley's analysis 
was based substantially upon an analysis prepared by Hauser asso
ciate, .J ohn Boden. After the Fund's legal counsel continued to raise 
objections, the Fund trustees voted to rescind the group permanent 
award and to award the cost plus proposal to Old Security which was 
the low bidder. 

Tnternal documents obtained under subpena from Tolley Interna
tional's files strongly indicate that Tolley International's reversal was 
linked to its expectation that Hauser, as well as Paul Fosco and others 
influential with the Laborers' International Union., would be helpful 
in obtaining 'for Tolley International other consulting contracts with 
Laborers' Union health wnd welfare pl!Llls,including the Health and 
vVel:liare FUlid of the Massachusetts Laborers' District Council. 

Tolley Interrmtional was a ware of a reinsurance arrangement be
tween Old Security and Farmers National as reflected in Tolley's July 
23 bid analysis wliich noted that "Old Security would cede a portion 
of the premium and underwriting responsibilities to Farmers who 
would handle a.lladministrative responsibilities between the com-
panies and the Fund." (Italic add~d.) , ' 

Tolley International's July 23 report of its bid analysis also stated 
its opinion that Old Security a.nd Farmers National "were financially 
large enough to handle the underwl'ii;ing" of the Fund's insumnce 
program. Attached to the analysis was financial data showing the com
bined 01' consolidatecl assets of Old Security's ho~ding company ($418 
million) and the assets of Farmers National ($5 million). At a later 
meeting of the trustees, Len Teeuws of Tolley advised the trustees 
th,at "he would feel secure with Old Security as, the insurance carrier." 

The Tolley International report concerning the reinsurance arrangec 
ment and the financial. condition of Old Security and Farmers Na-

.' 
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tional was materi'ally incomplete and misleading. In fact, Old Security 
was merely fronting for Ifarmers National to which Old Security 
ceded 100 percent of the coverage and gave control over substantially 
all of the premiums to B'armers. Tolley's reference to "a portion" of 
the premium and underwriting being ceded to Farmers National did 
not inform the trustees of the signilicant risks in the contract since 
the Fund would be relying in substantial part upon F'armers National 
financial standing. In this regard, the data contained in Tolley Inter
national's bid analysis showed that the Bund's annual premium was 
approximately equal to !;'armers National's assets. Moreover, the inclu
sion in Tolley's July 23 report of consolidated financial information 
for Old Security's holding company created a misleading implication 
that the full financial strength of the holding company stood behind 
the Old Security commitment,lo There is no evidence of any such 
guarantee. Also in contrast to its July 23 report, Tolley International's 
June 11 report showed only Old Security's assets which were $23 mil
lion, as compared. with the holding company's consolidated assets of 
$418 million. Thus the annual premium would constitute about 20 per
cent of Old Security's assets.17 

Len Teeuws of Trolley International testiiied that he did not know 
the terms of the reinsurance agreement and had not made any inquiry 
concerning them and that it was not the normal industry practice 
to do so because Old Security remained liable for all risks. The fail
ure to adduce these clearly relevant details has the same impact as a 
knowing failure to disclose them; namely, that the Fund is deprived 
of information important to its assessment of the bid. Also, the sub
sequent demise of Old Security and Farmers gives little reason for 
employee benefit plans or insurance consultants to take comfort in 
industry practices which are incompatible with the protection of such 
plans and their beneficiaries. 

As to Tolley International's use of Old Security's consolidated 
financial statements, the Subcommittee did not explore whether Tolley 
intended to mislead the Fund. Whatever Tolley International's inten
tions, the impact was misleading. 

The Suocomltrbittee finds tl~at t1~e foregoing conduot by Tolley In
ternational fell weZlsl101't of the standards of independenoe and oare 
an employee benefit plan should ewpeot of its insuroanoe consultant. 

As compensation for its consulting services to the Fund, Tolley 
International received a commission from Old Security consisting 
of a percentage of premiums. It appears that the receipt of this 
compensation was disclosed to and a,pproved by the Fund trustees. 
H o'We'VeT, the Suboomltrbittee finds that such a cOrPJpensation a1'1'ange
m.ent creates an i1'1'econailaole confliot of inte1'est. Sinoe tlw compen-

i'1 sation is based on a peroentage of premium,s, it does not neoessarily 
bear any direot relationship to tlw true 'Value of tl~e oonsultant's serv-

10 In the cnse of the Arlzonn Lnborers Henlth nnd Welfn ra Fund, the Fund specifically 
nsked Old Security If its pnrent would agree to hold the Fund hnrmless if Old Security 
failed in Its commitment to the Fund nnd wns ndvlsed by Old Sccurlty thnt It wns pre
cluded by Inw from milking nny such nltreement. Tolley Internntlonnl wns not the consultnnt 
to thp Arl7.onn Fnnrl, bnt presnmnhly the Rnmp. Infm'mntlon wnR nvn!lnhl~ to it hod It n~kml, 

11 The risk involved in nn ins\lrnnce company committing such n slznble portion of its 
resourees to n single contrnct Is rellected In the decllnntlons of some mnjor Insurnnce com
pnnles-wlth nssets rnnglng from nbont $250 million to $15 hflUon-to bid all the Tenm
sters Fund'N cOlltrnct 111\'01v1ng n $23 m11lion nnnual premium, The declinntlon letters cited 
the exposure to rls', III \'ul \'l'II, 
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ioes a;nd. creates an inoentive to reoorrvmend either nwre insurance or 
higher premiwm oost i718ur,anoe than rtUJ,y be appropriate. As a result, 
Tolley Internatio'1Uilstood to gain a lligher o0718Ulting fee if the Fwnd 
had apprpved its reoowmendation for higher premiwm group perma-
ent i718uranoe. . . 

Based upon the testimony of Len Teeuws and other information 
in the record, it appears to be ill common practice for employee benefit 
plan insurance consultants to receive their compensatiQn from insur
ance companies. Also, the Department of Labor appen,rs to have 
exempted this practice from the prohibited transactions provisions 
of ERISA. 

The Suboommittee finds that this praotwe and the exemption im
pair the independenoe of i718uranoe oonsultants to envployee benefit 
ploiM. 

D. MASSAOHUSETTS 

During the same period in 1975 that Hauser and his associates 
were acquiring the insurance business of the Indiana Laborers' Fund, 
they used similar tactics to obtain an insurance contr·act with the 
Massachusetts Laborers' Health and Welfare Fund. As had occurred 
in Indiana, the Tolley International Corporation came on the scene 
as a consultant to the Massachusetts Laborers' District Council and 
the Fund and promoted Hauser's interests. 

Tn Massachusetts, the Hauser group first sought out Joseph Vac
caro, who was in the construction business and who knew many im
portant officials of the Laborers Union because of his position on the 
Labor Management Committee that negotiated contracts on behalf 
of management with the Laborers Union. As he had done with Paul 
Fosco, Hauser set up Vaccaro in his own insurance agency. Hauser 
promised him a salary of $75,000 a year plus expenses, as well as the 
use of a leased Cadillac automobile. 'While Vaccaro was instrtunental 
in bringing Hauser's proposals to the attention of the Fund trustees, 
the payment of his salary and expenses o1a(l no relation to the am01.mt 
of new insurance business his agency generated. The award by the 
Massachusetts Fund to Old Securit.y was the only insurance business 
in which Vaccaro was involved. The records of his agency did not 
identify payment of $127,000 he received from Hauser as 'being related 
to specific msurance business. 

In promoting Hauser's sale of insurance to the fund, Vaccaro ob
tained the approval of Arthur E. Caia, regional vice president of the 
Lruborers' International for the New England area, to contact Joseph 
Merloni, president of the Massachusetts Laborers' District Council. 
Merloni and his wife were then treatec1 by Hauser to an all-expense
paid trip to Florida, where they visited the headquarters of Farmers 
National. After this trip, Mm:loni actively sponsored the adoption 
by the Fund trustees of Old Security's p;roup l?ermanent life insurance 
plan being prom.oted by Hauser a.ndlns aSSOCIates. Both Vaccaro and 
Mcrloni were instrmnental in getting the Fund trustees to place the 
Fund's insurance out :for rebidding and to include expensive group 
permanent life in the specifications. 

On May 9, 1975, bids we.re solicited :from a number of major in
surance companies recommended by the Fund's insurance consUlmnt, 
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the Martin Segal Company. At MerIoni's request, Old Security and 
three other firms were added to the list. 

The bids were opened on Jlme 6, 1975. At a trustees meeting held 
July 10, 1975, the Segal Company presented a report showing that 
the group permanent life insurance plan of Old Security would cause 
a deficit to the Fund for the next year and also pointing out there 
were unanswered questions concerning the Old Security hid. In spite 
of this, a vote was taken to award the contract to Old Security for 
group permanent. Five trustees (four union and one employer) voted 
to approve it, and throo employer trustee."l voted against. However, 
the award was defeated because it did not receive the required six 
votes from the eight trustees. 

The next trustees meeting was held August 7, 1975. In the mean
time, the Segal Company wrote Old Security and raised a number 
of questions including one as to whether the total coverage would in 
any way be reinsured. Old Security's answer failed to disclose that 
100 percent of the coverage would be reinsured witJh Farmers National 
under a fronting agreement. 

At the August 7, 1975, meeting, the union trustf>.-es received a tele
gram from Peter Fosco, General President of the Lalborers' Inter
national Union, stating that "we do not 'believe that it is appropriate 
and consistent with fiduciary duties for a fund" to buy tE0up per
manent or other similar types of ordinary life insurance ' because of 
their high cost, low value ratio and other serious drawbacks." The 
Martin Segal Company also presented a report critical of tJhe Old 
Security group permanent proposal which noted, among other things, 
the "excessive cost" o·f the alleged cash value benefit of permanent 
life policies and that Segal was not aware of any large multi-employer 
welfare fund tha.t uses such policies. Although he was not a trustee, 
MerIoni recommended to the trustees that the Tolley International 
Corporation be brought in as an outside consultant. The trustees ap
proved this recommendation. 

At the next trustees meeting on Septembe.r 21, 1975, Len Teeuws of 
Tolly International, as he had done in Indiana, presented a report to 
the Massachusetts trustees which was favorable to the Old Security 
group permanent life proposal. Tolley's report cited as one of the 
advantages of the permanent life proposal that cash values would be 
generated for beneficiaries. However, no consideration was given in 
the report (nor do the minutes of the trustees meeting reflect any 
consideration in Teeuws' oral presentation) to the potential adverse 
impact of employee turnover on administrative costs and the attain
ment of cash values. Also, the report dirt not. diRclose the {"xistence of 
the reinsurance arrangement between Old Security and Farmers of 
which Teeuws knew or should have lmown. 

Once again, a motion was made to accept the Old Security group 
permanent life proposal. The four union trustees again voted unan
imously in favor of accepting it, but the motion failed when two man
agement trustees voted against it and one abstained. Six votes of the 
eight trustees were required to approve it. 

Had it not been for the opposition of the Segal Company, the tele
gram from then General President Peter Fosco and the requirement 
for approval of six out of the eight trustees, the expensive group 
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permanent life insurance plan of Old Security probably would have 
been approved for the Fund. 

Len 'l'eeuws said the Tolley International bid analysis submitted 
to the Massachusetts Fund actual.ly was pr.epared for the Massachu
setts Laborers District Council. He said he did not receive compensa
tion from either the District Oouncil or the Massachusetts Fund. Tolley 
International was induced to provide an analysis on the basis of an 
expectation that Arthur E. Coia, Panl Fosco and the latter's father, 
Angelo Fosco, would use their influence in the Laborers' International 
Union to replace the Segal Oompany as consultant with Tolley Inter
national. The expectation was based on discussions Len Teeuws had 
with Mike Capurso, a Hauser associate, and Arthur E. Coia, Paul 
Fosco and Merioni. On August 14, 1975, Teeuws wrote to his superior, 
Russell Tolley, that "a great deal of potential profit to our corporation 
hinges on what occurs in Boston." Tolley International also knew that 
Coia and Merloni supported the Old Security permanent life pro72osal. 
Teeuws permitted Hauser's associates to participate in the drafting 
of its anulysis of the permanent life proposals which were very favor
able to the Old Security bid. Indeed, John Boden, a Hauser employee, 
testified that he prepared the analysis. Teeuws also discussed the report 
prior to presenting it to the trustees with Coia, his son Arthur A. Coia, 
Merloni, and Hauser's associates, Boden and Roger Carney. Also, Tol
ley International had a commission arrangement with Old Security 
with respect to its consulting services to the Indiana Laborers' Fund. 

The trustees considered the Tolley International analysis to repre
sent the firm's impartial analysis. Had the trustees known all the facts 
concerning Tolley International's relationships with Old Security and 
Hauser and its understanding that Laborers International Officials 
would support replacing the Segal Company with Tolley Interna
tional, they would have had strong reason to question whether Tolley 
International was acting as an advocate rather than an independent 
consultant. 

On October 30, 1975, the trustees voted unanimously to accept Old 
Security's low bid for the more conventional and less costly group 
term life insurance and other health and accident coverages. Prior to 
the award, the Segal Company consultant pointed out that the differ
ence in retention between Old Security and the existing carrier was 
"minimaL" Ah;o, co-counsel to the Fund pointed out that the choice 
to be made was a "policy decision for the trustees," based on all the 
factors presented by the consultants. One of the factors cited was 
that Old Security's total health and welfare business the previous 
year was less than the ~nnual premium of the Fund. This appears to 
have been a suggestion to the trustees that they consider the risk to 
the Flmd of dealing with Old Security which had limited experience 
in writing health and welfare business. Of course, the Fund would 
actually incur greater risk because of Old Security's fronting arrange
ment with Farmers National in this regard. The trustees and the Segal 
Company consultant seemed unaware of the existence of Old Secu
rity's reinsurance arrangement with Farmers National prior to mak
ing the award. 

From about the fall of 1975 to t!1e summer of 1976, the Hauser 
group engaged in a number of transactions which further demonstrate 
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his modus operandi of cUltivating persons who could assist him in 
gaining entree to Laborers Union employee trust funds. In the fall of 
1975, Hauser asked the younger Mr. Goia if he could recommend some
one with insurance expertise whom Hauser could hire. Arthur A. 
Coia recommended Vincent Vallero, who was hired by Hauser after 
a January 1976 meeting of Hauser, Vallero and Coia in Ooia's ofrice. 
In early 1976, Hauser stated he told Coia and his law partner, Albert 
Lepore, that he wanted to set up an insurance agency in Providence. 
Lepore served as counsel to the Rhode Island Laborers' Heavy Con
struction Fund which later awarded an insurance contract to Old 
Security. Northwest Insurance Agency, Inc., was formed by Lepore 
in March, 1976. '1'here is no evidence of direct stock ownership interest 
by Arthur A. Coia in Northeast, although there is evidence of his 
involvement in the business, including his receipt of a $50,000 check 
in July 1976 from a Hauser insurance company which was endorsed 
by Arthur A. Coia over to Lepore for Northeast-related expenses. A 
total of $110,000 was received from Hauser companies by Northeast 
Insurance Agency between A.pril and July of 1976. The records of 
Northeast Insurance contained no written agreement as to commis
sions or other payments nor any documentation which identified any 
of the payments to Northeast as commissions or fees on any specific 
insurance contracts. -

E. ARIZONA 

In soliciting labor union insurance business in Arizona, Hauser 
and his associates once again relied on contacts with persons of in
fluence-in this case, two men who served as trustees on two union 
health arid welfare funds. Carrying on these contacts was a close 
Hauser associate, George R. Herrera, who had performed a variety 
of tasks for Hauser over the years, including a stint as his bodyguard. 
Although not a licensed insurance agent, Herrera operated a Hauser
related insurance agency which received large commission advances 
that had no relation to any insurance business produced by Herrera 
or the agency. 

The two trustees who promoted Hauser's interests in Arizona 
were William Soltero of Phoenix and Fred Brown of Tuscon. Both 
had known Hauser -and Herrera for four years, and Soltero had 
had a variety of business relationships with Herrera. Soltero was 
business manager and secretary-treasurer of Local 383 of the Con
struction, Production, Maintenance and Laborers' Industrial Union 
as well as a trustee of the local's health and welfare fund. Both Sol
tero and Brown were trustees of the health and welfare trust fund 
of the much larger Local 395 of the Arizona Laborers, Teamsters and 
Cement Masons Union. The two men played prominent roles in award
ing the insurance contracts of the two funds to Old Security, which 
again was acting as a front for Hauser's insurance companies. 

Late in 1975, the trustees ~)f the Local 395 fund decided to rebid 
their insurance business after their carrier of long standing announced 
a premium increase. Their insurance consultant, the Martin Segal 
Company, sent invitations to 23 firms, which did not include Old Secu
rjty, Farmers National or Family Provider. The latter ,ms Farmers 
National's dormant Arizona subsidiary, which Hauser and his asso-

I 
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ciates planned to activate in order to win this new business and to 
retain the 2 percent of the premium that Old Security would otherwise 
receive under their fronting arrangements. 

After the bid deadline had passed and at Herrera's request, Soltero 
and Brown asked Segal to send bid specifications to five other com
panies, including Old Secu:rity and Farmers National. Both firms 
responded with bids. In adaition, Family Provider submitted an 
unsolicited bid. The Hauser group actually prepared all three of 
these bids. Of all bids received, Old Security was the lowest on pre
mium and Family Provider was lowest on retention. 

At a trustees meeting on December 23, 1975, two management trust
ees raised objections to the three late bids on grounds that they were 
untimely, that the companies' assets were insufficient to sustain the 
risks, and that the proposals would not cover pre-existing hospitaliza
tions. Soltero and Brown encouraged the gathering of more infor
mation that would clarify the companies' financial status and their 
bids. Nevertheless, the trustees, including Soltero and Brown, voted 
to award the contract to the Union Labor Life Insurance Company, 
which had the lowest bid received before the bid deadline. 

Learning of this decision, Hauser objected personally to Soltero 
and Brown, and on December 29, 1975, the two men notified the attor
ney for t1:J.e trustees that Old Security's assets were more than had 
been reported by the Segal Company and that Old Security's bid had 
been misinterpreted. Herrera also visited the attorney and placed a 

. call during that meeting to John Boden who was asked to clarify IOld 
Security's bid. Boden was not an official of Old SecUl'ity; rather, he 
was employed by Hauser's companies: As .a result of these efforts, 
the trustees decided to resolicit bids from those initially replying and 
from Old Security, thereby specifically excluding Farmers National 
and Fami:1y Provider from consideration. 

On February .2, 1976, the trustees awarded the insurance contract 
to Old Security, which was the lowest bidder. Ironically, this a,ward 
to Old Security actually resulted in what the trustees had attempted 
to avoid; that is, not to gi.ve their business to the two Hanser firms. 
Because of the fronting arrangement with Old Security, Hauser and 
his associates obtainecl the business anyway. 

Shortly thereafter, the Local 383 Health and Welfare Fund awarded 
its insurance program to Old Security after rejecting lower unsolicited 
bids from Farmers National and Family Provider. Again, through the 
fronting arrangement, Farmers National and Family Provider ob
tained the business despite the trustees' intent to do business with a 
more substantial carrier. 

F. TEA:r.rsTERS CENTRAL STATES FUND 

The I-lauser group's most ambitious project was the life insurance 
program of the huge Chicago-based Teamsters Fund. The Fund's 
life insurance policy is one of the largest single group term policy 
of its kind in the country, providing $2.6 billion in force insurance 
for 180,000 Teamster members, with annual premiums of more than 
$23 million. _ 

Despite competition from some of the giants of the insurance in
dustry, including the Prudential Life Insurance Company of Amer
ica, tho Plan's trustees awarded the contract on April 30, 1976~, to Old 
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Security, which wasaoting as a front for Hauser's dormant Family 
Provider Life Lusurance Company. 'Within two weeks, Hauser's as
sociates converted more than $1 million of Teamsters Fund premiums 
to their own use. Shortly thereafter, the Hauser operation collapsed, 
resulting in 'a loss of approximately $7 million to t.he Teamster Plan. 

As in two previous cases, Tolley International played an important 
role in the a ward, this time as insurance consultant to the Teamsters 
Fund. The Hauser group also obtained the assistance of persons who 
were in a position to influence the leadership of the Teamsters Union 
and the Fund. The most important of these persons was former 
Attorney General Richard Kleindienst,t8 who knew and had direct 
access to Frank Fitzsimmons, the General President of the Teamsters 
International Union and a Fund trustee. 

The Subo01n'1nittee finds that the a'ward of the $23 million Teamsters 
Fwnd insuranoe oontraot to Old SeoU1ity was the result of several 
oontributing faotors: . 

(a) the questionable and undisolosed 7'elatw118hip between Tolley 
International and the Hauser group / 

(b) a fa.ilu1'e on the Pa7't of Tolley International and Pumd t1'ustees 
and other Fund officials to assure that tlU3 oontract was awarded 
striotly on the basis of sealed, timel;y bids and in striot oonformity with 
tlU3 bid specifioations and p1'ocedu1'es,-

(c) a failw'e on the PaJ't of tlw FU1ul's t1'llstees to heed the reOO111r 
me·ndation by the Fund's Exeeutil'e Di1'ect01' that tlw oontraot be 
awarded to the Prudential Life I11,SU1'ance 001npany;, 

(d) Hauser's ag1'eement with Allen D01'fman to per1nit Dorfman'S 
Amalgamated I118U1'anOe Agency to p1'00ess claims under the Old Secu
rity contraot and the 1.oilligiU3ss of the Fund trustees to aooept Amal-
gamated as the olai'ms p1'00eSS01',- and . 

(e) efforts exerted by Kleindienst on behalf of the Hauser g:t'oup in 
return for a substantial fee. 
1. Oonduot of Tolley International 

The first knowledge that Hauser and his associates had concerning 
the details about the TMmsters Fund to solicit new bids on its insur
ance contract came from Len Teeuwsof Toney International during 
a meeting in Miami in December 1975. Tolley International had been 
serving as the Fund insurance consultant since about 1972. By the 
time of the December 1975 meeting, Tolley International already was 
involved with Hauser's group in promoting insurance contract!'! with 
the Laborers Union in Indiana and Massachusetts. Teeuws told 
Hauser's associv,tes that he would be preparing the bidding specifica
tions for the Teamsters Fund, and that if the Hauser group could sub
mit a competitive bid, it would have a good chance of winning the 
award. Hauser associate John Boden testified that Teeuws also told 
them that a retention 19 rate of 3 percent would be competitive.20 In 
his testimony before the Subcommittee, Teeuws could not recall the 

18 Kleindienst resigned as Attorney General on May 24. 1!}73. In May 1974, Kleindienst 
pleaded gu!lty to a charge that he violated 2 U.S.C. ~ 192 by having refused to testify fulIy 
and accurately to certain questions put to him in his Senate confirmation hearing about 
the J'1'T affair. ' 

ID The retention rnte is the portion of the premium which the insurance carrier keeps 
for state ani! federal taxes. contingencY reserves. acquisition costs, commissions (If any) 
and profit. The remainner of the premium helongs to the poI!cyholder which the carrier 
usps to pay benefits nnn to set np reserves for incurred, but unreported claims . 

.. Boden testifien before the Subcommittee unner a grant of immunity conferred by 
order of the U.S. District Court for the District of Columbia pursuant to 18 U.S.C. §§ 6002 
and 6005. 
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particulars of what was discussed at this Miami meeting, but that, in 
[lny event, it would not have been uncommon for him to have discusood 
competitive retention rates with prospective bidders. He also stated 
that he would not consider it improper if he had advised Hauser's 
associates or what retention would be competitive. 

The weight of the evidence supports Boden's testhnony that Teeuws 
told .Hauser's associates that the 3 percent retention rate would be 
competitive. Boden testified this information was very helpful to the 
Hauser group in formulating its bid which provided for a 3 percent 
retention. The commu<lication of this information in an informal man
ner, as opposed to the formal written invitation to bid, creates (1) a 
substantial risk that it will not be made equally available to all pro
spective bidders and (2) obvious opportunities for fraud and abuse. 
Teeuws' testimony displays a lack of sensitivity to this risk. Other 
than Teeuws' general and unsupported assertions that he discussed re
tention rate "at all times" with insurance companies, there is no evi
dence indicating that Tolley International made equal disclosure of the 
"competitive rate" to other bidding insurance companies. 

Tolley International prepared a list of bidders 'which included 
Hauser's fronting company, Old Security, among some of the larger 
and best lmown insurance carriers in the nation. 

The bid specifications provided that the successful bidder would be 
required to process the claims under the contract. This provision was 
included because the Fund's Executive Director, Daniel Shannon, 
wanted to remove the claims processing function from Amalgamated 
Insurance Agency, which was controlled by Allen)1. Dorfman. Shan
non cited a number of factors for his position, including difficulties the 
Fund had encountered obtaining information from Amalgamated; 
subservience of th~ Fund to Amalgamated, which he believed exercised 
too much control over the claims program; Amalgamated's unauthor
ized use of the list of Fund participants in soliciting purchases of 
add-on insurance; and Dorfman's 1972 conviction of an offense relating 
to a Teamsters Pension Fund transaction. 

The specifications did not ask bidders to disclose whether they 
intended to reinsure any portion of the business with another company. 

The ,bids were solicited on January 14, 1976, with bids to be post
marked not later than midnight February 13, 1976. The bids were not 
kept sealed or opened at a conventional "bid opening" after the bidding 
deadline. Instead they were copied on receipt at the· Fund's offices 
apparently without retaining or noting postmarkings, and then for
warded on to Tolley International for analysis. After the bidding 
deadline, Old Security submitted an amended proposal offering to 
reduce its bid by an unspecified amount if the claims processing. func
tion was handled by the Fund instead of by Old Security, as required 
in the bidding specifications. There is no evidence that any other bidder 
was informed of this amendment or afforded an opportunity to match 
this change in Old Security's bid. This amendment figured prominently 
in Tolley International's analysis of the bids and the ultimate award 
of tb> business to Old Security. . 

Tolley International's analysis of the bids, submitted to the trustees 
on March 1, 1976, made no clear recommendation as to which 'bidder 
should be awarded the Ciontract. However, it did identify alternatives 
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available to the trustees, depending on the length of time the Fund 
was to remain insured by the successful bidder. If the trustees intended 
to remain insured for less than a 3-year period, Tolley recommended 
that "consideration should be given to the low retention charges," 
pointing out that Old Security had the lowest net retention. Tolley 
further recommended that, if the trustees intended to remain insured 
for a period longer than 2 years, "consideration should be given to the 
Prudential * * * proposal which results in credits to the Fund from 
interest on reserves." Tolley pointed out Old Security's offer to nego
tiate an unspecified reduction in its bid if the Fund were to process 
its own claims, but it did not bring to the trustees attention that the 
specifications required bidders to handle processing or whether all 
bidders were given an opportunity to make the same offer that Old 
Security did. 

The recommendation contained in Tolley International's analysis of 
bids, stated that Prudential would not credit the Fund with interest 
on reserves until the third year. Old Security did not offer to credit 
the interest on reserves. However, testimony by Franklin Dan{l" an 
actuary from the United States General Accounting Office (GAO), 
pointed out that Prudential offered to credit interest in the first and 
second years as well and that this was evident in certain tables in
cluded in Tolley's own analysis. If taken into account, these interest 
credits would have reduced Prudential's retention by $17,830, making 
its net retention lower than that of Old Security in the first year as 
well as in subsequent years. The GAO actuary also pointed out that, in 
contrast to Tolley'S treatment of the Prudential's offer to credit in
terest, its analysis of the late Travelers bid (which was rejected 
because it was late) took into account interest credits that the insurer 
offered to pay. 

Teeuws did not provide a satisfactory explanation as to why he only 
pointed out to the trustees the interest credit benefits offered by Pru
dential in the third and remaining years when it was clear from the 
data included in his analysis that such credits were also offered in the 
first and second years and, if taken into account would have made 
the net retention cost to the Fund of the Prudential bid lower than Old 
Security's bid. 

In accepting and giving emphasis in its analysis to Old Security's 
variance from the bidding specification, Tolley International paved 
the way for another late amendment to its bid-2 days before the 
award. This amendment specified the amount by which Old Security 
would reduce its bid if relieved of claims processing, thereby per
mitting the continued performance of such services by Allen Dorf
man's Amalgamated Insurance Agency. 

The analysis of bids by Tolley International contained no dis
closure of an~ reinsurance arrangements on the part of any of the 
bidders. Based on its previous dealings with Old Security and the 
Hauser group in Indiana and Massachusetts, Tolley International at 
least should have known that Old Security was merely fronting for 
Family Provider Life Insurance Company, a reinsurance carrier not 
qualified to bid directly or to reinsure the bulk of the risk on the 
Teamsters Fund contract. 
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Tolley Internatiopallruter provided. the Fund financial information 
concerning Old Security which showed the consolidated assets of 
"Old Security Holding Company" as exceeding $450 million. The 
assets of Old Security itself, however, were a l1ttle more than the 
$23 million annual premium provided in the Teamsters Fund con
tract.21 Tolley'S own bid analysis report contained letters from some 
insurance companies, with assets exceeding Old Security by many 
hundreds of millions of dollars, in which they notified the Fund that 
they would not bid on the contract because it would expose them to too 
great a risk. 

While Tolley Int.ernational provided this misleading financial in
formation and vouched for Old Security rut the April 30, 1976 trustees 
meeting, its analysis did not address the relative financial strength, 
reputation and ability to perform of the bidding cor--panies. In this 
regard, Len Teeuws of Tolley International was aware that Old Secu
rity was primarily involved in the writing of credit life insurance, 
but did not bring this fact to the attention of the trustees. 

As previously noted, Tolley International had an undel""tanding 
that the Hauser group would assist Tolley in replacing the Segal 
Company as consultant to the labor union funds with which Hauser 
had influential contacts. Tolley International did not bring this im
portant information bearing on its independence to the attention of 
the Fund's trustees. Tolley International's relationship with the 
Hauser group constituted a conflict of interest which should have been 
disclosed to the Fund. 

In a letter to the trustees dated April 5, 1976, Fund Executive 
Director Daniel Shalmon recommended that the contraot be awarded 
to Prudential because "it appears ;to combine a low retention with a 
superior reputation and the financial stability to handle our account." 22 

The meeting agenda att.ached to the letter said Tolley International 
recommended the Prudential bid as "the most attractive bid." A later 
meeting agenda dated April 23 reported the same Tolley recommenda
tions. Teeuws testified that he had not made this recommendation. 
However, Richard Heeren, Shannon's assistant, testified tJlat Teeuws 
had made such a recommendation. 
13. Kleindienst's oontaots with Frwnk Fitzsimmons 

Word of Shannon's preference, which appears to have been con
veyed to the Hauser group by Teeuws of Tolley International, led to 
an effort by Hauser to bring outside influence to bear on Frank E. Fitz
simmons, a Fund trustee and general president of the Teamsters In
ternational Union, in order to obtain his support for the Old Security 
bid.23 Iill carrying out this effort, I-Iauser first. contacted two Washing
ton, D.C. public relations executives, I. Irving Davidson and Thomas 

21 .As noted above (PP. 10, 11)! similar misleading consolldated finnneialinformation was 
)lrovlded as a written bid ana ysls submitted by Tolley International to the Indiana 
Laborers Fund. 

2!l Prudential had assets at the tlmc of about $40 billion, which was more than 1,500 
tlmes A'rellter tlmn Old Security's assets. 

2.1 Hauscr nttempted to Influencc Fitzsimmons much earlier through Terrance O'Sullivan 
"' former Laborers Union official, who was acquainted with Fltzslmmons. Fitzsimmons 
testificd thllt, in early 1076, or possibly late 1075 O'Sullivan contacted him and told him 
that he had an Insurance prOA'ram hc wanted Fitzsimmons to look at. Fitzsimmons said 
hc referred O'Sulllvnn to the Fund's office in Chicago, did not contact the Fund on his 
behnlf and did not even know the company he was representing. 
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D. Webb, Jr., the latter of whom was a friend of Fitzsimmons. Hauser 
offered to pay them a fee for their help if Old Security won the award. 
In turn, 1Vebb suggested that a bett~r approach to Fitzsimmons would 
be through Riehard G. Kleindienst, the former Attorney GBneral of 
the United States, who was closer to Fitzsimmons and who would have 
more "elout" with the Tea.msters president.24 Accordingly, Webb con
taeted Kleindienst and offered to split a $250,000 fee 25 with him if he 
could be helpful in obtaining Fitzsimmons' support of Old Security. 

Kleindienst testified that he had at least two series of contacts with 
Fitzsimmons in April 1976 prior to the award. The first series involved 
two telephone conversations, one initiated by Kleindienst on about 
April 5 and the other by Fitzsimmons on or about April 6. A similar 
series occurred in the latter part of the month, one initiated by Klein
dienst on April 23 and one by Fitzsimmons on April 26.26 

Kleindienst recalls the April 5 call to Fitzsimmons as his first con
tact resulting from his conversation with Thomas "Webb. Kleindielll:lt 
said that he told Fitzsimmons he represented Old Security and un
derstood it was the low bidder and was deemed qualified to do this 
I.msiness by the Fund's insurance consultant.. He asked that Fitzsim
mons check it out and said he would appreciate any help Fitzsimmons 
could give with this matter. He lclaid Ifitzsimmons called him back the 
next day (April 6) and said that he looked into the Old Security mat
ter, it is a company that is apparently qualified to write the business 
and that it had a "good chance" of getting the business ,and that he 
would keep in touch about it. 

Kleindienst's contacts with Fitzsimmons on the latter part of the 
month were prompted by a call he received from ·Webb advising that 
things were "off the track" insofar as Old Security getting the bid was 
concerned. Kleindienst said he called Fitzsimmons to ask him to look 
into the matter and let him know if there was a problem. Kleindienst 
recalls receiving a call back from Fitzsimmons in which Fitzsimmons 
said that everything was going to l;>e all right, but that it will take 
3 or 4 days. Telephone call records of Kleindienst's law firm indicate 
that on April 22 and April 23, Kleindienst received calls from Webb; 
that on April 23, Kleindienst called Fitzsimmons; and that on April 26, 
Kleindienst received a call from Fitzsimmons. 

Fitzsimmons testified that he had no recollection of having any 
contacts with Kleindienst in April 1976., prior to the award. He did 
recall that he called Kleindienst after the trustees' decision to award 
the contract to Old Security to tell him of the award. FitzsimmoDs also 
recalled receiving a telephone call from Kleindienst, which he placed 
in February 1976. He said Kleindienst told him that he represented 
Old Security which was bidding on the Teamsters Fund insurance 
l}usiness and asked if he (Fitzsimmons) would be of any help. Fitz
simmons said that, if Old Security was sound and viable and its bid was 

'" Prior to seeking Kleindienst's assistance, Webb had contacted Fitzsimmons. Webb 
could not recall the date of the call. Fitzsimmons suid he did not recall having received 
such a call. The weight of the evidence indicates that such a call tool, place (see pp. 131, 
132 of this report). 

25 Webb and Davidson testified that the amount of the fee was not established at that 
time hut that KIeinclienst would work out the amount of the fee. 

20 Kleindienst indicated that there may have been a third series in the latter· part of 
the month. There are also some indications that some contacts between Kleindienst and 
Fitzsimmons may have taken place before April 5. 

-==----- ...... _._-_ .. 
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competitive, its bid would be given as much consideration by the trus
tees as any other bid. In contrast to his prior routine referral of Ter
rance O;l:jullivan~s inquiry to the Fund. offices, Jfitzsimmons said he 
checkLd with :B;xecutIve .iJlrecLor I::ihannon to see if Old ;:;ecurity was on 
the bid list and then called Kleindienst back. Fitzsimmons denied he 
provided Kleindienst any assIstance or that he ever told Kleindienst 
that Old Security was the low bidder or otherwise gave him assurances 
that Old ~ecurity's chances of receiving the award were good. 

The persuasive weIght of the eVIdence is that there were at least two 
series of contacts between Kleindienst and Fitzsimmons in April 1976. 
In this regard, Fitzsimmons in his testimony pointed out that, in 
April and in the three to four preceding months, he was preoccupied 
with intensive labor negotiations and, thus, could not recall precise 
dates of meetings and phone calls and other details of events leading 
to the award of the insurance contract to Old Security. Whatever 
Fitzsimmons communicated to Kleindienst in those April conversa
tions, it is clear that Kleindienst; found basis for optimIsm. As Kiein
dienst testified: 

He always ga,ve an indication to me there didn't appear to 
be any problems so far as the Old Security bid was concerned. 

• • • • • 
* * • I was optimistic. I relayed that optimism to my wife, 

to my secretaxy, to my law partners, and also the fee that I 
thought we could anticipate as a result of our optimism (p. 
1039).21 

·It is doubtful that, given his fmancial stake in a favorable outcome 
and his experience and sophistication, that Kleindienst could have 
taken any comfort (much less become optimistic) if Fitzsimmons 
merely told him that the Old Security bid would receive as much 
consideration as any other bid. 

On April 12, 1976, after his contacts with Kleindienst on April 5 
and 6, and following Executive Director Shannon's letter of April 5 
to the trustees recommending that the Prudential bi~l be accepted and 
noting that this was also Tolley International's advice, Fitzsimmons 
and then co-trustee William Presser 28 met with Shannon in Miami. 
At this meeting, the bid from the existing insurer Republic Life was 
discussed and ruled out. It also appears that, at this meeting, Fitz
simmons indicated to Shannon that, since- Old Security's bid appeared 
to be the low bid on a short-term basis, one of the options for the Fund 
was to place the contract with Old Security for 1 year subject to pos
sible later renegotiation of the contract along the lines proposed by 
Prudential with respect to crediting· the Fund with interest on 
reserves. 
, The evidence in the record indicates that Fitzsimmon's interest in 

pursuing the purportedly lower Old Security bid for the shor·t-term 
occurred after Kleindienst's contacts and was apparently triggered by 
those contacts. As later events show, the Prudential recommendation 
did not advance any fuvther after April 12. Under the circumstances, 

01 Unl'ess otherwise noted, page references are to the. Subcommittee's printed hearings. 
28 Presser resigned as a trustee in October 1976. . 

._--------.. -_._---_._--
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Kleindienst's contacts with Fitzsimmons must be viewed as a signifi
cant contl'ibutlllg factor to the process leading to the award to Old 
Security. 

Shannon sent the April 5 recommendation in order to secure the 
approval of the trustees (which would be ratrned at a later formal 
meeting) so his staff could start the necessary transition process, since 
the Republic Life contract was scheduled to expire after April 3~. 
'fwo employer trustees, Jack Bheetz and John SplCkerman, COll1ll1Unl
cated their approval of the Prudential bid to Sharmon. However, 
action could not be taken unless two employee (i.e., union) trustees 
also approved. After the meeting with Fltzsllnll10nS in Miami, Shan
non told Len Teeuws of Tolley that the employee trustees were giving 
serious consideration to Old Security .. On April 23, Shannon, still 
hoping that his recommendation to accept the l'rudential bid would be 
adopted, sent out another meeting agenda letter to the trustees c~m
taining his recommendation and reporting the same recommendatlOn 
by Tolley International. However, the failure of the ,other trustees to 
respond favorably to this recommendation, and the conversation Shan
non had with Fitzsimmons in Miami, suggested to Shannon and 
Heeren that the Prudential recommendatiqn was not making any 
headway and, by inference, the chances for Old Security were improv
ing. Teeuws of Tolley International was aware of these'developments. 

Three ,days beforCl the contract was aw·arded to Old Security, Klein
dienst had a telephone conversation with Allen Dorfman of the Amal
gamated Insurance Agency. Under Amalgamated's contract with the 
Fund, which ran to FebrQf1ry 28,1979, Amalgamated was receiving a 
fixed monthly payment of more than $4:80,000 to process their existing 
life and health insurance policies with Republic Life ·and 'any claims 
services requested by the Fund. As noted above, the specifications pre
pared by Tolley International required the bidding insurer which 
received the award to perform processing functions, which would have 
resulted in a substantial reduction in the use of Amalgamated's serv
ices. 

Kleindienst testified that Dorfman told him that his ·agency had 
been processing claims for previous carriers under the Teamsters Fund 
insurance policy and that his company was already set up to do the 
work more efficiently and cheaper than anybody else including Old 
Security. Kleindienst said he told Dorfman that the matter would 
have to be settled between Dorfman and Old Security. Over the objec
tions of Irving Davidson who advised Hauser not to speak to Dorf
man/9 Kleindienst urged flauser to call Dorfman and meet with him 
the next day. Hauser followed his advice. 

Boden testified that Kleindienst had 'a telephone conversation with 
Dorfman in his presence and that following the call, Kleindienst told 
him that Dorfman would process the claims for $96,000 30 and that 
he (Kleindienst) could now tell him that Old Security would get the 
business. Boden nlso said that Kleindienst told him that Dorfman 
wanted an agreement whereby it could sell 'add-on insurance policies 
to Teamsters FWld participants on an individual basis. Kleindienst 

.. Kleindienst denies there was any disagreement. 
"" The $96,000 figure roughly corresponds to the amount by which Old Security later 

reduced its retention, which is discussed below. 
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denied making any statement that Old Security would get the business 
and had no recollection of having discussed specific sums of money or 
any agreement ,eoncerningadd-ol1 insurance. 

Kleindienst said his ad vice that Hauser contact Dorfman was -based .' 
upon Dorfman's statement that Amalgamated was already set up to 
process the )fund's claims more efficiently 'alld his (Kleindienst's) 
understanding thu,t Dorfman and Fitzsimmons were very friendly and 
that Rauser's meeting with Dorfman would not hurt. Kleindienst had 
no recollection that Fitzsimmons suggested contacting Dorfman. Fitz
simmons denied he told Kleindienst to contact Dorfman concerning 
the award 01' that he discussed the award with Dorfman. 

On April 28, Hauser traveled to Chicago. Boden testified that 
Hauser called him from Ohicago that day to tell him that Old Security 
would get the business, but that Brian I~avanaghand Roger Oarney 
would have to meet with Amalgamated. The evidenee shows that 
Kavanagh and Carney met with Sol Schwartz of Amalgamated on 
April 29. Richard Halford of Old Security tL'Otified that in late April 
he received a phone call, probably from Carney, requesting that Amal~ 
gamared serve as claims prqces,sor and Old Security agree to a reduc
tion of the retention from 3 percent to 2.6 percent, with the Fund pay-
ing. Amalgamated directly for its services. Halford agreed. : , 

On April 29, over Halford's signature, OldSecurity sent the Fund 
trustees a telegram formally making a late amendment to its prior 
late offer to red\\Ge its bid, specifying the amount by which it would 
lower its retention if it were relieved of claims processing (Le., from 
3 percent to 2.6 percent). The circumstantial evidence suggests that 
the reduction in retention was negotiated byH!)'user's associates with 
Amalgamated 31 which had neither actual nor apparent authority to 
act on behalf of the Fund. Tolley International's bid analysis noted 
that Old Security "would negotiate a reduction in the retention" if 
relieved of the claims processing function (p. 738). There is no 
evidence of any negotiations between the Fund and Old Security 
on this matter.'Fund Executive Director Shannon and his assistant 
Heeren did not know of the pre-April 30 contracts between Amal
gamated and Old Security representatives until after the award and 
then objected to them as violations of Fund policy. \ 
3. The Award to Old Security ! 

On the next day, April 30, 1976, the Fund's trustees voted to award 1 
the insurance contract to Old Security. The agreement between :Ii . 

Hauser and Dorfman apparently pavecl the way for the award to I 
Old Security. The minutes of the mooting show that Tolley Inter- r rl, 

national recommended to the trustees that Old Security be selected 
on a short-term basis and that the Fund could reevaluate its expe-
rience with Old Security after one year and make a decision how to 
proceed in the future. This was essentially the same suggestion Fitz-
simmons made in his Apri112 meeting with Shannon and Presser. 

Hauser associate, John Boden testified that Len Teeuws of Tolley 
International told him that Tolley could not make a clea:r recommen-

'" The Subcommittee's records as to the details of the negotiations is incomplete since 
nt the Suhcommittee's hearlu/l's Dorfman refused to answer questions about his conduct 
In the Old Security matter, citill/l' his COllstltutlonnl right under the Fifth Amendment 
not to incriminate himself. Dllrfmflll's testimony Is. discussed further below . 

.. _ .. _-.. _--_._-------_.,-._--.. _---_._- -----------.. -~-



25 

dation in favor of Old Security because he did not want to oppose 
what he then perceived as his client's preference (Le., Shannon's) 
for Prudential. Between April 5 and the trustees meeting of April 30, 
t.he situation was turned around and 'l'oouws became Mrare the 
Prudential recommendation had not advanced alltl that the Old Secu
rity proposal was receiving the serious consideration by the employee 
trustees, including Fitzsimmons. 

There was no discussion at the April 30 trustee meeting concerning 
the discrepancy between Tolley International's recommendation at 
the meeting and the April 5 and 23 agendas reportlllg a recommenda
tion of the Prudential bid by Tolley International. Nor did the trust
ees inquire as to whether all bidders were given an 0ppoltunity to 
reduce their retention if relieved of the clainls processing function. 
There is no indication that any inquiry was made as to the nature 
of any negotiations upon ·which Old Security's reducedl'otention was 
based. Also, Shannon remained silent at the trustees meeting and did 
not advance his own recommendation (which he had communicated 
to the trustees in two previous meeting agendas) or challenge Tolley 
International"s apparent change in position.32 

4. Payment of the [{Zeinclien.st Pee 
Following the award of the contract to Old Security, Hauser paid 

Kleindienst's law firm $250,000 for services rendered prior to April 30, 
1976---the date of the a ward. His firm paid half of the fee to vVebb and 
Davidson. Kleindienst acknowledged that he did not provide any 
legal services for this fee.83 Neither \Yebb, a non-practicing attol'ney, 
nor Davidson a non-attorney, furnished any legal services. That this 
extraordinary payment was made solely to buy Kleindienst~s access 
and influence with Fitzsimmons is clear. That Kleindienst-trading 
on his prominence as a former Attorney General of the United States 
and his personal relationship with FitzsiImnons-was willing to sell 
his influence also is clear. . 

Although Old Security represented, in response to the specifications 
issued by the Fund, that no commission or Hnder's fee would be paid 
in connection with the underwriting of the policy offered to the Fund, 
Old Security's reinsurance partner, Family Provider, paid such a 
commission 01' fee to IGeindienst, ,"ebb and Davidson. The basic 
purpose of the specifications was to enable the trustees to ascertain 
any sales related expenses Hnd prevent the Fund from incurring 
them.54 The Fund has its own consultant and staff to evaluate insur
ance proposals, and, thus, would not benefit from any sales effort (as 
might be true in the case of sales of individual policies). Because of 
the substantial profitability to an insurance company cif l)lacing busi
ness with employee benefit phms, such plans have sufficient bargaining 

33 In explanation of his sllence, Shannon tl'stliled that 11e thought he might hllve bl!en 
out of order to speak out since the Fund hnd hlred Tolley to give Its Il!lvlcc. He Illso note!l 
thnt he hll!l previously mllde his position cle~'r nn!l thought he woul!l be beating n !len!l 
horse. However, Shnnnon !lid ncknowle!lge thnt, on the basis of Ilindslght, he·should hnve 
spoken up. 

33 In his testimony, Klelncl1enst stnte!l thnt " ... up to the nwnrd of this bl!l, I would 
sny thnt I !litl not provide nny legnl servIces, I think in nil fnlrness you would hnve to sny 
thnt" (p. 1.048). 

"' In this connection, speclficntions l)repnre!l by the Segnl Compnny on behnlf of the 
Arlzonn Fun!ls, nlso cnlled for dlscloFure of commissions and whetller they were Included 
in the retention. (Appen!llx A-Sl) Commissions also appellr to have been Il mlltter eon
sldered by the trustees of the Indlanll Ilnd l\!nssnchusetts Fun!ls (pp. 108, 415, 506, u08). 
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leverage to cause insurance companies to waive such fees and reduce 
costs that otherwise would be passed on to the Fund. This is evidenced 
by the fact that only one bidder indicated that it would pay a com
mission ($1,250 which would be paid in the first year or over a ten 
year period). The Fund's effort to avoid incurring costs reflecting 
payments of commissions and finders' fees was a proper implementa
tion of the prudent man stan.dard for fiduciaries under ERISA. 

Had Hauser disclosed the nature and purpose of the fee arrange
ment with Kleindienst, et al., it would have alerted the trustees to 
Hauser's relationship to Old Security and that unnecessary expenses 
were being incurred. Also, the unusual size of the fee ($250,000) rela
tive to the Old Security's annual profit ($24,150) 35 would have tipped 
the trustees off to the fact that Hauser was not cngaged in a bona fide 
insurance business. Of course, as the record shows, Hauser caused the 
fee to be paid out of the first Teamster Fund premium payments, 
which constituted a misappropriation of the reserves Family Provider 
was required to maintain under the insurance policy. 

Fees of the nature paid to Kleindienst, ""Yebb and Davidson, also 
raise questions under State insurance laws. The Director of Insurance 
of Arizona, in the capacity of receiver for Family Provider Insur
ance Oompany, filed a civil action against Webb, Davidson and Klein
dienst, and Kleindienst's former partners in the Ia w firm of Morgan, 
Welch and McNelis; seeking recovery of the $250,000 fee (Trimble v. 
Kleindiewt, et at., Oivil Action No. 77-2152, U.S. District Oourt for 
the District of Oolumbia.) The complaint alleges that the services 
rendered by Kliendienst and his law' partners, 'Webb and Davidson, 
conferred no benefit upon Family Provider or Old Security, and that 
receipt of such fee constitutes, among other things, unjust enrichment. 
As part of a settlement in January 1979, Morgan, Welch and McNelis 
returned $66,000 to the receiver. As part of another settlement in June 
1979, Kleindienst, Webb and Davidson each agreed to return $50,000. 
Also in June, a default judgment was rendered against Hauser in the 
amount of $1.4 minion. (Appendix F.) 
5.lnfouenae of Allen lJorfman 

The history of Dorfman's dealings with the Teamsters and their 
employee ,benefit plans has been marked by controversy. Despite a 
criminal conviction and his unauthorized involvement in the Old 
Security award, Dorfman has maintained a highly profitable business 
relationship with the Teamsters Health and Wel£are Fund. 

On .F(1bl'ultl'Y 29, 1972, Dorfman was convicted of accepting 
n, $55,000 kickback which he l'eceived while a consultant of the Team
sters Pension Fund in connection with a loan by the Pension Fund,86 
or which Frank I!'itzslmmons was a trustee. Fitzsimmons felt tha.t 
Dorfman, his friend for over 20 yoars, was not guilty. He called it a 
"tJ,'umped up charge." However, Fitzsimmons said that, since the court 
convicted him, there was "no other way to do it but to remOVe him as 
consultant as far as the Pension Fund ,was concerned." 

llG Old Security's bid stated that out of the $724,500 /lnnual retention, $78,488 was for 
Insurance company administration charges, ~021,802 for premium taxes, and $24.150 for 
profits (P. 711). 

no Dorfman's conviction was affirmed, United States Y. DorJmal~, 470 F, 2d 240 (2d Clr 
1972).1 acrt. dismisBcd, 411 U.S. 923 (1973). Dorfman was released from prison on Decem: 
ber 1"1, 1973, after serving about eight and one·half months of a onc·year sentence. 
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Fitzsimmons was also a trustoo 'of the Teamsters Health and Wel
fare ]fund.37 But no effort was made by Fitzsimmons or the Fund to 
remove Dorfman's Amalgamated Insurance Agency as insurance 
claims processing agent for that Fund. When asked to justify the in
consistency in positions with respect to Dorfman, Fitzsimmons said 
"it is like a horse that will bite one person but won't bite another one." 
(Pp. 1140-1141,1145-1141.) 

lfitzsimmons' explanation demonstrates a marked insensitivity to 
his obligation to protect the Health and Welfare Fund from the risk 
of abuse attendant to retention of the services of a person who violated 
a position of trust and confidence with the sister Pension Fund. 

The influence of Dorfman over the Teamsters Central States Health 
and 'Welfare Fund at the time of the insurance award to Old Security 
appears to have been as pervasive as it was 20 years ago when his activi
tils were first exposed by the Senate Select Comnllttee on Improper 
Activities in the Labor or Management Field. This is evidenced, in 
part, by the fact that KleindIenst, in his efforts to bring about the 
award to Old Security, advised the Hauser group to 1'each an 
understanding with Amalgamated with respect to servicing claims 
for Old Secur~ty. As previously noted, the continuation of the 
services of Amalgamated was contrary to the advice of the Fund's 
Executive Director, Daniel Shannon. Hence, the bid specifications re
quired the new contractor to process all claims rather than have them 
handled by Amalgamated. Thus, agreement by Hauser to continue the 
Dorfman agency appears to hwe been a condition to Old Security 
receiving the award. In this connection, by letter agreement dated 
April 30, 1916, beLween Central States Fund and Amalgamated, 
signed on behalf of the Fund by trustB-P.S Jack A. Sheetz and William 
Presser 38 the Fund designated Amalgamated as claims paying agency 
of the Fund for the 10 year period from June 1, 1976 through May 31, 
1986. Despite the fact that the letter agl'eement ii'tates that it is based 
upon a resolution of the trustees, there is no evidence of any such prior 
action by the trustees. Although it was purportedly signed April 30, 
1976, Sheetz said in an affidavit that he did not see the letter contract 
or sign it until June 7, 1976 when Presser handed it to him.3D The 
minutes of a meeting of the trustees on June 8, 1976, stated that "The 
Trustees' attention was brought to the fact that consideratiqns should 
be given to the extension of the Amalgamated Insurance Agency con
tract." 

As a result of such consideration, the trustees instructed counsel 
to draft an amendment to the current Amalgamated Agreement (dated 
January 31, 1976), stipUlating an extension of 7 years (or ten in total) 
with the price to be negotiated yearly during each of the '7 last 

:rt Fitzsimmons resigned as a trustee on the' Teamsters Health and Welfare Fund In 
AprlI1977. 

38 In 1971, Presser pleaded gullty to eight counts of nn indictment chnrging 111m with 
vlolutions of 29 U.S.C. § 186 (b) (Unlnwful Receipt of Pnyments by Lnbor Organization 
Officlnl). In 1960, Presser wus convicted of obstructing an investigation of the ;:lenute 
Select Committee on Improper Practices In the Lnbor or Mnnngement Field by mutilnting 
and concenllng subpoenned records. He wus also convicted In the snme yenr of contempt of 
Congress for refusing to nnswer questions posed by that Committee . 

•• Presser wus present at Fitzsimmons meeting with Shunnon on April 12, 1976 in Minmi 
in which Fitzsimmons indicnted Interest in the Old Security bid. Presser declined to be 
Interviewed during the Subcommittee stnlr·s inYestigation and was not culled to testify at 
the Subcommittee's public hearings. 
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years. This action was taken without consideration of alternatives such 
as the solicitation of competitive bids or the performance of the claims 
processing function internally by the Fund.40 After adverse publicity 
concerning the extension of the Amalgamated contract, and receiving 
advice from counsel that the April 30 contract was lmenforceable be
cause the price was not specified, the trustees voted unanimously on 
August 2,1976, to rescind the June 8 extension. On September 7,1976, 
the Fund received a legal opinion that its August 2 rescission was 
proper, since the actions of Sheetz and Presser and the June 8 action of 
the full board of trustees constituted breaches of fiduciary duty under 
ERISA. The opinion further noted that rule of prudence under 
ERISA dictated that an intensive search be instituted of service or
ganizations-and possibly competitive bids be obtained-before such 
a contract is let by the Fund. 

On July 19, 1977, the Funds new board of trustees, which was ap
pointed after a Federal joint task force investigation forced the resig
nation of the former trustees (including Fitzsimmons, Presser, and 
Spickerman), voted an additional 10-year extension of the Fund's 
agreement with Amalgamated, despite Shannon's recommendation to 
the contrary. The Fund's attorney stated that this action constituted 
only an agreement in principle to extend Amalgamated, pending reso
lution of certain matters in controversy. 

Dorfman appeared at the Subcommittee's hearings in response to a 
subpena. However, citing his Fifth Amendment privilege against 
self-incrimination, he declined to answer any questions about his in
volvement in the Old Security award, including whether an agree
ment was reached on the occasion of his conversation with I(leindlenst 
whereby Amalgamated would process claims for $96,000 ; and whether 
it was a condition of the Teamsters Fund award that Old Security 
allow Amalgamated to process claims and sell add -on insurance to 
Teamsters Fund participants. Dorfman also declined to l'espond to a 
question asking him to justify the $22 million Amalgamated had re
ceived since 1970 for processing claims. 

The Subcommittee's November 1977 public hearings established tha'L 
Dorfman violated fund policy by his contacts with the Hauser group 
prior to the April 30 award; that Shannon consistently opposed con
tin.uation of the Fund's relationship with Dorfman's Amalgamated; 
and that Dorfman refused· to account for his role in the Old Security 
award or as the Fund's claims processor. Neverthe.less~ on January 31, 
1979, the Fund's board of trustees executed a 3-year contract with 
A.malgamated. The award was made following the receipt of three bids 
after soliciting bids from Amalgamated and six insurance comp3JIl.ies. 
The Fund found Amalgamated was the low bidder. The award is the 
subject of pending civil action instituted by the Department of Labor 
against the Fund trustees which attacks, among other things, the cbm
petitive bid procedures followed by the Fund. The Department was un
successful in obtaini.ng a preliminaryinjuction to prevent execution of 
the contract. (See pp. 152-153 of this report for further discussion of 
the litigation.) . I ' 

,. Shannon and Heeren testlflcd that they estimated that the Fund would be able to 
proceRs claims by 5:2 to $a million ller year less than the $6 million char.l?ed by Amal/la
mated. Shannon said the Fund coulll have nndertaT{en the Ilerformance of that function by 
the time the Amagamated contract terminated in February 1979. 
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Whatever the legal m'erits of the Department of Labor's pending 
civil case, Dorfman's 1972 conviction and the record of the Subcom
mittee's hearings demonstrate that; to paraphrase former trustee Frank 
Fitzsimmons, there is a palpable risk that the hOl;se that has bitten 
once, will bite again. In the vie'W of the Subcommittee, the decision of 
the Fund'stru8tees to conti'l1lUe to do business 'With Dorfman con8ti
tuted a highly questionable business judgment. 
6. Misappropriation of $1.5 million Teamsters Fund Insurance 

Premiums 
A few days after the award, the Teamsters Fund paid Old Security 

the required deposit and premium payment which amounted to over 
$3.4 million. The day after the deposit of these payments in an account 
established for Old Security and Family Provider at the Continental 
Illinois Bank of Chicago, $1.5 million was transferred by wire to a 
Family Provider account in Phoenix, Arizona. Family Provider then 
transferred the money to accOlmts controlled by the Hauser group, 
including Great Pacific Corporation, Family Provider's parent com
pany. The $1.5 million transfer constituted an unauthorized, improper 
appropriation of Teamsters insurance premiums. 

Of this $1.5 million, $200,000 was used to cover a $250,000 check from 
Great Pacific (Family Provider's parent) to Kleindienst's law firm 
for his pre-April 30 services in connection with the Teamsters Fund 
award to Old Security. His law firm also represented Great Pacific in 
connection with its unsuccessful efforts to acquire a Great American 
Life Insurance Company of New Jersey and a successful attempt to 
acquire National American Life Insurance Company (NAJ~ICO) of 
Louisiana. 

Also, $1.1 miNion of Teamsters premiums was naid by Great Pacific 
to American Financial Corporation, owner of Great American, in 
connection with an agreement to acquire Great American. This was 
part of a down payment and held in escrow at the Provident Bank 
in Cincinnati, Ohio, a subsidiary of American Financial. 

During the attempt to acquire the New Jersey comnany, the Ari
zona Insurance Department learned about the $1.5 million transfer 
since it was to be part of the down payment for the purchase price. 
The $1.5 million constituted an illegal dividend under Arizona law 
and the Arizona Director of Insurance ordered Great Pacific to re
turn it to Family Provider. To demonstrate compliance with the 
order, Kleindienst, acting as counsel to Hauser's Great Pacific Cor
poration, asked Provident Bank and Diplomat Bank to . confirm ir, 
writing that $1.8 million was deposited to the account of Family 
Provider, which t11ev did. Boden testified that Kleindienst requested 
that the banks confirm that the deposits were unencumbered. The 
Diplomat Bank confirmed that the $700,000 deposit was unencum
bered. However, the Provident Bank did not state whether or not 
the $1.1 million deposit was encumbered. In fact, these funds at 
Provident National Bank were encumbered under the aforementioned 
escrow arrangement. Kleindienst testified that he had no knowledge 
of this encumbrance until Boden testified about it in the 8".lbcom
mittee's hearings. 

At a May 24, 1976 public hearing held by the Arizona Director of 
Insurance',Boden falsely represented that the ftmds at the Provident 
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Bank were not encumbered. At the same hearing, Kleindienst made 
a commitment that Family Provider would not make any dividend 
without the prior consent of .the Director of Insurance. In reliance 
upon Boden's representation and ·IGeindienst's commitment, the Di
rector of Insurance took no adverse action and vacated the proceeding. 

In violation of the commitment, Hauser diverted funds from the 
Diploma;t Bank account to Great Pacific for· his own personal ex
penses. On June 9, 1976, after the New Jersey Department of Insur
ance denied the Hauser group application to acqnire the New Jersey 
compap.y, Hauser caused the $1.1 ~illion in the Provident Bank ac
COlmt to be transferred to Great Pacific. 

The Hauser group sought to acquire NALleO because Louisiana's 
insurance laws did not require the State regulatory body to approve 
the purchase. Hauser formed a new company, National Pacific Cor
poration, to carry out the purchase. On June 14, 1976, the settlement 
of the NALICc5 purchase took place, at which the Hauser group 
made a $2 million down payment. Of that amount, $1.8 million came 
in the form of a check from National Pacific and the source of the 
money was the funds that had been improperly diverted from Family 
Provider's accounts to Great Pacific. 

Hauser associate John Boden testified that Kleindienst knew that 
the $1.8 million came out of the Family Provider account. Kleindienst 
denied he had any such knowledge.' 

In Trimble v. Kleindie'Mt, et al., the Arizona Director of Insurance 
alleged, among other things, that Hauser and the other defendants, 
including Kleindienst, ,V' ebb, and Davidson, conspired to defraud 
Family Provider of the Teamster Fund insurance premiums. An issue 
arose during discovery in that case as to whether Kleindienst obtained 
Imowledge of the encumbrance on Family Provider funds from James 
Evans (an attorney and agent of American Financial Corporation, 
parent of Provident BalIk) prior to the aforementioned hearing be
fore the Arizona Director of Insurance. In his deposition, Evans could 
not recall having told IGeindienst that those funds were encumbered. 
The notes of former Subcommittee investigator W. Donald Gray indi': 
cate that Evans told him in an interview that he (Evans) had in
formed Kleindienst of t.he encumbrance prior to the hearing by the 
Director of Insurance. These notes were brought to the attention of the 
Dist.rict Court after Trimble obtained access to them pursuant to a 
Rule XXX resolution-So Res. 138. Before Evans could be deposed 
further and the issue resolved, the case was settled (Appendix F).41 

Old Security was aware of the $1.5 million diversion of the Team
sters Fund premiums frOID the Continental illinois account from the 
day it occurred (May 11, 1976). Old Security agreed to receive as a 
replacement copies of mortgages with a face value of $2.2 million with
out obtaining title insurance or a title search. In fact, these instru
ments were the worthless Golden Horn mortgages (see pp. 75-71 of 
this report). 

As a consequence of the $1.5 mjIlion unauthorized transfer of the 
Teamsters Fund premiums, a continuing dispute with the Hauser 

it In this connection, see p. 160 of this report for dlscllRslon of Trimble v. Evan8, 
et aZ .• an action In which the Director of Insurance alleged that Evans. American Finan
cial, and Donald Klekamp, another American Financial attorney, committed fraud by their 
fallure to disclose the encumbrances. 

------.. _--_. 
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group over control of the reserves, and adverse publicity, Old Security 
decided to discontinue its involvement with the Teamsters Fund con
tract and the reinsurance arrangement with Family Provider and 
Farmers National. In July 1976, Old Security entered into an agree
ment with NALIOO, Hauser's Louisiana company, whereby NALIOO 
assumed Old Security's position in the reinsurance agreements with 
Family Provider and Farmers National. As part of this assumption 
agreemel'1t, Old Se('.urity turned over to NALIOO about $2.5 :million 
representmg' the remainder of the reserves on the. Teamsters Fund busi
ness, the worthless mortgages held in lieu of the $1.5 million which had 
been previously diverted, and Old Security's 20 percent sha.re of the 
profit under the reinsurance. agreement, which came to $1.4 million. 
These transactions took place despite the fact that the Hauser group 
had sought and were denied permission from the Teamsters Fund to 
transfer the Old Securitv insurance contract to NALIOO.42 

The Subcomtlnittee tincts that the foregoing conduct by Old Seourity 
constituted a gross disregard of the inte1'ests of the Tea1n8ters Fund . 

The record of the Teamsters case is the. most demonstrative example 
of the wealmess in insurance regulation, and the susceptibility of em
ployee benefit plans to insurance related fraudulent schemes. This 
scandal should stand as a warning to those charged with the steward
ship of other employee benefit plans throughout the country to exercise 
particular caution when considering insurance proposals and other 
transactions involving significant commitments of plan assets. 

G. REINSURANOE 

Reinsurance is '31 common and legitimate practice in the insurance 
industry. Under such arrangements, the company actually issuing a 
policy (the ceding company) limits its exposure by reinsuring a por
tion of its risk with the other party to the agreement (the assuming 
carrier), which received a commensurate share of any profit. The as
suming carrier 'agrees to reimburse the. ceding company for part of any 
loss sustained under the latter's policy in accordance with the terms of 
the agreement. Generally, reinsurMlce is beneficial to both the insur
ance industry ancl the consumer. By enabling insnrers to spread their 
risks, consumers are often able to purchase insurance protection that 
might otherwise not be available to them. Nevertheless, the Hauser 
group and their reinsurance partner, Old Security, abused the reinsur
ance concept-to the substantial detrinlent of the union health and 
welfare plans with which tl1eydid business. 

To obtain the insurance contraotsofthe Inlliana and Massachusetts 
Laborers' health and welbrcphns) Farmers National and Old Secu
rity entered into a reinsurance agreement lmown in the !nd~stry 'as a 
fronting arrangement. Under the a.greement, Old SecurIty Issued the 
insurance policies and then reinsured 100 percent of the risk into 
Farmers National. In return, Old Security received 2 percent of the 
premiums; Farmers National, the remaining 98 percent. Farmers N a
tional collected the p:remiuJIls, pa.id all claims, kept the reserves, and 

4!J Shannon testified that. in late June, Kleindienst called hini and asked if bId Security's 
business could be trausferred to NALICO. Shannon objected as dill FItzsimmons a few 
days later in a conversation with Kleindienst. ' 
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controlled all the i"noney except for Old Security's 2 percent. Acting as 
agents for Old Security, Farmers National representa,tives (actually 
members of the Hauser group) solicited the business, prepared the bid 
specifications, and conducted the negotiations. For 2 percent "off the 
top," Old Security permitted Fanners National to use its good ll'rume, 
reputation, and policy forms to do general union insurance business in 
Stateb whe,re Farmers National itself was not licensed or qualified to 
write insurance directly. 

Rather than risk having attention drawn to the fina.ncial difficulties 
of Farmers N ationa.l durmg its solicitation of the Teamsters Central 
States Fund business, the Hauser group obtained a separate reinsur~ 
ance agreement with Old Security, this time using Family Provider as 
the assuming company. Unlike its earlier agreements with Farmers 
National, Ola. Security agreed to share the profits and liabilities with 
Family Provider on a 20 percent-SO percent basis, respectively. Fam~ 
ily Provider was given sole responsibility for the underwriting, policy 
issuance, administration, premium billing and collection, and the pay~ 
ment of SO percent of all claims a.nd judgments for damage under 
policies covered by the agreement. In the case of the Teamster con~ 
tract, the agreement perInitted 80 percent of the risk and noorly full 
administration of a $23 million insurance program to be committed to 
the care of Fmnily Provider, a virtual nonentity in the insurance 
industry. 

The Subcowmittee finds that Old Security failed to conduct any
thing app·roaching an adequate baclcground investigation of Farmers 
National or of Family Provide?' p?-ior to ente?-ing into the 1'einsurance 
ag1'eerJwnts. There is no indication in the 1'ecord that any inquiry was 
made either to the FlO1-ida Department of Insurance or to the Arizona 
State insurance auth01'ities to ascertain the financial status or prob
lems 01' the ownership of either company. Instead, Old Security relied 
solely on rmttine financial statements filed by the companies and an 
evalUation of the president of Farmers National based on telephone 
conve?'8ations with 7midentified industry contacts. Despite substantial 
financial risks entailed in dealinq 'with H.a'ltSe1"s marginal insurance 
companies Old Security permitted those companies to have access and 
control ove?' millions of dollars of employee plan insurance premiums 
witho'ut sa!egua1'ds to assure that adequate reserves 'were maintained 
and that Bxpenditures were made for prOPe?' purposes. 

The Hauser grmtp's 7lse of reinsurance fronting arrangements to 
obtain the union tr1tst fund contract8 raises grave questions concern
ing current industry reinsumnce policies and practices, the adequacy 
of present State laws arnd reg'ulations (loverning the insurance indus
t1'y, and the elfectitveness of 7Jresent Federal statutes in c01nbatting 
abuses of labor-'I1ULnagement health and welfare insumnce programs. 

H. DEPARTlI1ENT OF LABOR'S ENFORQElI1ENT OF CRIlIUNAL AND CIVIL STAT
UTES RELATING TO LABOR ORGANIzATION.S AND EMPLOYEE BENEFIT PLANS 

As an outgrowth of its November 1977 hearings on the Hauser case, 
the Subconm1ittee initiated an inquiry into the effectiveness of the 
I.1abor Department's investigations of criminal statutes pertaining to 
labor organizations (Labor Management Reporting and Disclosure 

.. 

" .. -.----.----.-~----~=---

fl 
11 

! 
I 
i 



A 

33 

Act) and pension and welfare benefit plans (Employee Retirement 
Income Security Act and certain provisions of Title 18 of the U.S. 
Code applicable to snch plans). On November 29, 1977, the Subcom
mittee asked the General Accounting Office to determine whether the 
Department's prcse:nt organizational structure, procedures, and man
power are sufficient to carry out its responsibilities to detect and 
investigate violations of these statutes. Also, as part of this inquiry, 
the Subcommittee held hearings on April 24 and 25, 1978 concerning 
t.he extent and quality of the Department of Labor's commitment to 
t.he President's Organized Crime Program and the pursuit of labor
management racketeering cases. The GAO's report, dai"ed Septem
ber 28, 1978, and the Subcommittee's April 1978 hearings disclosed 
the existence of serious deficiencies in the Department's criminal and 
civil enforcement program. 

The GAO found that most of the Labor Department's efforts and 
priorities in 1977 dealt with other than criminal violations; that most 
of the effort under ERISA was devoted to activities other than en
forcement of either the criminal or civil provisions of ERISA; and 
that the Department used its national office computerized reporting 
pr.ocess and desk audit system to achieve voluntary compliance with 
the laws. 

GAO also found the following weaknesses h the investigations 
and audits of labor organizat.ions and employee benefit plans: 

Lack of coordination in investigations of criminal and civil vio
lations under both LMRDA and ERISA. 

Lack of formal procedures for notifying the Department of 
Justice of cases under investigation. 

Little investigative effort. by area offices to follow up on reasons 
for deficient reports submitted by unions and employee benefit 
plans. 

Lack of sufficient field audit work at labor organizations and 
benefit plans. 

Insufficient staff to enforce both laws and little formal training 
provided to area office investigative and audit staffs. 

In its dealings with the Department of Labor, the Department of 
Justice has encountel'ecl most of the deficiencies cited by the GAO. See 
letter of June 18, 1979, from Assistant Attorney General for Adminis
tration, Kevin Rooney, to Comptroller General Staats. (Appendix J.) 

The GAO recommended that: 
1. The Secretary of Labor determine the additional resources needed 

to effectively enforce the criminal and civil provisions of LMRDA and 
ERISA and provide this information to Congress. 

2. The Secretary direct the Labor Management Servkes Adminis
tration. (LSMA) to (a) strengthen area office audit activity by increas
ing the nnmber of on-site field audits of labor organizations and 
employee benefit plans and assure t11at consistent, high-quality audits 
are made; (b) improve the timeliness of area offices" investigations of 
cases with potential for criminal violations ; (c) establish procedures 
to require direct, continuous coordination between criminal and civil 
LMRDA and ERISA investigative activities at area offices; (d) estab
lish procedures to notify the Department of Justice of its investiga
tive activitie.s to avoid duplicative efforts; (e) review the training of 
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LMSA area office field staff to ensure that the auditors and compliance 
omcers receive the training needed to carry out their duties. 

In a statement on the floor of the Senate on October 14, 1978, Sen
ator Sam Nunn, Ohairman, urged that the I:':lecretary of Labor give 
careful consideration to the GAO report. 

At the Subcommittee's April 1978 hearings, several representatives 
of the Justice De,partment and its various Organized Orime Strike 
Forces testified that. since 1970 the Labor Department had steadily 
diminished its conunitment of manpower to tile strike forces to the 
point where the Labor Department proposed to cease all active par
ticipation in labor-management racketeering cases. The strike force 
attorneys described the labor racketeering situation today as bad or 
worse than it was 20 years ago when labor rackets hearings were held 
under the chairmanship of the late Senator J olm McClellan. 

Follmving the Apl'll 1978 hearings, the Labor Department re
assessed its position and made a commitment to assign a total of 90 
persons- to support orgf111ized crime strike forces. The Subcommittee is 
encouraged that the Labor Depart.ment has substantially fulfilled its 
manpower commitment to the organized crime program. By October 
1978, 51 of the 90 positions were filled or committed. As of August 20, 
1979} 81 of the 90 positions were filled and personnel actions were 
pending or about to be initiated to fill the remaining 9 investigator 
jobs. 

In contrast, the Department of Labor's response to the GAO's report 
is disappointing. The response is contained in a letter of M~y 14, 1979, 
from Secretary of Labor Marshall to Comptroller General Staats, a 
copy of which was transmitted by letter of July 24, 1979, from Secre
tary Marshall to Senator Ribicoff, Chiarman of the Committee on 
Governmental Affairs. (Appendix J.) 

The Secretary stated that he is committed to "aggressive programs" 
to enforce the provisions of both LMRDA and EP..ISA for which the 
Department of Labor has the responsibility. The Secretary pointed 
out thv,t, within the last year, the Departmnnt had implemented ~1, 
"comprehensive training program" for staff involved in enforcement 
of EIUSA and that it will be instituting "on the job training" in audit 
procedures and analysis for LMRDA compliance officers. The Secre
tary also stated that, in response to a suggestion in the GAO report, 
the Department of Labor is engaged in a joint "long-term" effort with 
the Internal Revenue Service to conduct a series of statistically selected 
compliance examinations that are intended to furnish measures of Poom
pliance by employee benefit plans. 

Otherwise, the Secretary did not acknowledge any deficiencies in the 
Department's enforc.ement programs or address GAO's specific find~ 
ings of deficiencies and recommendations for corrective action. The 
Secretary basically rejected the idea of stepping up the field audit 
progmm as too costly ill light of ,ava.iIability of resources. The Secre~ 
tary stated: 

As I testified before the Subcommittee on April 25, 1978, 
I have serious doubts n,bout the efficacy of simply throwing 
additiond staff at these problems. 

The GAO fOlll1d that, in fiSllUi yen.r 1971, the Department's iliSA 
staff spent only 1 percent of its liLan-days on field audits of labor orga-

~--------~'.~-
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nizations and only 3 percent of its man-days on field audits of pension 
rund welfare plans. The Department has a long way to go before it can 
be said to be ",throwil1gadclitional sta.fI" into field audit 'activity. 

The Secretary said that the Departmc.nt's actions "should be focused 
on root causes and on denying those who would misuse their positions 
of trust in a union or employee benefit plan the opportunity to do so, 
by the judicious use of appropriate civil and/or criminal remedies.?' 
However, the Secretary mad8 no specific commitment as to how this 
policy can or would be implemented, stating only that: 

When the current bacldog of lUlion member complaints 
under LMRDA is sufficiently reduced, we could then divert 
some of OUr resources to the field audits recommended by 
* * * (the GAO) report. 

The Subcommittee is very concerned by the Secretary's rejection of 
the GAO's finding that the Department of Labor is primarily respon
sible for detecting and investigating criminal as well as civil violations 
in cOll1lection with the operations of employee benefit pJ.ans covered by 
ERISA. The Secretary stated that ERISA is prima.rily a civil statute 
with limited criminal provisions relrutillg to reporting. He suggested 
that since certain criminal laws relating to employee benefit plans are 
not in ERISA (such as 18 U.S:C. § 664 which prohibits embezzleme'nt 
of plan assets), the Department has no responsibility to investigate 
such violations. He further suggested that. the GAO's "misunderstand
ing [of the Department's criminal responsibilities] in turn may lead 
to a more generalmisevaluation of the Department's vigor in execution 
of i'ts functions." This lack of vigor was underscored in the GAO report 
which found that, in 1977, none of the national office ,audits of ERtSA. 
plans resulted in detection of criminal violations. 

The Suboommittee find8 that the De7Jartment of Lab01' tr'Jce8 an 1~nr 
duly na?'I'OW view of its ?'e8p0118ibility to deteot and inve8tigate viola
tions of Title 18 C?'i?Tbinal provi8ion8 1'elating to ERISA plan8.43 The 
Subcommittee believes that the interdepartmental memorandum of 
understanding which gives primary responsibility to the Department 
of Justice for investigatillg Title 18 violations is' a reasonable a.lloca
tion of resources. However, as then Deputy Attorney General, now 
Attorney General, Benjamin Civiletti, pointed out in a letter of May 19, 
1978, to the Subcommittee, the Department of Justice does not have the 
investigative resources or expertise to assume the monrtoring function 
of the Department of Labor which is key to the detection of criminal 
violations.44 • 

In ordC?' to have an effeoti'L·e O1'iminal enfO?'oement program, it is 
neoe88ary for the Depa?'tment of Labo?' to have a oomp?'elwn8ive P?'O
gram to deteot potential 'l)iolatio?18 and to make appropriate p?'elind
nar]1 inquirie8 priO?' to ?'efB?'1'ing O(lSe8 to the Department of J1l8tioe f01' 
further criminal in1Je8tigation. Without thi8 initial iniqury prooe88 by 
the Department of LabO?' it is inevitable tlLat man?! criminal a8 well as 
oivil violations will go 1tndeteoted. The prope?' util{zation of an effeotive 

•• See also 18 U.S.C. § 1027 which prolliblts false statements and concealment of material 
facts In reports required by ERISA; and 18 U.S.C. § 1954 which prohibits kickbacks and 
other iJIegal payments to influence plan actions . 

.. The exchange of correspondence between the Attorney General and the Snbcommittee 
is in Appendix K. 
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audit system by the Department of Labor, asreoommended by theG.AO 
'J'ep01't, will go a long way to oorrect serious problems in the deteotion 
of potential C'l'iminal violations. 

The Secretary poillted out that the Department of Labor's civil 
ERISA enforcement program is concentrating 0Ill violations of fiduci
ary duties and noted that it was successful in restoring $45 million ill 
plan assets in fiscal year 1978. However, the Suooommittee still has 
Se1iOU8 rese'l'vations oonoerning the adequacy of the Department of 
Laoor's civil enforoement program. As previously noted, the Depart
ment of Labor instituted only one civil action under ERISA arising 
out of J osephHauser's activities, which was filed on February 16, 1979. 
In eontrast, pursuant to the SEC's responsibilities under the securities 
laws, the SEC instituted timely and effective enforcement action 
against Hauser and his ,associates on September 24, 1976. Also, the 
Department of Justice obtained an indictment of Hauser in June 1978, 
·as well as an earlier one in March 1975, both of which led to convictions. 
The Department of Labor presently has less than 20 attorneys to 
handle the civil litigation am.d related legal enforcement functions 
lmder ERISA. This appea.rs to constitute significant understaffing 
given the magnitude of the task at hand, and further supports the 
GAO's finding of manpower deficiencies in the Department's enforce
ment program. 

In conclusion, the Suo committee finds that the Depa?'tment of La
oor's response to the GAO report fails to evidenoe the needed oommit
ment to vigorous enforoement of the criminal and civil laws relating to 
labor uniort8 and employee benefit plans. 



II. RECOMMENDATIONS 

A. El\,[PLOYEE RETIREl\IENT INCOl\IE SECURITY ACT (ERISA) 

Every union member in the country is entitled to demand the high
est standards of professionalism and care from those entrusted with 
responsibility for the administration of their health and welfare plans. 
Anything less than complete fidelity to safeguarding and advancing 
the interests of participants and beneficiaries is a disservice to rank 
and file union members, and a serious breach of trust on the part of the 
responsible trustees and administrators. 

Prior to the adoption of the Employee Retirement Income Security 
Act of 19'74 (ERI~A), the protection afforded by Federal law to em
ployee benefit plans was limited to the disclosure requirements under 
the Welfare and Pension Plan Disclosure Act and criminal penalties 
for false statements in reports under that Act (18 U.S.C. § 1027), em
bezzlement or conversion of plan assets (U.S.O. § 664), and payments 
to plan trustees, officers, employees, and consultants which are made 
for the purpose of influencing plan decisions (18 U.S.C. § 1954). 
Otherwise the conduct of the business of these plans was substantially 
unregulated by Federal law and subject to significant abuses. 

In order to remedy this situation, Uongress enacted ERISA, which 
was designed to protect the interests of participants in employee bene
fit plans and their beneficiaries by, among other things, establishing 
standards of conduct, responsibility, and obligations for plan fidu
ciaries and by providing for appropriate remedies, sanctions, and 
access to the Federal courts.l 

The fundamental obligations imposed on fiduciaries embody a care
fully tailored law of trusts, including the requirements of undivided 
loyalty ancl the prudent man rule.2 ~RISA supplements these basic 
standards by e}."Pressly prohibiting a fiduciary from dealing with a 
plan for his own interest, engaging in transactions involving a con
fiict of his interest with that of the plan, or receiving any considera
tion for his own account from any party dealing with such plan in 
connection with a transaction involving plan assets.3 

Also, ERISA prohibits a fiduciary from oausing a plan to engage 
in a transaction if he knows or should know that such transaction 
would constitute a direct or indirect transaction with a "party in 

1 ERISA § 2(b), 29 U.S.C. § 1001(b). 
o ERISA § 404 (a), 29 U.S.C. § 1104 (a). The prudent man rule Tequires that a fiduciary 

discharge his duties with respect to a plan "with the care, skill, prudence, and diligence 
under the circumstances then prevailing that a prudent man acting in a like capacity 
and familiar with such matters WOuld use in the conduct of an enterprise of a like character 
and with like aims." 

As will be discussed later, ERISA disqualifies from serving as a plan fiduciary persons 
convicted on certain crimes (ERISA § 411, 29 U.S.C. § 1111) and authOrizes civil 
actions to remove plan officials who breach their fiduciary duties (ERISA § 409, 29 U.S.C. 
§ 1109). 

3 ERISA § 406 (b) , 29 U.S.C. § 1106(b). 

(37) 



38 

interest".4 A party in interest includes those who are fiduciaries and 
several other persons who may be in a position, directly or indirectly, 
to influence the management of fund assets. such as employers and 

. la.bor organizations whose employees or members are covered by the 
plan, perool1s furnishing service to such plan, counsel to the plan, and 
officers, directors, employees, and/or relatives and other amliates of 
certain of the foregomg.5 A fiduciary must act with prudence in in
vootigating whether a party-in-interest relationship exists.G ERISA 
also prOVIdes statutory and administraMve exemptions from these 
prohibitions.7 

ERISA was in effect during most of the period of Joseph Hauser's 
activities in connection with the sale of insurance to employee benefit 
plans. The record of the Subcommittee investigation shows the vul
nerability of employee benefit plans to insurance related fraudulent 
schemes. This vulnerability stems in large part from serious weak
nesses in the regulation of insurance which the Sulbcommittee believes 
requires corrective action. 

The Subcommittee hearing record also shows the modus operandi 
of the perpetrator of a fraud-Hauser's cultivation of influence 
through payments and other inducements and h]s exploitation of less 
than vigilant businessmen and plan fiduciaries. The Subcommittee 
believes that this kind of conduct can be deterred by improved dis
closure which would permit the detection of such payments; clarifica
tion as to what persons serving employee benefit plans are fiduciaries 
under ERISA and the nature of the responsibilities of plan fiduciaries; 
strengthened sanctions and remedies for misconduct; and improve
ments in the Department of Labor's enforcement program. 

The foregoing ·and other problems are addressed m the Subcom
mittee's recommendations which follow. 

B. INSURANCE REGULATION 

Historically, the licensing of insurance companies and regulation 
of the insurance business has been reserved to the States. This means 
that there are 50 sets of laws and regulations governing the industry 
throughout the Nation. There are wide variations among the States 
in their legal requirements for licensing and regulating insurance com
panies and in the effectiveness of State enforcement activity. These 
variations were an important factor in the success of ·the Hauser opera
tion. For example, in Florida, Hauser was able to obtain approval 
to acquire a controlling interest iUl Farmers National Life Insurance 
Company shortly after an application to acquire control of a California 
company was rejected because of questions concerning Hauser's "integ
rity, competency, and experience.') Similarly, due to Arizona's low 
capitalization requirements, Hauser was 'able to activate Family Pro
vider Life Insurance Company, a previously dorm'cmt shell company 
with only $250,000 in capital and one employee, and thell1. position 
the firm to reinsure 80 percent of the $23 millIon premium Teamster 

'ERISA § 406(0.), 29 u.s.c. § 1106(0.). 
"ERISA § 3(14),29 U.S.C. § 1002(14). 
• See Conference Report on ERISA, S. Rept. 93-1090, 93d Congress, 2d session, p. 307. 

in which the Conference Committee noted that the extent of investigation required would 
depend upon the significance of the transaction. 

7 ERISA § 408, 29 U.S.C. § 1108. 
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insurance contract. In add ltion, despite his background in California 
and .J:t'armers .NationUi'sproblems witI:: the Florida Departm.ent of 
Insurance, Hauser was h}le to purchase control of a Louisiana-based 
insurance company withvJJt having to obtain State approval. 

The present State inslJ.l.'ance regulatory network does not provide 
adequate protection to employee benellt plans. Frequ(;,ltly, these plans, 
:IS well as the opm:tt,tiollS of ll1surance companies, extend beyond the 
eonfines of a single tltu.te. The jurisdictional problems that face State 
insurance authorities were well-described in the testimony of Gov
ernor Bruce E. Babbitt of Arizona (see pp. 163-166 of this report).8 

Significant differences exist in State laws and regulations pertain
ing to reinsurance agreements, particularly the kind of "fronting" 
arrangement used by Old Security Life Insurance Company and the 
Hauser companies. tlome tltates simply prohibit fronting without 
defining it. Others prohibit fronting for the purpose of evading State 
licensing law. Some States prohibit reinsurance with an unlicensed 
insurer of all, substantially all, some given percentage of all, a par
ticular class of business, or of a particular policy or group of policies. 
A number of States permit the reinsuring of all or part of any risk 
with an insurer not licensed in the State, but require that the un
licensed insurer meet the same capital requirements as a licensed 
insurer. Other States require the prior written approval of the in
surance commissioner for any reinsurance with a company not li
censed in the State. One State apparently provides that the reserves 
on any business reinsured with an unlicensed insurer be placed in 
escrow. The State of New York has proposed lL regulation which 
would require advance official approval of any agreement under 
which a company proposes to reinsure with an unlicensed carrier 
any business in excess of its established retention or aggregating 25 
percent or more of a specific policy or of a group or class of policies. 

The abuse of reinsurance and inadequate State regulation played 
a key role in Hauser's fraudulent scheme. In a letter to the Subcom
mittee, the Securities and Exchange Commission sajd tha.t it brought 
enforcement cases against insurance companies involving fraudulent 
use of reinsurance arrangements to conceal underreserved deficiencies 
or to transfer over-valued assets from company to company.1I The 
SEC noted that its enforcement activities with respect to insurance 
companies, which include Hauser's Family Provider Life Insurance 
Company and National American Life Insurance Company: 10 

* * * indicate the rather amazing speed at which deter
mined persons appeal' to be able to utilize the assets of in
surance companies for their personal gain[,] * * *. 

* * * * * 
>I< * * the growing complexity or possible misconduct in this 
a.rea, and the dtifficulties faced by State regulators, with their 
limited jurisdiction and resources, in attempting to eleal with 

8 At the time of his testimony. Governor Babbitt was the Attorney General of Arizona. 
n Letter of Sept. 19. 1978. to the Subcommittee from Harold M. Williams, Chairman 

of tlw REe. (Appendix G.) The Subcommittee wishes to acknowled!(c the cooperation of 
the SEC wbich mnc1e its inyestigatlon files reInting to .Hauser's nctiyities aVIIUnbie to the 
Suhcommittee. 

10 See pp. 161-162 of this l'eport for discussion of the ~lltorCenH'nt nctlon tuk('n by the 
SEC against Hnlls<'r. -
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the varieties of problems presented by multistate insurance 
companies. * * '" 

James Hanna of the Florida Department of Insurance also testified 
before the Subcommittee about jurisdictional problems encountered 
in regulating the multistate insurance carrier. He also pointed out 
problems in obtaining cooperation from Federal authorities in investi
gating Hauser's activities. 

El·aSA pre-empted State regulation of employee benefit plansY 
Rowever, l!.:IUSA reHects the basic policy of the McCarran-Ferguson 
Act and generally leaves the regulation of insurance to the States, 
despite the fad that insurance cOlltracts are a major investment 
medium for employee welfare and pension plans,l2 

It is of paramount importance to the national policy of protecting 
employee benefit plans that such plans deal only with financially re
sponsible insurance companies controlled by honest management. The 
Hauser case shows that reliance on existing State regulation pro
vides little protection against a recurrence of the type of scheme car
ried out -by the Hauser group. 

The Subcommittee is also concerned -about the pattern of payments 
by Hauser in connection with insurance awards by employee benefit 
plans. Many of these payments were purported commissions paid by 
Hauser insurance companies to agencies controlled by Hauser. These 
disbursements ranged from those that were of questionable business 
purpose to outright conversions. 

Other payments were made and inducements offered by Hauser to 
various persons who were in positions to influence the award of em
ployee benefit contracts. Some of the recipients were fiduciaries, such 
as Bernard Rubin, a trustee of certain Elorida employee plans which 
purchased insurwnce contracts from Farmers National, a Hauser com
pany. Other recipients, while not fiduciaries, had contacts with per
sons who were in influential positions. The persons receiving these 
purported commissions or other fees performed functions of no bene
tit to the employee plans and of no or at least questionable economic 
benefit to the insurance companies that incurred the expenses. 

This case demonstrates that the schemes of operators, such as Hau
ser, are facilitated by (1) the relative ease with which diversions of 
assets of .business entities and payments for influence can be disguised 
as 'commIssions, fees wnd other ostensibly bona fide transactions; and 
(2) the difficulty in documenting after the fact the nature of such 
transactions and recovering fWlds that have been improperly diverted. 

In formulating recommendations to deal with th~ foregoing insur
ance related problems, the Subcommittee has attempted to strike a 
balance between the policy of the McCarran-FergusonAct to leave in
suranc~ regulatior; p~imarily to the States, and the national interest in 
protectlllg benefiClanes of employee benefit plans. Thus, proposals call
mg for Federal legislation affecting insurance are limited to those 
necessary to provide effective protection of employee benefit plans. 
Otherwise, the Subcommittee proposals urge the StatRs to take effective 

11 ERISA § 514(a), 29 U.S.C. § 1144(a). 
"ERISA § 514(b). 29 U.S.C. § 1144(b) states that ERISA shall not be construed to 

exempt uny person from State Insurance luws, but provides that employee benefit plans 
shall not be deemed to be Insurance companies. 
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action to strengthen general insUl'ance regulation. In this connection, 
it should be emphasized that employee benefit plans were not the only 
victims of Hauser's activities. Many individual and other policy
holders lost their -coverage and investment in the insurance companies 
looted by Hauser. 
1. Mini'l11>.um Standards for Insurance Oompanies Doing Business 

With EmpZoyee Benefit Plans 
The Subcommittee recommends that Congress enact legislation 

amending ERISA, which would direct the Secretary of Labor to 
establish minimum standards that insurance companies would be re
quired to meet before an employee benefit plan could eleal with such 
companies. These standards should cover licensing, capitalization, 
reserving and other financial requirements. Since the employee benefit 
plans vary in size, the minimum standards on financinl criteria would 
have to take these variations into account. Specific standards should 
prohibit the use of fronting reinsurance al'l'angements which would 
evade the minimum standards, and specify protective measures on le
gitimate reinsurance arrangements, such as controls regarding access 
to and accountability for premium payments and reserves. The stand
ards should also restrict transactions between insurance companies 
and their officers, directors and other affiliates. 

The standards should take into consideration the history of civil 
and criminal violations of State insurance statutes or other laws by 
insurance companies and the principals of such companies. Disclosure 
of slAJh violations as well as any material investigations by State or 
Federal authorities should be required. 

The better State practice should serve as a useful guide in formulat
ing minimum standards. If necessary, a Federal standard could exceed 
or supplement State law. The Subcommittee believes that proposed 
Federal standards generally should not create conflicts with State 
regulatory requirements. 

Legislation should require that an insurance company doing business 
with an employee benefit plan certify that it has met each of the 
minimum standards. Legislation should also provide that willful mis
certifications or misstatements be subject to criminal penalties 13 and 
civil remedies. 

The foregoing proposal is consistent with ERISA's basic purpose 
of protecting employee benefit plans by imposing standards of con
duct on persons who control the disposition of plan assets. In this 
connection, insl1rance company liabilities under ERISA for breach of 
fiduciary responsibilities are presently limited by an exemption. The 
exemption provides that an insurance company is not considered to 
hold plan assets solely because the plan purchases a guaranteed benefits 

'\3 With respect to criminal penalties, the proposed legislation should make it clear that 
the insnrance company certifications and representations reqnired by this proposal would 
be subject to 18 U.S.C. § 1027, which provides-in pertinent part: 

"Whoever, in any document required by title I of ... [ERISA] to be published, or I'ept 
as part of the records of any employee welfare benefit plan or any employee pension plan, 
or certified to the administrator of any such plan, makes any false statement or representa
tion of fact, knowing It to be false, or Imowlngly conceals, covers np, or fails to describe 
any fact the disclosure of which Is required by such title or Is necessary to verlf,', explain, 
clarIfy or check for accuracy and completenes~ an,' report requlrerl hy sllch title to be 
published or any information required by such title to be certified, shall be fined not more 
than $10,000, or imprisoned not more than tive years, or both." 

51-777 0 - 79 - 4 
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policy from it.14 This exception reflects Stat~ insurance practice which 
treats the proceeds of the sale of such a polIcy as part of the general 
assets of the insurance company and accords the policyholders rights 
available under the policy contract and otherwise under State law. 
The minimum standards approach would not disturb this practice, 
but would provide a measure of Federal protection for employee benefit 
plans against abuses stemming from the deficiencies in State 
regulation. 

As the label "minimum standards" suggests, it is not designed to 
relieve plan fiduciaries of their responsibilities to evaluate the financial 
condition, reinsurance arrangements, or other aspects of an insurance 
proposal. (Sec recommendations below concerning Disclosure of Pay
ments and Fees and "Prudent man" guidelines under ERISA.) 
2. Disolosu'I'e of Payments and Fees 

The Subcommittee recommends that the Congress pass legislation 
which would direct the Secretary of Labor to adopt regulations which 
(1) would require insurance companies which offer to sell insurance 
contracts to employee benefit plans to disclose all commissions, finder's 
fees and other payments made or proposed to be made in connection 
with such sale; and (2) would require insurance companies to make 
and keep accurate records of all payments and commissions in con
nection with the sale of insurance contracts to employee plans. This 
legislation should also make it a crime to willfully make false and 
misleading statements 15 or otherwise violate such regulations and 
provide appropriate civil remedies for violations. 
Th~ foregoing recommendations would provide employee plan fi

duciaries information which would enable them to discharge their 
duty to prevent plans from incurring costs reflecting payments made 
in connection with the sale of insurance to plans which are of little 
or no economic benefit to the plans. The required disclosures would 
also permit plan fiduciaries to determine whether any payments are 
being made to parties in interest and, thus, serve as a useful supple
ment to the prohibited transactions provisions of ERISA.'6 
3. Finanoial Statements and Repo'l'ting by lnsumnoe Oornpanies 

.An insurance company is exempt from the financial reporting and 
certain other provisions of the Securities Exchange Act of 1934 (Ex
change Act) if its domiciliary state requir.cs it to file an annual "con
vention" (financial) statement on a foi'm prescribed by the National 
Association of Insurance Commissioners (NATC) and if the State 

"ERISA § 401(b) (2h 29 U.S.C. § 1l02(b) (2). This exemption does not apply to assets 
placed In a separate account maintained by an ,Insurance company tinder a policy providing 
benefits In accordance with the Investment perfo,rmauce of such account. ' 

10 See footnote 13 on p. 41 of this report con'cerning the criminal penalty provided under 
fu~Ri~'.C, § 1027 for false stntements and concealment of facts in documents required under 

'"ERISA pre~entJy requires au employee benefit plan which purcbase benefits from in
surance compames to Include In Its annual report a' statement from the insurance cOmpany 
disclosing among other things commissions and fees to brokers; agents and other persons. 
ERISA § 103(e), 29 U.S.C. § 1023 (e). The Subcommittee's recommendation would extend 
this ~lsclosure ,requirement to' the t!me that the plan con'Ridering an Insnrance nroposal. 
In tIns connection, sec recommendations on pp. 48-51 of this report which would require 
parties In Interest to disclose receipt of consideration from persoils 'offering or selling 
property or services to a plan. ' 
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regulates proxies and insider trading in a manner comparable to SEC 
regulationY 

However, the N.AIO convention statement requires neither an in
dependent audit nor periodic reporting as is mandatory for other 
corporate issuers. In contrast, holding companies with insurance sub
sidiaries are not eligible for this exemption. The requirement for 
financial statements audited by independent accountants and periodic 
reporting enhances the reliability of financial information and pro
vides protection against fraud. Accordingly, the Subcommittee recom
mends that Section 12(g) (2) (G) of the Exchange Act be amended 
to impose this requirement on insurance companies. 

The SEO also suggests the establishment of a central repository for 
audited insurance company convention statements to enable State regu
latory authorities Mld the public to have access to this information. The 
Subcommittee endorses this proposal and recommends that Oongress 
implement it through legislation. 
4. State RegUlation 

The record of this case shows how unscrupulous operators can 
exploit the variations in insurance regulation among the States. The 
record demonstrates the jurisdictional problems an insurance depart
ment in one State faces when it must go to another State to investigate 
or seek enforcement of orders protecting assets or other relief. The 
inadequacies of State regulation have an adverse impact on investors 
in insurance companies, their policyholders, and commerce generally. 

The Subcommittee recommends that the States take steps to 
strengthen their respective insurance laws and regulations relating to 
licensing, capitalization, and reserve requirements and reinsurance, and 
the investigatory and enforcement powers of their insurance depart
ments. Licensing procedures should require State approval of trans
fers of control and thorough background checks to assure that dis
honest and other unreliable persons are excluded from managing and 
controlling insurance companies. The use of reinsurance as a fronting 
device to circumvent State insurance laws should be prohibited. There 
i3hould also be effective regulation to prevent overreaohi'llg of insur
ance companies in transactions with their management and other affili
ated persons. This should include restrictions on loans by insurers to 
their officers and other controlling persons and on commission and fee 
arrangements by insurers with firms affiliated with its controlling 
persons. 
5. Inter8tate Oooperation 

The Subcommittee recommends that the Sta,tes enter intersta.te 
compacts whi0h would enable ,bhem to obtain prompt enforcement of 
their subpenas, injunctions and other orders relating to their domestic 
msurers doing business in other jurisdictions and which would require 
the exchange of data obt.a.ined in investigations and other information 
among State insurance departments. The Subcommittee recommends 
thaJt Oongress pass legislation giving advance approval to such inter
state compacts. 

11 SectIon 12 (g) (2) (g) of the Exchange Act, 15 U.S.C. 78 1 (g) (2). 
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6. FederaZ-State Oooperation 
The Subcommittee recommends ,that the Departments of Labor and 

Justice and the SEO establish procedures which provide for the 
prompt reportmg to the apprOpl'lUiOO ~tate insurance authorities of 
miOl'mation evidencing possIble violations of Strute laws and regula
tions. The SubcommIttee recommended ;that State insurance depart
ments establish procedures for reporting ,to the appropriate Federal 
agencies of. pOSSIble violations of Federal statutes and regulations. 
It is suggested that a group consisting of ,representatives of the inter
ested Federal agencies work wlth the NAIU or other representatives 
of the StaJtes to develop mutually acceptable procedures. 

O. FIDUOIARIES UNDER ERISA 

As noted above, ERISA lays down rules governing the conduot of 
fiduciaries of employee benetit plans. Under the act, "fiduciary" is 
defined as any person who exercises any discretionary authority or con
trol respecting the management of a plan or disposition of its assets; 
renders investment advice for a fee or other compensa.tion, or has 
authority or responsibility to do so; or has any discretionary author
ity or responsibIlity in the administration of the plan.18 Under rthis 
definition, a "fiduciary" would clearly include persons named as fidu
ciaries in the instrument creating a plan, trustees, investment managers, 
administrators, and officers and directors 'Of a, plan.19 The definItion 
of fiduciary specifically oovers any person designated by a named fidu
ciary to carry out non-trustee fiduciary functions.20 

A number of individuals and companies were shown by the Sub
committee's investigation to have played important roles in connection 
with the award of employee benefit plan insurance contracts to the 
Hauser group. They included an insurance consultant to various plans 
and an attorney to a plan.2l Whether or not they were fiduciaries under 
existing law and regulations can be determined only through an ex
aminatIOn of the particular functions they performed. In this connec
tion, the Oonference Report on ERISA (p. 323) stated that: 

While the ordinary functions of consultants and advisers 
to employee benefit plans (other than investment advisers) 
may not be considered as fiduciary functions, it must be recog
nized that there will be situations where consultants and ad
visers may because of their special expertise, in effect, be ex
ercising discretionary authority or control with respect to the 
management or administration of such plan or some authority 
or control regarding its assets. In such cases, they are to be 
regarded as having assumed fiduciary obligations within the 
meaning of the applicable definition. 

1BERISA § 3(21), 29 U.S.C. § 1002(21). . 
10 ERISA § 402 (a) 29 U.S.C. § 1102(a) ; ERISA § 403, 29 U.S.C. § 1103; ERISA § 3 (38) ; 

29 U.S.C. § 1002(38) ; ERISA § 3(14) (A), 29 U.S.C, § 1002(14) (A) ; ERISA § 3(21), 29 
U.S.C. § 1002(21). See also, Conference Report on ERISA, P. 323. 

·'ERISA § 3(21), 29 U.S.C, § 1001(21) ; ERISA § 405(c) (1) (B), 29 U.S.C. § 1105 (e) 
(1) (B). ' 

20 See pp, 48-49 of this report for n discussion of conflicts of interest arising from receipt 
of compensation by attorlll'Ys nu" ,Ither parties In Interest who may not be fiduciaries to a 
plan, 
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1. Insuranoe Oonsultrunts 
During the course of its investigation, the Subcommittee wrote to the 

Secretaty of Labor seeking an opinion a.s to whether and under what 
circumstances an actuarial or insurance consultants might be con
sidered a fiduciary under EIUSA. In response, the Secretary advised 
that actuaries and certain other professionals performing their usual 
professional functions would not ordinarily be considered fiduciaries 
and that whether their services brought them within ERISA's defini
tion of fiduciary must be determined by the factual situation involved 
on a case-by-case basis.22 

Len Teeuws of Tolley International indicated that he did not be
lieve insurance consultants were fiduciaries under ERISA, but that he 
favored clarification of their status by treating them as fiduciaries. 
The record of this case demonstrates that "industry standards" appli
cable to insurance consultants fall far short of the standard of con
duct required of fiduciaries under ERISA. 

The interests of employee benefit plans cannot be protected when 
plan trustees make decisions in substantial reliance upon expert evalu
ations by insurance consultants who fail to conform their conduct to 
the fiduciary standards of ERISA. Because of their special expertise, 
independent insurance consultants have considerable influence on em
ployee plan decisions and, in effect, exercise discretionary control with
in the meaning of the guidelines suggested in the Conference Report 
on ERISA (p. 323). There is no need to await fur·ther retrospect.ive 
analyses of individual fact situations. Insurance consultants who are 
s\~lected by plans to evaluate proposals must know that they are fidu
ciaries before they render advice to employee benefit plans, not after a 
court has adjudicated them a fiduciary in litigation with r.espect to 
losses incurred by such plans occasioned by their failure to adhere to 
fiduciary standards. 

Accordingly, the Subcommittee recommends that the Department of 
Labor issue interpretive regulations which would specify that con
sultants selected by employee benefit. plans to evaluate insurance mat
ters are fiduciaries under ERISA whenever they render advice or re
lated services th",t will be relied upon by the plan or otherwise be a 
significant factor in any decision or action by the plan. 

13. Oonfliot of Interest 
As previously noted, ERISA prohibits a fiduciary from receiving 

any consideration for his own account from any party dealing with 
the employee benefit plan in connection with a transaction involving 
the assets of the plan. These provisions a,re designed to prevent kick
backs and to prevent fiduciaries from exercising their fiduciary re
sponsibilities when they have interests which may conflict with the 
interests of the plans.23 

However, the Department of Lahor has issued an administrative 
exemption 24 which permits a "pension consultant" 25 to receive a "sales 

22 The exchange of correspondence with the Secretary of Labor is in Appendix M, 
l!3 See Conference Report on ERISA, p, 309 and ERISA Regulations, 29 C,F.R. § 2550.408 

b-2(e) (1), 
"The Department's exemptIve authority is in ERISA § 408(a). 29 U,S,C, § 1108; 
"" The term "pension consultant" Is not defined, H(}weyer, the exemption appears to be 

Intended to cover insurance consultants to employee welfare benefit plans as weIl as to 
pension plans, 
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commission" from an insurance company in connection with the pur
chase of an insurance contract with plan assets.20 Certain conditions 
must be met to qualify for the exemption, including a requirement 
that the transaction be on terms ';at least as favorable to the plan as 
an arm's length transaction with an unrelu.ted party" and a require
ment that the consultant obtain the advance approval of a distin
teTested fiduciary after furnishing disclosure of the sales commission 
on the recommended contract-expressed as a percentage of gross an
nual premium payments for the first year and each succeeding re
newal year-and disclosure of the consultant's affiliation with the 
insurance company recommended. 

Although tlus method of compensation appears to be common in the 
insurance industry, it significantly impairs the independence of insur
ance consultants 27 and, as a practical matter, permits insurance com
panies rather than employee plan trustees to set the alllount of compen
sation of consultants. The value to a plan of a consultant's professional 
services is basically a reflection of his skill and the amount of time and 
degree of difficulty involved in his assignments, whioh do not neces
sarily bear any direct relationship to the size of the premium involved 
in the insurance contract a,warded. Compensation based upon a per
centage of the premitull provides incentives to consultants to recom
mend more insurance or forms of insurance with higher premiums 
(e.g. group whole life) ,than is truly necessary or appropriate for 
employee plan beneficiaries. 

The exemption granted by the Department of Lalbor sanctioning 
this practice derogates from the objective of ERISA to assure that 
persons serving a plan in a fiduciary capacityclischarge their duties 
to a plan "solely in the interest of part.icipants anc1 beneficiaries" and 
for the "exclusive purpose of providing benefits to participants and 
beneficiaries." 28 The Subcommittee believes that this practice con
stitutes an irreconcilable conflict of interest. The conditions for the 
exemption do not obviate bhe conflict of interest; they merely place 
the onus on plan trustees and ather fiduciaries to evaluate whether the 
method of compensation may have an impact on his professional 
judgment as to matters on which, such trustees and other fiduciaries 
have little or no expertise. Therefore, the Subcommittee recommends 
that the Department of LaJbor repeal the exemption from the pro
hibited transaction provisions of ERISA for receipt by an insurance 
consultant to an employee plan of compensation from insurance com
panies in connection with the purchase of an insurance contract with 
plan assets. 
3. Guidelines for Determining Who Are Fiduciaries 

It. has been more than 4 years since the enactment of ERISA. By 
now, the Department of Labor should have gained enough experience 
with the roles of accountants, attorneys, real estate conSUltants, in-

OB Prohibited Transaction Exemption 11-9: 42 Fed. Reg. 32395 (June 24, 1977) and 44 
Fed, Reg. 1479 (January 5. 1979). 

l!1 Len Teeuws of Tolley Internntional pointed out in hlR tpstimony that insurance con
sultants are subjected to Intense lobbying or marketing '!iforts from insurance companies 
enger to ~el1 to employee benefit plans and that lIB would be "{1aUghte{1 if this practice 
would end" (P. 047l. Cprtainh· this method of compensation makes it difficult for a con
sultant to maintain complete objectivity. 

""ERISA § 404(a) (1), 29 U.S.C. § 1104(a) (1). 

+ 
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surance consultants, and other perSons who provide professional or 
other specialized services to employee benefit plans to determine the 
extent to which these persons are fiduciaries to the plans they serve. 
Therefore, the Subcommittee recommends that the Secretary of Labor 
issue interpretive guidelines which identify with greater specificity 
the circumstances under which persons providing professional or other 
specialized services to employee benefit plans are fiduciaries under 
ERISA. Such guidelines would serve to alert persons dealing with 
benefit plans as to when their activities make them fiduciaries and 
of their obligations to conform their conduct to ERISA standards. 

D. PROHffiITED SELF-DEALING AND CONFLICT OF INTEREST TRANSACTIONS 
UNDER ERISA 

The Subcommittee's investigation a,lso raised questions concerning 
the adequacy of the Prohibited Transactions provisions of ERISA 
which are d'2signed to obviate conflicts of interest in the ad
ministration of employee welfare benefit plans.29 As previously noted, 
these provisions prohibit or limit certain types of transactions between 
a plan and fiduciaries or other parties in interest. One such pro
hibited transaction is the furnishing of goods, services, or facilities 
between the plan and a party in interest.3o This provision would appear 
to bar a party in interest from serving as insurance agent or broker 
for a company doing business with a welfare benefit plan, unless ex
empt under Section 40S(b) (2) of the Act, 29 U.S.C. § 1l0S(b) (2) or 
by the administrative exemptive provisions. Section 40S (b) (2) ex
empts "contracting or making reasonable arrangements with a party 
in interest for office space, or lega,l, accounting, or other services nec
essary for the establishment or operation of the plan if no more than 
reasonable compensation is paid therefor." 
1. Relatives of Union Offioials as Parties /n/nterest 

The definition of "party in interest" 31 includes any fiduciary, coun
sel or employee of a plan, a person providing services to .a, plan, an 
employer any of whose employees are covered by a plan, an employee 
organization or union whose members are covered by the plan, certain 
controlling persons of an employer or employee organization, an offi
cer, director or employee of the plan or of any of the above. It also in
cludes a relative 32 of any of the above, except an employee organiza
tion and the officers, directors and employees mentioned. It appears 
that relatives of union officers, who are not trustees or fiduciaries of a 
plan, ·are not considered parties in interest to the plan; therefore, they 
apparently are not subject to the Prohibited Transactions provisions 
of ERISA. 

The record of this case shows that the son of an official of the La
borers' International Union acted as broker in connection with the sale 
by the Hauser group of an insurance contract to the Indiana La
borers' Fund. The Hauser group financed the establishment of that 

"" While the investIgation dealt with employee welfare benefit plans, the questions 
raised nnd recommendations would also apply to pension plans. 

so ERISA § 406(a) (1) (C)' 29 U.S.C. § 1l06(a) (1) (C). 
"ERISA § 3(14), 29 U.S.C. § 1002(14). 
"" The term "relative" means a "spouse, ancestor, lineal descendant, or spouse of a 

Uneal descendant." ERISA § 3(15),29 U.S.C. § 1002(15). 
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relative's insurance agency ,and made commission payments to that 
agency. Hauser entered this business relationship with this person pre
cisely because he had contacts with union and plan officials. Since a 
relative of a non-fiduciary union official is not a party in interest, this 
transaction apparently did not come within the proscriptions of 
ERISA. The record shows that the services performed by the union 
relative were of little or no value to the Fund, which had its own 
insurance consultant. 

In view of the substantial influence that relatives of lillion officials 
may potentially wield over union related employee benefit plans, the 
Subcommittee recommends tha\~ the Congress consider amending 
ERISA to include relatives of llon-fiducia.ry union officers as "parties 
in interest" with respect to .any employee benefit plan which covers 
members of such union and, thereby, subject them to the Prohibited 
Transactions Provisions of the Act. 
2. Reoeipt of Oompensation by Pa1'ties in Interest 

In its investigation the Subcommittee founcl that Hauser paid Sey
mour Gopman, counsel for many of the Florida union .employee benefit 
plans which awarded insurance contra.ets to Hauser's insurance com
pany, $11,500 for introducing Hauser to officials of the plans. Since 
Gopman stated that he was plac.r.d on the board of: directors of 
Hauser's holding company "to look a:.fter the interests of the labor 
unions." He also advised one of the funds (Laborers Local 666) that 
Farmer's National was financially stable and able tu handle its insur
ance program. Thus, it appears that he may have exercised sufficient 
discretionary authority to have acted as a fiduciary with respect 
to the insuran<'e awards. However, the investigation did not adduce 
sufficient proof to make a conclusive determinatioll.33 Receipt oJ such 
compensation by a fiduciary is prohibited by Section 4.06 (b) (3) of 
ERISA.3.j 

In any event, counsel to un employee benefit plan is a party in in1A~r
cst 85 and, thus, it would appear that a Gopman-type transaction would 
come within the Prohibited Transaction provisions as a "direct or' 
indirect * * :~ furnishing of goods, services, or facilities between the 
ph~n and a party in inter~st [or] transfer to, or use by or for the bene
tit of, a party in interest, of any assets of the plan." 30 In this regard, 
access to officials of an employee benefit plan is all asset of the plan 
r.nd is not something that counsel to a plan has the right to sell whether 
or not he is a fiduciary. There is clearly no basis for concluding that 

"" In this connection, the Secretary of Labor has filed a civil action against Gopma.n 
nJleglng thllt he was fiduclar~' with respect to Laborers Local 767 Health and Welfare 
l'rust l"unll aNI brcnchell his fltluclary uuty by dcal!ng with ';:und assets for his own ac
count and illlilrutlcnt conduct. (Appcndix E.) However, the complaint makes no reference 
to tlll' payment of any Introduction fce by Hauser. ' 

~Il~his prohlbltlon did not becom~ effective unt!! January 1, 1075. Gopman said that he 
rl'ce!vcd all COlllpensatlon from Hlluser In 1!l74. 

Alsl', receipt of au "Iutrouuction fcc" by counsel to all employee benefit plan for his 
Influence In Ilffectlng all insurance awar(1 by the plan Illay constitute a criminal offense 
uuder III U.S.C. § 1!l54, whiCh wns In c1l')ct prior to the ndoption of ERISA. :':;ectlon 
lfl54 Il1nk~s it n crimI' for Rpeclfled IIPfSOllS ,,'1'0 orr in a position to Influence 
snch a plan (including counsel to a plan) to receive or ugree to receive or sollcit Ilny fee, 
klckbncl" commission, gift. loan, money or thing of value because of or with the Intent 
to be Jnfluel)ced with respect to, any of hIs decisions, actions, or other duties relating to 
nul' qll~stlon or matter concerning such plan. The section does not prohibit bona fide com
pensation or payments for goods or sen'ices furniShed or performed in the regular course 
of the duties of the recipients. 

33 ERISA § 3(14) (Al. 29 U.S.C. § 1002(14) (A). 
n. EItISA § 406(a) (1) (C) und (D) ; 29 U.S.C. § 1106 (a.) (1) (C) and (D). 
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Gopman transaction would be exempt lmder Section 408 (b) (2) as 
necessary for the operation. of the p}an. Accordingly, the Subcommit
tee recommends that the Department of La,bor adopt interpretive 
regulations making it clear that so-called introduction fees paid to 
parties in interest, including counsel to a plan and any other non
fiduciary parties in interest, constitute prohibited transactions, 

Section 406 (a) of EIUSA imposes an obligation on plan fiduciaries 
to prevent the plan from engaging in a transaction which he knows 
01' should know constitutes a party in interest transaction. The pro
hibition does not specificnlly apply to a party in interest who is not a 
fiduciary. However, the Secretary of Labor is authorized under Sec
tion 502(i) of ERISA (29 U.S.C. § 1132 (i) ) to assess a civil monetary 
penalty against a party in interest (including a non-fiduciary party in 
interest) which engages in a transaction prohibited by Section 406.37 

Thus, by implication, a party in interest is under a personal duty to re
frain from engaging in prohibited transactions and woulcl appear 
to be a proper subject of injimctive and other equitable relief under 
Section 502(a) of the Act (29 U.S.C. § 1132). The Subcommittee rec
ommends that ERISA be amended to make it clear that a non-fiduciary 
party interest who knows (or should kno·w) tllat he has engaged in 
a prohibited transaction is also a propel' subject of an action seeking 
injunctive and other equitable relief. 

ERISA does not impose a specific duty on the part of either 
fiduciary or non-fiduciary parties in interest to disclose to a plan that 
they are engaging in transactions that are or may be violations of 
ERISA. The Subcommittee recommends that Congress amend ERISA 
to impose on parties in interest a specific duty to disclose to plan 
administrators their financial interests in any party dealing with 
the plan and any arrangements whereby such party in interest will 
receive compensation or other payments, including loans, for his own 
account from a party dealing with a plan. 

The proposed disclosme requirements should be patterned a.fter 
the provisions of the Labor Management Reporting and Disclosur~ 
Act (LMRDA) which require UniOh organizations, employers and 
union officers to file annual reports with the Department of Labor 
disclosing questionable payments and financial interests.ss For ex
ample, officers and non-clerical employees of labor organizations are 
required to disclose their and their families' (1) financial interests 
hi employers and enterprises which do business with employers and 
labor organizations, ~nd (2) payments they and their families receive 
from any employer or labor relations consultant to an employer (29 
U.S.C. § 432). Similarly, employers must report direct and indirect 
paylnents to union organizations and union officers and employees. The 
purpose of these reporting requirements was deseribed in Senate Re
port No. 187, 86th Collgress, First Session (1959), p. 5: 

37 The amount of the penalty may not exceed Ii percent of the amount involved nnd, 
if the transaction is not corrected, the Secretary of Labor is authOrized to impose _ a 
penalty of up to 100 percent of tile am()unt inVOlved. In the case of pension and ccrt!11n 
other plans "qualified" under the Inttlmnl Revenue Code, provision is made "lor the 
imposHion of It simi 11,1' penalty in the form of un excise tax. (Sel! Section ,!:075 ot the 
Internal RevenUe Code.) 

38 (29 U.S.C. § 431-433.) Theso reports are public information under 29 U.,S.C. § 435. 
Also, 29 U.S.C. '§ 439 provides criminal penalties for faUure to file these reports nnd for 
fnlse statements and concenlment of material facts in such reports. 
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* * * [O]nly full disclosure will enable the persons whose 
rights are attected, the public, and the Government to deter
mm.e whether the arrangements or activities are justifiable, 
ethical, and legal. 

This rationale is equally applicable to employee benefit plans. 
In order to permit fieXlbihty to take into account the broad reach 

of the definition of party in interest,39 the Bubcommittee recommends 
that legislation direct, the Secretary of Labor to adopt regulations 
to implement the disclosure proposal. The regulations SllOUld be 
designed to obtain only information as to business lelationships and 
financial interests which are material to the detection or assessment 
of potentially unlawful or questionable transactions. In this regard, 
the regulations should be taIlored to the responsibilities of the posi
tions held by persons who are parties in interesG. For example, coun
sel, insurance consultants and other professionals which serve a plan 
should disclose the names of their clients 'which have material business 
dealings with the plan and any personal business relationships or 
financial interests in a. party which deals with the plan. 

It is further recommended that the information disclosed pursuant 
to these regu]~tions be £led with the Department of Labor as required 
under Ll\1B,DA, or be included in the annual reports required by 
ERISA of employee benefit plans.40 Violations of these disclosure 
requirements should be subject to criminal penalties under 18 U.S.O. 
§ 102'7 41 and to injunctive and other civil remedies. 

The recommended disclosure requirements would alert employee 
benefit plan officials to potential conflicts of interest and other ques
tionable transactions. Such disclosures could also serve as supple
ments to existing provisions concp-rning prohibited transactions. They 
would provide a, mechanism to alert plans, their fiduciaries, and the 
Department of Labor ·as to the existence of possible prohibited trans-
actions and breaches of fiduciary duty. . 

The proposed recommendation contemplates disclosure of some 
payments which might be criminal under 18 U.S.C. § 1954 which 
prohibits payments to (and receipt by) employee plan fiduciaries and 
certain other parties in interest because of or with the intent to in
fluence (or -be influenced with respect to ) actions and decisions of 
the plan. A perSOll who willfully fails to report such a payment 
maY'have a complete defense to prosecution for such failure to assert
ing hi:;:: Fifth Amendment privilege against self-incrimination; how
ever, the privilege against self-incrimination would not preclude 
prosecution for filing a report which contains false information or 
conceals material facts. See United .States v. 111 aOa1,thy, 298 F. Supp. 
561 (S.D.N.Y. 1969), aff'd 422 F. 2nd 160 (2el Oil'. 1970), appeal 
disrnissed, 398 U.S. 946. 

"" In some in~tunces a firm deallng with the plan may Itself be a "party in interest," 
thus mnklng officers, di~ectors. and contro11lng persons of that firm 'parties in interest. 
The Snhcommlttee's pronnsal Is not Intended to require regular Officers, directors. and 
contro11lng persons to di~close hona fide compensation for their services to such firm. 
Disclosure requirements ShOUld' not apply to clerical employees. Also. persons who are 
parties In Interest solely by virtue of being TPla.tivesof fiduciaries. service providers. etc., 
mny Include their disclosures In the reports of their fiducinry or service provider relatives. 

4. ERISA§ 103. 29 U.S.C § 1023. These reports are available to plan. pnr~lclpnnts. 
11 See discussion of this provision in footnote 13 on p. 41 of this report. 
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The preceding recommendation is designed to facilitate detection of 
questionable, improper, and prohibited transactions by requiring an
nual reporting by parties in interest. The Subcommittee also recom
mends that Uongress amend ERISA to require the Department of 
Labor to adopt rules requiring employee benefit -plan fiduciaries to ob
tain written certified disclosures from parties dealing with the plan 
("dealing party") prior to entering any material transaction with the 
dealing party. The disclosures should cover any payments made or to 
be made in connection with the proposed transactions to any fiduciary 
or other party in interest and any financial interest which any fiduciary 
or other party in interest may have in the dealing party. '1'he legisla
tion should make it clear that the required disclosures would be subject 
to the crimmal penalties of 18 U.S.c. § 1027 for false statements and 
concealment of material facts. 

E. JOINTLY MANAGED TRUST FUNDS 

. The Subcommittee also is concerned that the present structure of 
many employee benefit trust funds jointly managed by employer and 
employee representatives does not -adequately protect against potential 
contiic.ts of interest. The provisions of the Taft-Hartley Act relat
ing to such trust Tunds reqmre that employees and employers be equally 
represented in the administrati<m of such funds "together with such 
neutral persons as the representatives of the employers and the repre
sentatives of employees may agree upon * * *".42 However, the Sub
committee has found in the course of its investigations that there are 
seldom any "neutral" trustees, and that frequently the union and man
agement trustees are the same individuals who must face each other 
periodically over the collective bargaining table. 

In reviewing the process by which the trustees of various funds 
decided to award their insurance contracts .to the Hauser group, it 
appears that one or more of the union trustees tended to dominate the 
proceedings. Although management trustees sometimes raised ques
tions concerning the proposals by the Hauser companies or about the 
companies tJhemselves, in a number of instances they a{lquiesced in w'hat 
the umon trustees wanted to do. This raised the question of whetheJr or 
not the fact that the management trustees would ha.ve to face the labor 
trustees across the bargaming table at some future date m:ay have 
afr3cted their actions as trustees. 

To minimize this potential conflict of interest in the jointly malllaged 
tnlst funds, the SubcOlllnittee recommends that the Congress amend 
the Taft-Hartley Act to require the inclusion of independent neutral 
trustees. The Subcommittee also recommends that the Congress ex
tend the "sunshine" or open meetings principle to jointly managed 
trust fUJllds by requiring that all meetings of the trllstees be open to 
participants in the fund. It is fnrither recommended that a verbatim 
record be kept of the proceedings and made available for review by 
any participant in the fund and members of the public as are reports 
required by the Labor Management Reporting and Disclosure Act 
(29 U.S.C. § 435) . 

.. 29 U.S.C. § 186{c) (5) (B). 
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F. SANCTIONS AND REMEDIES AGAINST UNIONS AND E.MPLOYEE BENEFIT 
PLAN OFFICIALS WHO ABUSE THEIR POSITIONS OF TRUST 

In its investigation, the Subcommittee learned that Bernard Rubin 
continued to serve as a trustee of local labor organizations of the In
ternational Laborers' Union and related employee benefit plans after 
he was convicted of several counts of violating the racketeering statutes 
and embezzling the nmds of these organizations. Following the con
viction of Rubm, the Court of Appeals granted a stay of the District 
Court's order under 18 U.S.C. § 1963 requiring Rubin to forfeit his 
plananc1. union positions. The Department of Justice uncovered evi
dence that Rubin continued to embezzle union and union employee 
plan funds between the time of his conviction and his removal two 
years later from his fiduciary positions pursuant to a court order 
setting conditions on his bond pending appeal. 
1. F01'/eiture 0/ Positions 

A union or employee plan official who is convicted of racketeering 
violations involving embezzlement of the assets of such entities or other 
misconductaifecting those entities (e.g., kickbacks and fraud) should 
110t be permitted to exercise control over the plan. If he is ordered to 
forfeit his positions with those entities and the order is stayed pending 
appeal he should at least be suspended from performing any nmctions 
until the appeal is decided. Accordingly, the Subcommittee recom
mends that legislation be adopted which would provide for such 
suspension.43 

2. Disqualifioation 
Both the Labor Management Reporting and Disclosure Act 

(LMRDA) and ERISA prohibit a person convicted of certain crimes 
from serving as a trustee, officer, employee, or consultant to labor or
ganizations (LMRDA, 29 U.S.C.§ 504) and employe benefit plans 
(ERISA 29 U.S.C. § 1111).44 However, the disqualification does not 
tv,ke effect upon conviction by a trial court, but only after such judg
ment has been sustained On appeal. Thus, a union or employee plan 
official convicted of embezzling union or plan funds would not be dis
qualified from holding those positions pending appeal. Many appeals 
take years to reach their ultimate conclusion, years in which officials 
like Rubin can nlrther deplete the union and trust fund assets. 

'rhe Subcommittee believes that a union or plan official who is con
victed by a trial court of a crime involving a breach of his position 
of trust with a union or employee plan, should be suspended 
from performing any official functions pending appeal. The consider
ations forming the basis of the preceding recommendation with re
spect to forfeitures for racketeering violations npply with equal 

43 See discussion below of recommendation for suspension following conviction under 
other criminal statutes. The Subcommittee assumes that the U.S. Courts of Appeal would 
take appropriate steps to assure that appeals of cases where such suspensions apply will 
be ileclded on an expedited basis. . 

H The forfeiture under the raclceteerlng provisions of 18 U.S.C. § 1963 may be Invoked 
only upon a showln,:: of a "pattern of racketeering activity"; I.e. at least two acts oJ: 
"racketeering activity" which Is defined to include crimes whiCh directly affect lahor 
organizations and emplo~'ee henefit plans such as embezzlement and illegal payments for 
Infiuence. In contrast, the disqualification provisions of LMRDA and ERISA apply In 
the case of conviction of anyone of the rlisquaUfylng crimes. 
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force in such a case. Accordingly, the Subcommittee recommends en
actment of legislation providing for such a suspension. 

In examining the disqualification provisions of LMRDA and 
ERISA, the Subcommittee found that the list of disqualifying crimes 
under ERISA are mnch broader than those under LMRDA. For ex
ample, ERISA enumerates fraud, including mail and wirel fraud; ille
ga'! pa,yments to officials of employee benefit plans (18 U.S.C .. § 1954) ; 
perjury; obstruction of justice (18 U.S.C. §§ 1503,1505,1506) ; inter
ference with commerce by threats or violence; attempts to commit 
any of the enumerated crimes or any crime in which any of the fore
going is an element. However, the foregoing are not in.cluded in the 
list of disqualifying crimes under Ll\1:RDA. Thus, the :,subcommittee 
recommends tlmt LMRDA be amended to bring it into conformity 
with the corresponding disqualification provisions of ERISA . 

. As noted above, Allen Dorfman's Amalgamated Influrance Agency 
continued to act as the insurance claims processing agent of the 
Teamsters Health and Welfare Fund even after his removal as con
sultant to the Teamsters Pension Fund following his 1972 conviction 
for accepting a kickback in connection with a Pem',ion Fund trans
action. The trustees of the Health and Welfare Fund could have in
voked the prudent man r11!e and terminated its relationship with 
Amalgamated, but it did not do so. 

The automatic disqualification provision of EInSA (29 U.S.C. 
§ 1111) does not specifically bar a corporation, whieh is controlled by 
or employs a disqualified person, from serving all employee benefit. 
plan as a consultant, agent, or other capacity.45 The Subcommittee 
considers this a loophole which should be closed by legislation extend
ing the coverage of the provision to corporations and other entities 
controlled by disqualified persons or which emp)loy disqualified per
sons.46 The legislation should provide that, beforn this disqualification 
could be imposed, the affected entity must be given an opportunity to 
obtain an exemption from the U.S. Board of Parole if it can be demon
strated that the disqualified employee or control person will not take 
part in any aspect of the entity's dealings with. the plan.47 

The Subcommittee further recommends thai. a similar loophole in 
the disqualification provision for labor organi?;ations under LMRDA 
(29 U.S.C. § 504) also be closed by similar legislation. 
3. Pl"eoonvwtion Remedies 

The disqualification provisions of LMRDA and ERISA apply only 
after conviction of the specified crimes. In c1ontrast, the Government 
may invoke 18 U.S.C. § 1963 to obtain fl, protective order or equitable 
relief to prevent a union or plan official undeIC indictment for a pattern 
of racketeering activity for misuse of the f{,ssets of such entity from 
misusing such assets pending trial. This authority permits the Depart-

4" The disqual!fication is Ilmited to 5 yeal:S followf.ng final conviction or the end of 
imprisonment Whichever is later . 

•• It may be possible to Invoke the dlsqual1ficatlon IIlrovlslon against a corporation OIl 
the theory that is the alte'r ego of the disqualified Individual. However, it woulel be 11 
difficult burden to sustnin such a theory and, in nny fvent, it probably could not be used 
to reach situations in which a corporation merely ellnploys a disqualified individual. 

47 The ERISA presently provides that a c'orporatlon or partnership which is convicted 
of a disqualifyIng crime may not be disqua'lified unlOils the Board of Parole determines, 
after notice and an opportunity for hearin.g, that service to the plan would be incon
sistent with the intention of this section. 

---.-.-~-,-j-----------



54 

ment of Justice to take action independently of the Department of 
Labor, which may not be able to effectively pursue regular civil rem
edies because the evidence of the misconduct was developed by a 
Grand Jury and, thus, not available for civil enforcement purposes.48 

Comparable pre-conviction is not provided under non-racke
teering criminal statutes relating to embezzlement and other misuses 
of union and plan assets. Thus, the Subcommittee recommends that 
these criminal statutes be amended to authorize the Department of 
Justice to seek appropriate pre-conviction restraints on union and plan 
officials under indictment for. crime involving misuse of union and 
employee benefit plan assets (29 U.S.C. § 501 and 18 U.S.C.§ 664). 
4. Oivil Rern.edies Against Union Officiats 

ERISA provides civil remedies enforceable by the Department of 
Labor to remove plan fiduciaries who have breached their fiduciary 
duties, obtain money judgments and to obtain other equitable or 
remedial relief. 40 The provIsion for "equitable and other remedial re
lief" is broad enough to authorize the Secretary of Labor to seek and, 
if the circumstances warrant, a cou.rt to impose a trusteeship or moni
torship to protect or seek the return of fund assets. However, similar 
protections are not afforded under LMRDA. 

LMRDA prvvides no authority for civil enforcement by the Gov
ernment of the provisions of Title V of the LMRD A, wliich impose 
fiduciary obligations on labor union officers and e:.ployees and other 
representatives (29 U.S.C. § 501) and provides fOl: other saJeguards 
relating to bonding of union officer employees (29 U.S.C. § 502), loans 
to officers and employees of unions (29 Uo'S.C. § 503), and the disquali
fication of persons convicted of crimes from serving as union officers 
(29 U.S.C. § 504). The Subcommittee believes that this is a serious 
deficiency and, therefore, recommends that LMRDA be amended to 
provide the Government authority to bring civil actions for remedial 
and other equitable relief against persons violating their fiduciary 
duties to labor organizations and other duties under Title V of the 
LMRDA. This will bring into conformity with the corresponding civil 
enforcement provisions of ERISA. 

G. "PRUDENT MAN" GUIDELINES UNDER ERISA 

This case shows the need for vigilance by employee benefit plan 
trustees and other fiduciaries with primary management respunsibility 
in protecting the plan against overreaching by operators such as 
Hauser and his associates .. A.s previously noted, ERISA provides that 
a fiduciary shall discharge his duties with the care, skill, prudence and 
diligence that a "prudent man" would use. The record of this case, to
gether with the experience gained from administering ERISA, should 
give the Department of Labor an adequate basis to define minimum 
standards that fiduciaries must meet in order to comply with the pru
dent man rule. Accordingly, the Subcommittee recommends that the 
Department formulate and issue appropriate interpretive regulations 
setting forth such standards. 

'8 See Rule 6 (e) of the Federal Rules of Criminal Procedure. 
'.ERISA ft 409, 29 U.S.C. § 1109; and ERISA § 502(a), 29 U.S.C. 1132(a). ERISA 

also authorizes a civil action for removal of a person who serves in violation of the dis
qualification of Section 411 of ERISA, 29 U.S.C. \l1111. 

------~~--
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The proposed regulations should specify the steps trustees should 
take to investigate the back~ounds of persons furnishing services to 
the plan ill order to determme their reliability, potential conflicts of 
interest they may have, and their status as fiduciaries. Such inquiry 
should adduce information which would permit plan trustees to deter
mine whether to retain the services of consultants and other persons 
who have special expertise. 

The proposed regulations should also require trustees to make in
quiries into bidding insurance companies in order to determine the rep
utation of their management and the financial responsibility of such 
companies, including reinsurance, finder's fee and commIssion ar
rangements. The nature and extent of such inquiry would be less 
burdensome if the Subcommittee's recommendations for minimum 
standards for insurance companies doing business with employee bene
fit plans and other insurance related proposals were adopted. 

The proposed regulations should further require plan trustees tv 
adopt written procedures designed to prevent and detect overreaching 
of and fraud on the plan and breaches of fiduciary duty and "pro
hibited transactions." The procedures should set forth the details of 
the plan's internal control and accountability system and provide for 
documentation and audit of compliance with plan procedures, includ
ing the basis of decisions involving dispositions of plan assets as well 
as the na.ture and results of the inquiries into persons providing serv
ices to the plan and bidding insurance companies. The regulations 
should also require adoption of competitive bidding procedures for 
purchases of insurance and other appropriate transactions and em
phasize the need for plan trustees to be watchful for deviations from 
established procedures and other irregularities. 50 

The above proposals for "prudent man" guidelines are intended to 
complement the Subcommittee's other recommendations which are de
signed to remedy significant weaknesses in insurance regulation and 
current Federal laws which protect employee benefit plans. Imple
mentation of these other recommendations should make it significantly 
more difficult for a Hauser-type scheme to achieve success. However, 
employee benefit plans would still remain attractive targets for un
scrupulous operators who promote similar or novel schemes. Thus, the 
ultimate responsibility for protecting the interests of employee benefit 
plans must remain with the trustees and other fiduciaries of such plans. 
This case shows that they cannot necess\1rily take comfort in "industry 
practices," but rather must discharge their duties with a healthy 
skepticism. To that end, the recommended prudent man guidelines 
would heighten the awareness of persons vested with responsibility 
for management of such plans as to what is required of them as 
fiduciaries. 

H. UiPROVEMENTS IN THE DEPARTl\fENT OF LABOR'S ENFORCEl\mNT PROGRAM 

As previously noted, the Department or Labor has filled 82 of the 90 
positions it promised about a year ago to assign to the Department of 

00 The Department of Labor recently adopted a regulation which sets forth guidelines 
nn the Investment of plan assets under the "prudence" rule (29 C.F.R. § 2550 404a~1). 
The matters to be dealt with ill the prudent man A'uldellnes recommended by the Subcom
mittee are not covered by the Department's regulntlon. For example the Department's 
regulation deals only with investments and thus does not cover background inquiries, 
Internal control, and procedures to prevent fraud and ERISA violations. 

~-----I 
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Justice's Organized Crime Strike Forces. The Subcommittee recom
mends that the Department promptly fill the remaining positions and 
continue its commitment to support the organized crime program. Also, 
the Department is directed to submit to the Subcommittee within 60 
days a report on the status of its commitment. The report should also 
contain a summary of the strike force investigations in which Depart
ment personnel have participated and the outcome of such investiga
tions, including the results of any prosecutions. 

The Department of Labor has suggested that it has no responsibility 
to detect and investigate violations of criminal laws relating to em
ployee benefit plans in Title 18 of the U.S. Code because they are not 
technically part of ERISA. The provisions include prohibitions 
against embezzlement (18 U.S.C. § 664), kickbacks (18 U.S.C. § 1954), 
and false statements in reports under ERISA (18 U.S.C. § 1027). The 
Subcommittee recommends that Congress amend ERISA to make it 
clea,r that the Department of Labor's investigative responsibility 
extends to such crimes. ' 

The Subcommittee further recommends that the Department of 
Labor reassess its position with respect to the September 28, 1978 
GAO report which found several serious shortcomings in the Depart
ment's enforcement program. The Department is directBd to submit 
to the Subcommittee within 60 days 'a detailed report of the results of 
its rea;ssessm~nt of each GAO finding and recommendation. In this 
connection, the Subcommittee cannot emphasize too strongly the need 
for the Department of Labor to carry out a vigorous criminal and 
civil enforcement program. The GAO report and the comments of the 
Department of Justice make it clear that, in order to achieve this ob
jective, the Department of Labor needs more qualified manpower than 
has been requested by the Department of Labor and the Office of Man
agement ~nd Budget and approved by Congress. Thus, the Subcom
mittee recommends that Congress carefully consider Department of 
Labor budget requests for enforcement personnel to assure that per
sonnel needs are adequate to the task. A complete accounting of its 
personnel needs in. tl~e Department's report to the Subcommittee will 
obviously assist the Congress. The Department of Labor's report 
should also contain its legislative recommendations to correct any de
ficiencies in its jurisdiction or investigative tools which prevent it 
from dealing effectively with abuses affecting labor organizations and 
employee benefit plans. . 

The Department is also directBd to submit within 60 days a state
ment as to what action it will take in re&'ponse to each of the Subcom
mittee's preceding recommenda.tions for the adoption of regulations 
and guidelines (see Sections B-6, C, and G) . 
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III. DETAILS OF THE EVIDENOE 

A. THE INVESTIGATION 

Under section 3, paragraph 2 of Senate Resolution 370, 95th Con
gress, 2nd Session, and similar resolutions of preceding Congresses, the 
Permanent Subcommittee on Investigations has been authorized to 
investigate improper practices and activities in the 1abor-management 
field detrimental to the interests of the public, employers, or employees. 
Pursuant to this authority, and the Subcommittee's rules of procedure, 
the Subcommittee in early 1976 unalllimously authorized the staff to 
undertake preliminary inquiries into problems in the labor-manage
ment area. Subsequently, 'attention was focused on problems besetting 
labor union insurance programs. 

As part of its work in this area, the Subcommittee, in June 1976, 
issued a committee print entitled "Staff Study of the Severance Pay
Life Insurance Plan of Teamsters Local 295." That study dealt with a 
highly questionable life insurance plan which was promoted and sold 
to the Local 295 Severance Trust Fund by one Louis C. Ostrer and his 
associates. The effect of that plan was to extract high insurance pre
miums alIld excessive commissions from the Severance Pay Trust Fund 
through the sale of individual whole-life policies to union members 
rather than a more conventional 'and much less costly group-term life 
policy. Following the issuance of that staff study, the sta.ff continued 
its investigation of the activities of Ostrer and his associates. In March 
of 1977 the Subcommittee held a public I1P"ring and released a com
mittee print entitled "Supplemental StaY' Jtudy of Union Severance 
Pay-Life Insurance Plans adopted by Union Locals," which showed 
that the same type of plan had been sold to 11 other union trust flmds 
in six states, and that commissions amounting to as much as 90 percent 
of nhe first year premiums had been paid to the plan's promoters. 

Duriillg the course of the Subcommittee's investigation into the activ
ities of Ostrer and his associates, the staff identified another group, 
headed by a man named Joseph. Hauser,l that had sold thousands of 
whole life and other insurance policies to some of the same Florida 
union trust funds and individuals as had the Ostrer group. 

In accordance with the Subcommittee's rules of procedure, an in
quiry into the activities of Hauser aHd his associates was authorized by 
the Subcommittee on September 16, 1976, and reauthorized on July 12, 
1977. 

1 In December 1978, the Secretary of Labor Instituted a civil action against Ostrer 
and the trustees of Southeast Florida Lahorers' District Council Pay Trust Fund alleging 
that they breached their fiduciary duties by causing the Fund to expend excessive and 
unwarranted sums !n connection with the funding of health benefits resulting in a loss 
of $300.000. Marshall v. Rubin. et at .• C.A. No. 78-5749 (U.S. District Court, Southern 
District of Florida). ·See CllScllAsion of that action in the letter from the Secretnry of Labor 
to the Subcommittee which is in Aoppendix E. Former Fund trustee and defendant Bernard 
Rubin was also an import figure in Hauser's activities. (See discussion below.) 
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The immediate objectives of the investigation were to determine the 
reasons for the phenomenal success of the Hauser-affiliated companies 
in obtaining labor union trust fund insurance cootracts in competition 
with many of the largest and best known insurance companies in the 
country; whether there were improprieties on the part of fund trustees 
or others in. the awarding of such contracts to the Hauser group; and 
whether, how, :and the extent to which Hauser and his associates had 
converted labor ullion trust funds to their own use. 

The ultimate purpose of the investigation was to determine whether 
the improprieties identified had been made possible by deficiencies in 
Federal and State laws. or in the administratio:n and enforcement of 
such laws, and if so, to formulate appropriate recommendations for 
legislative or administrative remedies. 

Due to the highly complex and widespread nature of the Hauser op
eration, the number and volume of complicated financial transactions 
involved, and the intricacies of the programs and bidding processes in
volved in the awarding of labor union insurance contracts, a full year 
was required to complete the investigation. It involved the issuance of 
a.1most 100 subpenas and the review and analysis of VOluminous records 
and files. It also required extensive field work including interviews 
with numerous prospective witnesses. 

As a result of the information obtained during the investigation, 
the Subcommittee held 11 days of public hearings on October 10-12, 
17-19,28 and 31, and November 1,2 and 4, 1977. Twenty-seven wit
nesses were examined under oath, including several members of the 
staff who had participated in the investigation, and additional evi
dence was received in. the form of exhibits and sworn affidavits. The 
printed hearing record covers 1,209 pages. 

The members of the Subcommittee staff who participated in this in
vestigation were: ·W. Donald Gray, LaVern Duffy, John J. Walsh, 
\'~il1iam Anderson, andRay Madden of the Majority Staff; Robert 
NIchols, a Congressional Fellow on loan to the Subcommittee from the 
Equal Employment Opporhmity Commission; and Jonathan Cottin, 
Howard Marks, and Joseph J. Block oftha Minority Staff. The Sub
committee was also assisted by Joseph Unger, Herbert Harris, and 
Franklin Dana of the General Accounting Office who were assigned 
to work with the regular Subcommittee staff and made significant 
contributions to the investigation. The investigation was under the 
overall supervision of former Chief Counsel Owen J. Malone and for
mer Chief Counsel to the Minority Stuart M. Statler. This report was 
written under the supervision of La V ern J; Duffy, General Counsel to 
the Subcommittee. 

Following is a detailed summary of the evidence obtained by the 
Subcommittee during the investigation. 

B. OVERVIEW OF THE HAUSER OPERATION 

There were some similarities between the operations of the Louis 
Ostrer and Joseph lia"user groups, notably in their attempts to influ
ence labor leaders to purchase high-premium whole-life or permanent 
t.ype insurance for their groups, rather than the more conventional and 
Jess costly group-term life. However, Hauser's operation was much 
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larger, more sophisticated and significantly more complex than 
Ostrer's. 

The Ostrer group sold only one product, individual whole-life in
surance policies, to a specialized type of fund, severance pay trust 
funds. The Hauser group 2 dealt with the unions' general health and 
welfare funds. If Hauser and his associates could not sell a fund whole
life insurance, they would sell it group-term life, as well as health, 
accident, and disability insurance. 

While the Osh-er group was largely dependent for income on com
missions from the insurance companies with which they placed the 
insurance they sold, the Hauser group acquired and ran its own insur
ance companies. Thus, the Hauser group had access to and use of the 
full premium payments from the business they generated, including 
the reserves for future claims. 

The normal insurance company uses most of the premiums to pay 
claims and to set up reserves which are placed in qualified invest
ments. In contrast, the modus operamdi of I-lauser and his associates 
was to channel large labor union trust fund insurance premiums into 
their insurance companies and then to convert large amounts of these 
union premium monies to their own use before the claims caught up. 
As claims mounted against the premiums which had been diverted 
to other uses, a portion of the premiums from newly acquired labor 
union business would be used to pay the claims against old business. 
As a result, new business had to be generated constantly to bring in 
new premium dollars to pay claims, the reserves for which had been 
diverted to other uses. In this respect, the Hauser operation resembled 
a "Ponzi Scheme," or never-ending chain in which the later victims 
generally suffer the greatest loss. In tlus case, the last purchaser of 
insurance from the Hauser group was the Teamsters Fund which 
also suffered the largest single I08S-$7 million. 

Moreover, when the Hauser group had largely exhausted the labor 
union business available to it in States where its own insurance com
panies were licensed to do business, it entered into a type of reinsur
ance agreement, Imo'\7n in the insurance industry as a "fronting" 
agreement, with a company licensed in other Stu,tes. The Hauser 
group would then sell insurance to labor union trust funds in those 
States, using the policies of the fronting company, but reinsuring 
all or most of the risks into one of the Hauser-controlled companies. 
Most of the premiums would also be passed on to the Hauser company. 

The Subcommittee's investigation showed that during the 3 years 
of its existence, the Hauser operation enjoyed phenomenal success 
in securing insurance business from labor union trust funds. 

For example, during the period 1973-1976. the Hauser affiliated 
insurance companies collected over $39 million in insurance premiums 
from 20 labor union trust funds headquartered in 8 States (pp. 13-
14, Exhibit 1A).3 At the time of the Subcommittee's investigation, 
only $25.6 million had been paid out in claims against the $39 million 
collected in premiums, leaving over $13 million-or approximately 

• The term "Hauser group" refers to Joseph Hauser, the insurance companies and other 
firms which he controlled and the officers, directors, nnd the employees of those firms. 

3 Unless otherwlsp. Indlcnted, page and exhibit numbers cited In this report refer to 
pnges In the printed hearing record and exhibits printed or indexed in the hearing record. 
Citations to Appendices refer to documents which were not Included In the hearing 
record, but which are made a part of this report. 
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one-third of the total premiums-unaccounted for. More recent in
formation. indicates that actual losses resulting from Ha,user's activ
ities totals at least $8 million, which includes the $7 million Team
sters Fund loss and over a $1 million loss sustainted by several 
Florida Laborers' health and welfare funds.4 Teamsters Fund trustees 
and certain Fund beneficiaries have instituted civil actions seeking 
the recovery of the 10ss.5 The Secretary of Labor has instituted one 
action against Hauser and certa,in of. his affiliated firms and the cur
rent and former trustees of Florida Laborers' Local 767 Health and 
Welfare Flmd alleging that Hauser induced fund trustees to breach 
their fiduciary duties in expending excessive amOlmts of plan assets 
for individual whole life insurance policies. The Secretary of Labor 
is also preparing to institute legal action or considering possible 
legal action with respect to a number of the Florida funds. 6 

Due to the enormous number of claims and other transactions in
volved, and the non-availability of many records, the Subcommittee 
did not attempt to verify the accuracy· and validity of the claims 
figures which were provided by the trust funds, nor was the Subcom
mittee able to trace every dollar of the remaining premium payments. 
However, on the basis of the bank accounts and other records which 
the Subcommittee was able to obtain and analyze, approximately $11,-
700,000 in diversions and questionable expenditures by Hauser and his 
associates from the union trust fund premium moneys were identified. 
This amount constituted about 30 percent of the total premiums paid 
by the union trust funds. Demils of these diversions and questionable 
payments were included in Exhibits 2A through 2H of the hearing 
record Cpp.16-33). . 

These exhibits showed $775,402 in conversions to cash by Hauser 
and his associates, including a number of individual transactions 
ranging from $50,000 to $200,000; $3,334,629 in payments to other 
enterprises controlled directly by Hauser and/or his associates; $199,-
932 for payment of what appeared to be personal expenses; and 
$354,122 for commissions, fees, or other payments to insurance agencies 
and other enterprises most of which, while not directly controlled by 
Hauser and his associates, were established at Hauser's behest, and 
funded almost entirely by payments from the Hauser affiliated insur
ance companies. A number of these agencies were owned by relatives 
or associates of labor umon officials associated with trust funds that 
placed their insurance with the Hauser companies. In addition, some 
$5,792,463 was placed in investments which were at best questionable 
and at worst, worthless and possibly fraudulent; $713,058 was paid out 
in legal fees, many of which appeared to be extraordinarily high, and 
frequently were made to firms which were representing Hauser or 
his associates in their personal legal difficulties or in other matters 
unrelated to the normal operations of the insurance companies. Finally, 
there was $055,319 in miscellaneous disbursements which bore no 

~ Well over $2(} million of the aforementioned $39 million in premium payments to the 
Hanser affiliated insurance companies were made by the Teamsters and Florida funds. 

• Copies of the Complaints in these actions and certaIn other court papers are In Ap· 
pendix D. 

• See correspondence from the Secretary of Labor in appendix E. The Secretary notes 
that several cases are still under investil'latloll and that the results of other investigations 
failed to uncover losses to funds in Indiana, Arizona, Rhode Island and HawaII. 
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apparent relationship to the normal business operations of the insur
ance companies. 

While some of these payments could conceivably have been related 
to normal and legitimate operations of the insurance companies, in 
many instances they clearly were m)t. For example, Hauser wrote 
a check for $1.1 million to a Swiss Corporation, Zeevco A. G., which 
had no apparent relationship to the operations of the insurance com
panies identified in the Subcommittee investigation and which was 
never satisfactorily explained. A court-appointed receiver for Hauser's 
National American Life Insurance Company recovered about $832,000 
of the $1.1 million. Hauser finally made restitution of another $146,000 
only after having been held in contempt for failure to comply with 
a Federal Ci':mrt order. 

In other instances, payments which are normally considered quite 
legitimate for an insurance company were questionable for other rea
sons. For example, many of the commission payments made to insur
ance agencies appeared to bear no relationship to the volume of, or 
particular blocs of, business generated by those agencies. (See e.g., 
pp. 26-27, 84-85, 358, 369-370, 512, 516, 518.) To the e:l..'ient that such 
commission payments exceeded the amolmts which would be due under 
the terms of agency agreements, they were carried on the books as 
"commission advances." The largest share of such commission pay
ments and advances was made to companies controlled directly or 
indirectly by Hauser. While some portion of these payments might be 
considered legitimate, there was either no or inadequate documentation 
as to business purpose. Overall, these questionable payments were 
nothing short of disastrous from an insurance underwriting point 1)£ 
view. All of the insurance companies involved are now in receivership.7 

The Subcommittee's investigation shows that most of the labor 
union insurance business of the Hauser affiliated companies, other 
than the whole-life policies, was written on a "cost-plus" basis. This 
means that the premiums paid by the union trust funds to the insur
ance companies were limited to the amount of the anticipated claims, 
based on past experience, plus a so-called "retention" fee to cover the 
insurance company's expenses and profit. In most cases "retention 
fees" amounted to 4 percent or less of the anticipated claims. Thus, 
this was very low margin business. The retention for expenses and 
profit could not possibly support the diversions of premium dollars 
ident~fied by the Subcommittee's inquiry. 

TIns "cost-plus" feature of an insurance contract normally allows 
the insuring company to operate on such a thin margin because the 
company does not have to assume the risk that the actual claims will 
exceed the anticipated claims. If this occurs, the labor union trust 
fund must pay the difference at the end of the policy year. On the 
other hand, if the actual annual claims are less than the anticipated 
claims, the labor union trust fund is due a refund of the difference. 

The Subcommittee's investigation and hettrings show that the 
Hauser group followed a general pattern in obtaining labor union 

7 Farmers National Life Insurance Co. of Florida Is now in liquidation proceediIigs. 
Fnrmers National policy holders. many of whom had become uninsurable, lost their insur
ance coverage and cash values. Old Security Life Insurance Company and Family Provider 
are also in liquidation proceedings. Although it suffered subetantial losses and stIlI has 
major claims outstanding against it (most importantly, a claim by the Teamsters Fund), 
National American Life Insurance Company of Louisiana has been reorganized with no 
termination of life insurance coverage for its pollcy holders . 

i 
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trust fund insurance business. The gr:oup's method was to cultivate 
relationships with labor union officIals, members of their families, 
and other persons close to them in order to gain access to the business. 
In some instances, the group obtained assistance from fund trustees, 
an insurance consultant, and an attorney to certain funds. The Hauser 
group frequently offered economic incentives to these persons, which 
included the payment of gratuities to some fund trustees and union 
?fficials and payment of a finder's fee to a fund attorney. In other 
mstances, the Hauser group established and underwrote the ex
penses of insurance agencies for relatives of 01' persons having con
tacts with union leaders and agreed to pay comlnissions and/or pre
mium overrides to such agencies. Hauser also offered to use his union 
contacts to assht an insurance consultant in acquiring other union 
employee fund clients. 

In substantial part through these persons, the Hauser group was 
able to bring about the rebidding of the union employee benefit plans' 
insurance program, and/or see to it that one or more of Hauser's com
panies and/or their reinsurance partner, the Old Security I.Me In
surance Company, was included on the list of companies invited to bid. 
The Hauser group frequently exerted influence to have the invitations 
for bids include a request for proposals on the expensive permanent 
or whole life insurance being promoted by the Hauser group. 

The Hauser group usually submitted the lowest bid. In some in
stances, operating through their inside contacts, the Hauser group 
even prepared or helped prepare the bidding specifications and the 
list of bidders used by the trust fund involved or, after invitations 
were issued, the Hauser blTmm received information and advice from 
inside some of the plans involved. 

In a number of instances, the Hauser group brought influence to 
bear on t.he plan trustees to approve group perIn.anent life insurance 
as part of their insurance program and to accept their group perma
nent bid. 1Vhere this did not succeed, the Hauser group influenced the 
trustees to award it contracts for other forms of insurance such as 
group term life, and health, accident and disability coverage. 

The Subcommittee's investigation and hearings explored in great 
detail how tIllS general pattern was followed with respect to particular 
labor union groups. 

The Hauser operation involved three more or less distinct phases. 
The first involved the sale of insurance to labor union groups pri
marily within the State of Florida and surrounding States where 
Hauser's Florida-domiciled insurance company was "licensed to do 
business. Phase two involved expansion into other States through the 
use of a reinsurance fronting agreement with Old Security Life Insur
ance Company of Kansas City, Missouri, a non-Hauser owned. insur
ance company licensed to do business in 49 StrLtes. Through tIlls device 
the Hauser group was, in effect, able to write labor union group insur
ance contracts in States where the Hauser-owned companks were not 
licensed to do business. The third phase of the Hauser operation in~ 
yohred a concentrated and ultimately successful effort to obtain the 
life insurance contract of the Teamsters Central States, Southeast, 
and Southwest Areas Health and v\! el£are Fund, reputedly the largest 
such contract in !ihe country. 
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Succeeding sections of this report deal with each of these phases of 
the Hauser operation. 

C. PHASE ONE-FLORIDA 

The Florida phase of the Hauser operation began in October 1973 
when the Equitable Health Corporation of Americ!1, a California 
company, made application to the Florida Department of Insurance to 
purchase a controlling interest in Farmers National Life Insurance 
Company, a small Florida based carrier. According to a January 1973 
prospectus filed by Equitable with the Securities and Exchange Com
mission, Joseph Hauser was a founder and principal organizer of the 
company, owned 64,800 shares of its stock, participated in its man
agement decisions, and could be deemed a control person of the com
pany (Appendix A-l). 

From 1971 until he became active in the insurance business in 
Florida, Hauser had been involved in the sale of prepaid health plans 
to unions and other groups in California. His key company in Cali
forni!.!., a non-profit concern known as National PrepaId Health Plans 
(NPHP), was highly successful in securing union business but had 
difficulty in servicmg and paying its claims. In January 1974 the Cali
fornia Attorney General issued an order alleging that NPHP had 
failed to maintain required reserves and net worth, had failed to file 
quar~erly and annual financial data, and had failed to pay any claims. 
One of the reasons cited by the Attorney General for NPHP's prob
lems w'as the fact that it had paid more than 35 percent of its pre
miums to Equitable Health Oorporation, a profit-mflJdng concern, 
for acbninistrative services. The Attorney General termed this amount 
"excessive" and ordered NPHP to cease operations until the situn,tion 
was corrected. Two weeks later, NPHP filed for banlnuptcy, lea-dng 
debts of more thn,n $2 million, including $1.5 million of unpaid med
ical claims. 

At the time Hauser acquired control of Fanners National, the ,r ustice 
Department's Organized Crime Strike Force in Los Angeles was also 
investigating his Oalifornia ,activities, includillg allegatiorns that he 
bribed labor union officials in order to have his prepaid health plan 
adopted by their unions. 

As a result of that investigation, Hauser was indicted in 1\1arcJh, 1975 
and on March 18, 1977, Hauser was convicted im. the U.S. District Court 
for the Central District of California on four counts of the eight-count 
indictment charging violations of 18 U.S.C. § 1954 (Offer, Acceptance 
and Solicitation to Influence Operations of aill Employee Benefit PIan) . 
The offenses of which Hauser was convicted involved bribes, or at
tempts to bribe, the trustees of unionltl'ust funds and/or other union 
officials to do business with his California prepaid health plans. He was 
sentenced to a tobal of 2112 years imprisonment, fined $46,000, and 
placed on probation for 4 years (Exhibits 4A and 4B). The Court of 
Appeals for the Ninth Circuit affirmed the conviction on March 21, 
1979. Hauser has filed a petition with the Supreme Court asldng it to 
review that decision. 

By the time Hauser was convicted in the California case) he had 
already completed the insurance operation ill Florida and other States 
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which is the subject of this report-fun operation that resulted in the 
loss of additional millions of dollars of labor union trust funds and 
later led to Hauser's indictment in June 1978 ailld conviction in Febru
ary 1979. 
1. Acquisition of F al"me1'S National Life I rl8UranCe Oompany 

As previously noted, when H~user moved his base of operations to 
Florida, he used Equitable Health Oorporation to acquire working con
trol of the Farmers N rutional Life Insurance OompUlny. According to 
the testimony of James Halma, Director, Division of Insurance Oom
pany Regulation of the Florida Insurance Department, who was the 
official responsible for reviewing Equitable'S application to acquire 
control of Farmers, the acquisition was personally approved by then 
Florida Insurance Oommissioner Thomas D. O'Milley. O'Malley took 
this action despite information received from the Oalifornia Depart
ment of Insurance questioning Hauser's "integrity, competency, and 
experience," and recommendations from Hanna and the Department's 
chief examiner that it not be approved (pp. 77-79; exhibits 5A, 5B 
and 50). The Hauser interests were represented in this matter by 
O'Ma1Iey's former law firm, Oiravolo and Feldma:rl of Mialni, Florida. 
In an affidavit given to the Subcommittee, Seymour Gopman, counsel 
to several Florida Laborers' funds, stated that he referred Hauser to 
this law firm because it was "public knowledge" that O'Malley had 
been a law partner of Oiravolo before he became Insurance Oommis
sioner so that it was "commonly believed that the law firm had clout 
with the insurance department" (p. 188).8 

Hanna testified that, subsequent to O'Malley's approval of Hauser's 
acquisition, he had reason to believe that the Hauser group had, in 
effect, used Farmers National's own assets to ,acquire the company by 
selling part of t,he company's bond portfolio n,mr the acquisition and 
using the proceeds to payoff loans they had obtained to pm'chase their 
stock in the company. Hanna further testified that he had been 
unable to confirm this belief because the Santiago Bank in Tustin, 
Oalifornia, which handled the disposition of the Farmers' bonds, 
would not provide information concerning the tmnsactions (pp. 80, 
122). According to the Equitable prospectus mentioned previously, 
John O. Barta, a vice president and director of Equitable, was also a 
:founder and director of the Santiago Bank. This was only one of a 
number of instances in 'which State officials testified that they had been 
unable to obtain necessary infornlation fubout the Hauser insurance 
operation from institutions in other States. 

HU'l11la's belief that the Hauser group had in fact used Farmers Na
tional's own assets to purchase control of the company was essentially 
substantiated by the Subcommittee's investigation (pp. 185-187; 
exhibits 18-23). 

• In this connection. O'lIIalley was later impeached by the Florida House of Representa
tiYes nnd resigned from office before he could be tried by the Florida Senate. The 
impeachment proceeding iucluded chnrges thnt O'Mnlley received an excessive amount of 
mone~' on the snle of hiR interest In his Inw firm to his former pnrtners. On Dec. 18. 
1975. O'lIfnlley wns indicted by n Florida Federal Grand Jury for mail frnud and other 
criminal violntions. On .Tnn. 18. 1070, he was convicted of, among other things, charges 
thnt he deprh'ed the people of Florida the right to his impnrtial services because he was 
r~ceiving pnyments from law pnrtners for the snle of his partnership interest and that the 
source of such pnyments. were fees obtained by his former law partners for representing 
clients before O'JlIalley. Hauser was not charged in these proceenings. 

I 
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93. Oonceal!ment of HaU8e1"8 Oontrol of Farmer8 National 
Shortly after Equitruble Health Corporation acquired. control of 

Farmers National, Hauser took steps which ·concealed. his control of 
the insurance company. A holding company, Farmers Financial Cor
poration, was formed and in March 1974 acquired Equitable's con
trolling interest in Farmers National. Simultaneously, Hauser 
brought in an experienced actuary, Brian Kavanagh, to become presi
dent of both Farmers National and the holding company, Farmers 
Financial. Kavanagh in turn hired two other experienced insurance 
men, John Boden 'and Roger Carney,as vice presidents of Farmers 
National. 

Hauser's hame did not ·appear as a stocldlOlder of record, officer, or 
director of Farmers Financial, and also disappeared from the list of 
officers and directors of Farmers National. However, John Boden, a 
former close 'associate of Hauser and a high ranking officer of several 
of the Hauser controlled. -companies, after being granted immunity by 
the Subcommittee pursuamt to 18 U.S.C. §§ 6002 and 6005, testified 
that Hauser maintained effective control of both the holding comp>any 
and the insurance company through 42 percent of the Farmers Finan
cial stock held in the name of Brian Kavanagh and 25 perce1Ilt held in 
the name of Hauser's brother-in-law, Harold Bernstein. Boden, a 
former executive vice president of Farmers National and an officer 
and director of Farmers Financial testified that: 

* * * throughout the entire time I was associated. with the 
holding company * * * there was never any doubt that Hauser 
had complete control over the firm. He made all major deci
sions either alone or together with Brian :K:avanagh, me, or 
other individual directors. 

In fact, the board of directors seldom held a formal meet
ing. If a decision required written minutes or hoard resolu
tions, these were drawn up without any actual meeting taking 
place and often after the action had taken place. 

The same is true for Farmers National Life Insurance Co., 
Joseph Hauser had actual, if not official, cont.rol over all the 
activities of the company. * * * (P.14.4.) 

According to Boden, Farmers Financial Corporation was estab
lished as a holding company for Farmers Life to conceal Hauser's real 
control of the insurance company and to show a different group of 
shn,reholders from that of Equitable, presumably because of Equi
tnble's problems in California (p. 14:4:). Also, the move allowed Hauser 
greater freedom to engage in financial transactions with Farmers N a
tional, through his other companies than he would have had had he 
remained an officer or shareholder of the insurance company. Records 
obtained from the Florida Insurance Department show that, on Feb
ruary 18, 1974, the Department of Insurance had disapproved a re
quest by Farmers National to purchase a condominium and lease it to 
the Frank L. Kendall Insurance Agency, a California firm, in part 
because Hauser was both a director of Farmers National and an officer 
of Kendall (Appendix A-2). As shown in succeeding sections of this 
report, after disguising his control of Fal'mers National, Hauser en
gaged in numerous financial transactions with that company which 
were invariably to his own personal advantage. 
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In his wstimDny befQre the SubcQmmitwe, J Qhn BQden stated: 
When I jQined Farmers NatiQnal Life Insurance Co.. in 

FIQrida, I fQund that t.he cQmpany had recently written a sub
Stanl;ial amQunt Qf new business. Hauser and Kavanagh told 
me that they had "very special relatiQnships" with labQr 

. uniQns in Florida, Indiana, Massachusetts, and CalifQrnia 
and WQuid SQQn write an even mDre substanthl amQunt Qf new 
business fQr those grQUps. * * * (P.143.) 

3. Obtaining Labor Unionlnsumnoe Business in Flo'l'ida 
The SubcQmmitwe's investigatiQn ShDWS that early in 1974, shQrtly 

after the Hauser grDup -acquired cQntrQI Qf Farmers NatiDnal Life, 
there was a large influx Qf new business to. the CQmpany, almQst ex
clusively frQm labDr uniDn trust funds in SDuth FIDrida. The uniQns in
vDlved were all in the building trades and affiliated with the LabQrers, 
Carpenters ·and Plumbers internatiQnal uniQns. Included were the 
BrDward CQunty Carpenters L~al 103 Health and Welfare Fund; 
Dade CQunty LabDrers Health and Welfare Fund (LQcals 478 and 
635) ; LabQrers LQcal 666 Health and '"\V" elfare Fund; PI umbers and 
Pipefitters LDcal no Health and Welfare Fund; LabQrers LDcal 767 
Health and 'Welfare Fund, and LabDrers LQcal 938 Health and '"\V'el
fare Fund. 

The tQtal premiums paid to. Farmers NatiDnal by these six trust 
funds during 1974 amounwd to Qver $5 milliDn (pp. 13-14). AccQrding 
to the testimQny Qf James Hamla the tQtal Qf all premiums cQllected by 
F-armers N atiQnal during the year preceding Hauser's takeQver was 
Dnly $1,000,000 (p. 81). MDreQVer, a large PQrtiQn Qf this new busi
ness was in the fDrm Df high premium, high profit, individual whDle
life insurance pDlicies Qn the lives Df uniQn members. The purchase 
Qf this type Df insurance by labor uniDn trust funds was criticized in 
the two. previQusly mentiQned staff repDrts Df the SubcDmmittee deal
ing with the activities Df LDuis C. Ostrer and his associates. 

AccDrding to. Hamla's testimQny, during' 1974 Farmers NatiDnal 
generated Dver 13,000 new whole-life pDlicies frQm uniDn benefit plans 
representing $65,300,000 in insurance cDverage, and 46 timesmQre new 
business than the CQmpany Qbtained during 1973 (p. 81). 

The SubcDmmittee's investigatiQn shQwed that Hauser had taken 
steps to. Dbtain this FIQrida labQr uniDn insurance business even be
fQreacquiring cQntrQI Df Farmers N atiDnal. 

SeymDur GDpman, an attDrney frDm Miami Beach who. fQr many 
years had been retained by LabDrers' UniDn trust funds which placed 
their insurance with Farmers NatiQnal in 1974, gave the SubcQmmit
tee a SWDrn affidavit (pp. 187-189) in which he stated that a client, 
whDm he declined to identify, intrDduced him to. JQseph Hauser in 
1973, priQr to. Hauser's acquisitiDn Qf Farmers N atiDnal. 9 

AccDrding to. the Gopman a.flldavit, Hauser tDld him that he wanted 
to. set up labDr lmiDn insurance DperatiDns in FlDrida similar to those 
he had in CalifDrnia, and-asked GDpman to. assist him by intrQducing 
him to. labDr uniDn Dfficials. An agreement was reached whereby 

• As previously noted (pp. 63, 64), Hauser also sou/rht Gopman's aRsistance in obtain
ing the Florida Insurance Department's approval of his purchase of Farmers National 
and. In response, Gopman referred Hauser to the then Florida Insurance Commissioner's 
former law firm. 
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GQpman WQuld receive $2,500 per mDnth frQm Hauser fQr his help. 
AccDrding tD GQpman he received a tDtal 'Of $11,500 under this agree
ment, all during 1974. 

GQpman stated that late in 11)73 he intrDduced Hauser to Bernard 
G. Rubin, a PQwerful figure in the LabDrers' UniDn in SDutheast 
FIQrida and a trustee 'Of several 'Of its uniDn emplQyee welfare benefit 
plans. 

AccDrding tQ GQpman, in January 1974 he and Rubin traveled 
tQ CalifQrnia fQr ,a 3-day weekend, as the guests 'Of Hauser, tD IDDk 
'Over Hauser's CalifDrnia QperatiQn. They stayed at the Beverly Hills 
HQtel. Hauser paid all expenses. FQllDwing this visit, there were 
further meetings and discussiDns between GDpman, Rubin, Hauser 
and a firm knDwn as FIQrida AdministratQrs, a cDnsultant to LabDrers 
Health and 'Velfare Funds. Hauser then made ti. presentatiDn 'Of his 
health, accident and individual whDle life insurance package tD the 
LabDrers UniDn, which they later apprDved. All tDld, fDur 'Of the uniDn 
emplQyee health and welfare funds, which GDpman said he had rep
resented, purchased insurance frDm Hauser's Farmers Life (pp. 13, 
187, exhibit 1A). 
4. The Hauser-Rubin Relationship 

J Dhn BDden identified Bernard Rubin as Hauser's principal CQntact 
in the Florida LabQrers' UniQn. Rubin had IDng been a prDminent 
leader 'Of the LabQrers' UniDn in SQuth FlDrida. At the time 'Of his 
invDlvement with Hauser he held the fDllDwing LabDrers' UniDn pDsi
tiQns: Special InternatiDnal I"epresentative, LabQrers' InternatiDnal 
UniQn 'Of NDrth America; President, SDutheast FlDrida LabDrers' 
District CQuncil; Business Manager, LabQrers' LDcal NQ. 478; Presi
dent, LabQrers LDcal 666, Trustee, LabDrers LDcal 293 Health and 
Welfare Fund; Trustee, LabDrers LDcal 767 Health and Welfare 
Fund; Trustee, LabDrers' Health and 'i\Telfare Fund 'Of Dade CDunty, 
FlQrida; Trustee, LabDrers' LDcal 666 Health and Welfare Fund; 
Trustee, SQutheast FlDrida LabDrers' District CDuncil Dental, VisiDn 
and Preventive Care Trust Fund; and Trustee, LabDrers EducntiDn 
and Training Trust Fund; Trustee District CDuncil PensiQn Plan. 

Because mDst 'Of the FlDrida LabDrel's' insurance business was 'Ob
tained by Farmers NatiDnal befDre he jDined the cDmpany in July, 
1974, BDden had nD knDwledge 'Of what Rubin may have dDne tD 
assist the cDmpany in 'Obtaining the LabDrers' business, Dr 'Of any 
remuneratiDn tD Rubin Dr any 'Other Laborers' UniDn 'Official related 
tD Farmers NatiDnal 'Obtaining the LnbDrers' business (pp. 146, 153). 
It is clear, hDwever, that SDon after Hauser was intrDduced to Rubin 
by SeymDur GDpman, the attDrney fDr the LabDrers' UniDns, and the 
January. 1974 visit with Hauser in CalifDrnia, health and welfare 
plans 'Of a number 'Of SDuth FlDrida LabDrers', C[trpenters, and 
Plumbers uniDns awarded insurance cDntracts to Farmers NatiDnal 
that included Hauser's cDntrDversial and cDstly grDUp perma,nent life 
insurance prDgram. The minutes 'Of a February 19, 1974 meeting at 
which the health and welfare plan trustees fDr Laborers' UniDn 666 
awarded their business to the Hu,user group ShDW that Gopman, the 
plan's attorney whom Hauser prDmised tD pay $2.500 a mDnth tD 
help get Hauser's DperatiDn started in FlDrida, advised the trustees 
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that Hauser's company, Farmers National, was financially stable and 
able to handle their insurance program (Appendix A-3). 

In his affidavit, Gopman said that he was placed on the board of 
directors of Farmers National's holding company "to look after the 
interests of the labor lmions" (p. 189). 

The Secretary of Labor has filed a civil action against Gopm:an 
alleging that Gopman breached his fiduciary duty to Laborers Local 
767 Health and 'VeHare Fund by dealing with fund assets for his own 
accouDJt and by engaging in impmdent conduct. 11£ aTshall v. T'ricaTio 
et al. (Appendix E).lo . 

According to John Boden, Hauser and Rubin had "a very special 
relationship" (p. 153). Boden testified that after he joined Farmers 
National in July, 1974, Rubin was a frequent visitor to the company's 
offices; that he met with Hauser and/or other company officials sev
eral times a week; that he anticipated-as would an officer or direc
tor-in discussions of general corporate affairs, company problems, 
problems the company was having with the Florida Insurance author
ities, marketing problems, including discussions as to how Farmers 
National could obtain additional umon trust fund business in Massa
chusetts and Indiana; and that Rubin provided advice concerning 
how new union business might be obtained, whom to talk to, and who 
had the most influence. According to Boden, Rubin c.ontinued to 
participate in the company's affairs following his indictment and 
conviction in 1975 on numerous charges of embezzling union funds 
(pp. 155-157). (See pp. 69-71 of this report for discussion of Rubin's 
conviction. ) 

Boden also described how Rubin benefited from his relationship 
with Hauser. He said an associate of Rubin's, a Jerry Olin, was put 
on the payroll of Farmers Firrancial Corporation, the holding com
pany, as the highest paid of Hauser's executives despite the fact ac
cording to Boden, Olin merely put in his time at the office and made 
no contribution to the company. Asked by Senator Nunn if he had 
complained about this Boden said he had taken the matter up with 
Hauser and that "Hauser said he didn't want him around either but 
l1e was only there because of Bernie Rubin" (p. 157). 

In addition, Boden testified that during the latter half of 1974, 
Rubin used a Porche sports car that had been leased for hinl by 
Hauser's insurance agency, the National Financial Agency, and by 
.t1.ny, Inc., another Hauser affiliate, and that Rubin's son and daughter 
were given jobs and received salaries from Farmers National (pp. 
146,15'7). 
5. The H ause1'-T1ioario RelationShip 

Sal Tricario is Business Agent of Laborers Local 767, a South 
Florida union. He also has been a trustee of the Local 767 Health and 
IV" elfare Fund. Boden testified that Tricario also had a special rela-

]0 On Apr. 7, 1978, Gopman pleaded guilty to four counts of an October 1977 indictment 
cha):ging 11im with lillng a false tax return, embezzlement of emploxe.e benefit plan funds 
and receiYing fees. kickbacks, and other things of yalue from Sage ,-,orporation in connec
tion with $1.5 million in loans by an employee benefit plan and Sage Corporation. These 
matters were not the focus of the Subcommittee's investigation, although Sage Corporation 
did engage in certain mortgage transactions with the Hauser group which were examined 
by the Subcommittee (PP. 75-77 of this report for discussion of Golden Horn Mortgages). 
Gopman receiYed u·4 year prison sentence and a $40,000 fine. 

\ 
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tionship with Hauser and was a frequent visitor in Hauser's office. 
Farmers National received a contract for Local 767's health and wel
fare plan insurance program in March, 1974. According to Boden, 
Hauser subsequently used money from Farmers National to purchase 
an expensive boat for Tricario's use. 

The boat was not registered in Tricario's name, but according to 
Boden it was regul'arly moored at Tricario's home and treated by Tri
cal'io as hiA own (pp.146, 158). 

Affidavits and documentary evidence obtained by the Subcommittee 
show that on July 12, 1974, Tricario ordered a 36 foot Hatteras SpoIts 
Fisherman at a, net cost of $56,160 with ,a $5,000 cash dOWll payment. 
Acccording to an 'affidavit submittecl by Roy Clark, the boat salesman, 
Tricario described the boat as a bonus or gift and struted that he did not 
want his name ona.ny of the documents (pp. 192-193) . Accordingly, 
TI"ica.rio was given a John Doe receipt for $5,000 and the purchase 
order was written in the name of ANY, Inc., a Hauser company located. 
at the same address as Farmers National Life. Subsequently, two of 
Hauser's employees, Peter vVagner and Linda Johnson, gave the dealer 
a $5,000 check from ANY, Inc., signed by J. S. Hauser and Tricario's 
$5,000 was returned to him. When the boat was delivered the balance 
,\ll,S paid by a check signed by Brian Kavanagh, the President of Farm
ers National, and drawn on another Ha.user company, National Finan
cial Agency, to whioh the boat was registered. However, the mooring 
address was Tricario's residculce. Hauser sold the boat in 1976. The 
purchaser, a Mel AcUer, stated in a deposition that he had difficulty in 
retrieving the boa,t from Tricarioand that afterwards he received a 
number of anonymous, threahming calls warning him to return the 
boat to Hauser and indicating that Bernie Rubin owned a half interest 
in it (pp. 189-204; exhibits 24--35). 

Both Tricario and Rubin were called as witnesses to testify concern
ing their roles in the awarding of Laborers Union trust fund insurance 
contracts to Farmers National Life and their relationship to Hauser. 
Ho,vever, both invoked their Fifth Amendment Constitutional right 
against self-incrimimation in response to all questions (pp. 204--206; 
257-259). 

On February 16, 1979, the Secretary of Labor filed a civil action 
'against Tricario ailld others. The complaint alleges, among other things, 
that Tricario breached his fiduciary duty to Laborers' Local 767 Health 
and IV" elfare Fund by causing the Fund to pay excessive and unwar
ranted sums in connection with insurance contracts purc:hased from 
Farmers National and by accepting use of the boat from the Hauser 
group in exchange for his support of the Fund's purchase of insurance 
from Hauser's company (Appendix E). 
6. R1.lbin's Oonviction 

During the course of its investigation, the Subcommittee found that 
Rubin had been indicted on July 8, 1975, and convicted on October 22, 
] 975 in the U.S. District CQurt, Southern District of Florida, for em
bezzling approximately $400,000 from unions 'and union trust funds of 
which he was an officer. He was sentenced to 5 years in prison and fined 
~i50.000 (exhibits 109, 111). 

Following Rnbin's conviction, tale U.S. Distriet Court on January 20, 
1976, ordered Rnbin to forfeit his right to hold any office in the union 
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and forfeit any right to act as trustee in any of the particular trust 
funds involved. However, the forfeiture order was stayed by the U.S. 
Fifth Oircuit Oourt of Appeals after Rubin appealed his conviction to 
that Oourt (exhibit 117). . 

On September 12, 1977, the Department of Justice had initiated 
an application to the District Oourt to revoke Rubin's bond, pend
ing appeal, based on evidenee indicating continued embezzlements 
amounting to about $2 million which occurred after the date of his 
conviction (pp. 311-312, 315). Some of the moneys embezzled by 
Rubin were used in connection with dealings with Hauser, Farmers 
Life and Sage Oorporation that were the subject of the Subcommit
tee's inquiry (p. 323). A hearing on that application was concluded 
on October 5, 1977 with the entry of a bond condition order agreed 
to by Rubin, divesting Rubin of all union and trust fund positions, 
and restraining him from influencing, in any manner, or receiving 
anything of vaIue from, any union or trust flmd (exhibits 118-121),11 

In the December 1975 proceedings before the District Oourt con
cerning the forfeiture of Rubin's positions with the Laborers' Inter
national local unions and employee funds, the Department of Justice 
pointed out that the International Union had not acted in any manner 
to protect these unions or funds (exhibit 110) . No subsequent action 
was taken until after the Department instituted the aforementioned 
bond revocation proceeding. In this regard, on October 4, 1977, the 
Laborers' International Union imposed a trusteeship over Southeast 
Florida Laborers' District OOlmcil and Laborers' Local 666, organiza
tions in which Rubin held office. The International also directed that 
an audit and investigation be made of those organizations and of all 
Laborers' tru.st funds in Southern Florida (pp.242-244). 

Finally, the Subcommittee received testimony from Marty Stein
berg, then a special attorney with the Department of Justice's Orga
nized Orime and Racketeering Strike Force in Miami, who handled the 
Rubin case, that immediately after Rubin's indictment, in July 1975, 
his office had decided to petition the court to place all of the unions 
and trust funds of which Rubin was an officer under a trusteeship, in 
order to protect their remaining assets. According to Steinberg, a 
request was made to the Miami office of the Department of Labor 
for that Department to serve as trustee, and he received word back 
that this request had been approved by t.he Department of Labor in 
Washington. 

A motion was filed on .July 10, 1975. However, according to Stein
berg, he was later informed by the Solicitor's Office of the Depart
ment of Labor in Washington that the Department would no longer 
accept the trusteeship and would oppose the motion on the grounds 
that there was no precedent for such 'action and that it would take 
too much manpower. According to Steinberg, he advised the Court 
of the change in the position of the Department of Labor and, within 

II Rubin 8!(reed to divpst himself of these positions in lieu of withdrawal of bond pending 
appeal. On Sept. 22. 1977. the Court of Appeals for the Fifth Circuit nffirmed Rubin's 
Octoher 1975 conviction (M9 F.2d 975). On Mar. 1'5. 1975. after a remand hy the Supreme 
Court. the Court of Appenls again affirmed. while reversin!( on two counts (591F.2d 283). 
On .luly 5. 1975. Rubin filed a petition for Supreme Court review. which is still pending. 

--I 
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a week, the Court de.nied the motion for trusteeship (pp.301-304).12 
On October 21, 1977, the Subcommittee sent Steinberg's testimony 

to the Department of Labor for comment. Secretary Marshall's re
sponse of November 2, 1977, ta.kes the position that the Department 
of Labor had neither the statutory authority nor the resources to 
serve as trustee and assert that a request to serve as trustee was neither 
received nor approved by any responsible official of the Department 
of Labor. . 

Secretary Marshall's letter was sent to the Department of .Justice for 
review and comment on December 14, 1977. The response from the 
Department of .Justice, dated February 6, 1978, was signed by .Tolm C. 
Keeney, Deputy Assistant .1:1.ttorney General, Criminal DivisIon, points 
out that the Department of Labor did not need statutory authority to 
seek a trusteeship since the Department of .Justice has such authority 
under 18 U.S.C. ~ 1963 (b) and was merely seeking the assistance of the 
Department of Labor to serve as trustee or monitor. The letter also 
offers further deta.ils from Steinberg and his associates concel'lling 
their efforts to secure the cooperation of the Department of Labor.13 

Information filed with the Court :in connection with the Rubin bond 
revocation proceeding, which finally resulted in Rubin's being divested 
of 'all his union and trust flmd posiJtions (exhibit 121) shows quite 
clearly that the alleged continuing embezzlements and misuse of some 
$1,500,000 of union trust fund moneys involved in his dealings with 
.Joseph Hauser, Farmers National Life, the Sage Corporation and cer
tain of the transaetions involved in the Subcommittee's investi~ation. 

For his part in Hauser's labor union insurance scheme, RubHl was 
indicted on .June 15, 1978, along with Hauser by the Grand .Jury of the 
U.S. District Court for the District of Arizona. On Decembnr 4, 1978, 
Rubin entered a guilty plea to one count of a multicount indictment. 
The count to which he pleaded charged him with engaging in a racket
eering enterprise with Hauser and his associates which ille~ally mis
applied the funds of union employee plans utilizing Farmers National 
and other Houser companies (18 U.S.C. §§ 1961, 1962(c), (1963) (Ap
pendixO). In the same proceeding, Hauser also pleaded guilty on Feb
ruary 5, 1979 to three counts of the indictment. Sentencing of Rubin 
and Hauser has been deferred pending the conclusion of the trials of 
the two remaining defendants. 
7. Losses by Florida Labor Union Trust Funds 

At the time of the Subcommittee investigation, the Florida labor 
union trust funds had paid almost $14,000,000 in premiums to Farmers 
N atjonal and had collected less than $10,000,000 in claims for a net loss 
of over $4,000,000 (exhibit 1) . Results of investigations into several of 
these funds completed by the Department of Labor show that losses 
will exeeed $1 million (Appendix E). 

One reason that the premiums exceeded the claims paid was 
tha.t, as previously noted, these groups purchased individual whole life 

1!l Following Rubin'S conviction. thp Department of Justice made another unsuccessful 
motion seeking the apPOintment ·of an independent monitor to review dispositions of union 
and employee fund IlSsetR. Since the Department of Labor had again declined to perform 
this function. the Department of Justice was not in a position as a practical matter to 
implement such an appointment even if the Court had granted the motion. 

13 The entire exchange of correspondence is contained in Appendix B. 

r 
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insurance policies which included an investment, or cash value, feature. 
The disadvantages of this type of :illSurance for labor union groups has 
been pointed out in the Subcommittee's previous reports and hearings 
dealing with the activities of Louis O. Ostrer and his associates. They 
include high premiums, first year commissions of up ,to 90 percent of 
the premium, and loss of the cash surrender value if the policy is termi
nated within the first 3 years. 

These disadvantages were reiterated in the testimony of Hauser 
associates John Boden and James Hanna of the Florida Insurance De
partment with respect to the Florida Labor Union Trust Fund insur
ance programs. For example, a study conducted for the Florida De
partment of Insurance showed that the cost to the Florida labor union 
members was very high in terms of premiums and commissions. Hanna 
estimated the premiums to be 50 to 60 percent higher than they would 
have been for group term life. Boden estimated that the purchase of 
individual whole life policies, by the Florida Labor Union Trust Funds 
cost them approximately $1,000,000 per year extra. Moreover, due to 
the high turnover in the construction industry, 6,000 0= the 13,000 
Farmers National policies issued to these members durjng 19'74 lapsed 
in 1975 and the cash value was thus lost. In 1975 Farmers National con
verted the remaining individual whole life insurance policies to a 
group permanent master policy issued to the fund trustees, without 
making any corresponding adjustment in the premiums-which should 
have been much lower-and also failed to Imt aside sufficient reserves to 
back the policies. Hanna further testified that he believed the main 
reason for converting the individual whole life policies to group per
manent life was to lower the reserve requirements (pp. 82-88, 122-123, 
147, 159-160, 162). As shown in the next section of this report, the 
reserves were inadequate primarily because Hauser and his associates 
were draining money out of the company almost as fast as it came in. 

Even Seymour Gopman, who 'was responsible for introducing 
Hauser to Florida labor union leaders, acknowledged that Hauser 
did not live up to his promises and obligations. In Iris affidavit to the 
Subcommittee, Gopman stated: 

* * * Hauser promised that the individual whole life insur
ance policies would be delivered and would provide for sub
stantial cash su.rrender values, but Hauser never came through 
with his promise to deliver the policies. * * * 

* * * * * * * '" It was only because of vigorous efforts by Florida Ad
ministrators in pressing for the payment of claims that losses 
to union members because of non-payment of claims was held 
to a minimum before Farmers National IJife failed (pp. 188-
189). 

8. Diversion of Lab01' Union T'l'Ust Fund Ins'IJ:raru:e P1'emiums 
Insurance companies are required by law to set aside in cash and/or 

acceptable investments a portion of the premium moneys they receive 
as reserves to pay future claims. Naturally, the reserve requirements 
for whole life or permanent insurance of the type purchased by the 
Florida groups are higher than for term insuran.ce due to the invest
ment or cash value feature. 
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The minutes of several of the Florida trust funds which placed their 
insurance with Farmers National show that the Fund Trustees were 
assured by their counsel, Seymour Gopman, that they were pro
tected by legal documents guaranteeing the establishment of reserves 
to pay claims in case the insurance carrier was unable to do so (Ap
pendix A-3, 4,5). The Subcommittee's investigation showed that what
ever legal documents Gopman was referring to were either non
existent or ineffective; that adequate reserves were not maintained 
by Farmers National, and that in fact, Hauser and his associates di
verted and converted to their own use a large portion of the union 
premium moneys. 

Initially, this was accomplished largely through the payment of 
high commissions and other fees to insUl'ance agencies controlled by 
Hauser. One 'Of these agencies, the Frank L. Kendall Agency, a Oali
fornia-based firm, was designated the exclusive general agent of 
Farmers National for labor union business in Dade and Broward 
Oounties in Florida. The Kendall Agency was the largest shareholder 
in Equitable Health Oorporation and had been collecting commissions 
on the prepaid health plans with which Equitable was associated in 
Oalifornia (Appendix A-1). Documents filed with the Biscayne Bank 
in Miami, where Kendall opened an accourt on JUJle 13, 1974, listed 
Hauser as president; his associate. Melvin "ryman, as vice president; 
and Hauser's personal secretary, Linda Jolmson, as the. corporate sec
retary. Hauser and Johnson were the signatories on the account (Ap
pendix A-6). 

After the Florida Department of Insurance questioned dealings be
tween Farmers National and Kendall, due to Hauser's dual role in the 
two companies, Kendall's agency agreement was shifted to National 
Financial A~ency (NFA) , a Florida-based insurance agency created 
by Hauser. Acco·rding to the Florida Department, Hauser owned 72 
percent of NF A; the remainder was owned by Wyman and Kavanagh 
(p. 88). 

The Subcommittee's investigation shows that during 1974 and 1975 
Kendall and NF A were paid almost $2,500,000 in commissions and 
commission advances by Farmers National. Hanna testified that de
spite repeated demands, the Florida Deljl1rtment of Insurance had been 
unable to obtain documentation justifying the payments to Kendall 
and NF A (pp. 87-89). J oIm Boden confirmed Halma's suspicion that 
the commission payments and advances to Kendall and NFA bore no 
relationship to any premiwn income generated by theSE; agencies (pp. 
148-149,164-165). 

According to Boden's testimony: 
* * * Although many of these payments were labeled "ad
vance commission payments" on Farmers' books, they really 
bore no relationship at all to jnsurance business written by 
Farmers Life. The checks were written at the direction of 
Joseph Hauser and the circumstances of their writing were 
similar to those I described earlier. 

Hauser wouJd give instructions that money be sent to Na
tional Financial Agency and the Farmers' checks would then 
be prepared and signed. It was only later, when Farmers Life 
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had to prepare a financial statement and justify these pay
ments that agency contracts were drafted and signed to make 
these payments coincide with the commissions on the labor 
group insurance policies. These agency contracts wel'e drawn 
up after the payments had been made and only for the pUl'pose 
of accounting for the payments to Hauser's fil'm (p. 148). 

In addition to the commissions paid to Kendall and NF A, over 
$600,000 owed to Farmers National by the National Ben Franklin Life 
Insurance Company for husiness cecled to them under a l'einsurance 
agreement was diverted to National Financial Agency as a "finder's 
fee" (pp. 89-90,148-149). Further, Farmers also invested ovel' $820,000 
in Kendall and NFA debentures which were worthless (p. 92). 

Besides the payments made to Kendall, NF A and other Hauser affili
ated companies, as previously noted, Hauser and his associates with
drew over $775,000 in cash and paid out almost $200,000 of insurance 
company funds for apparently personal expenses. DUl'ing 19'74 and 
1975 these expenditures came almost exclusively out of the premiums 
pai.d by Florida labor union trust funds to Fal'mers National. 

Hanna listed the following ao' .... i.eal of the costly personal expenses 
paid for Hauser: 

(a) On January 31, 19'76, Farmers Life paid a $641.95 bar 
bill at the vVashington Country Club, Gaithersburg, Md. 

(b) During 1975 and 1976, Farmers Life paid $1,404 a 
month for a penthouse apartment at the Hotel Mutiny, Sail
boat Bay, Coconut Grove, Fla. The expenditul'e was charged 
to a traveling expense account. 

(c) On May 8, 1974, Farmers Life paid Joe Hauser's hotel 
bill for $2,594.61 at the Seville Hotel, Miami, Fla. Hauser 
stayed in a $112.36 a day suite from February 4 to March 1, 
1974. 

(d) Farmers Life paid rent and other charges, as indicated 
below, for an apartment at the Carriage House in Miami, 
Fla.: 
April 16, 1974 ___________________________________________ $2,000.00 
April 1974 ______________________________________________ 3,250.00 
~uy1,1974 _____________________________________________ 6,500.00 
~ruy28, 1974 ____________________________________________ 6,500.00 
June 21, 1974 ___________________________________________ 1,884.82 
July 9, 1974 _____________________________________________ 1,300.00 

July18,1974-----------------------------------------___ 6,550.90 September 3, 1974 ___________________________ ~ ___________ 2,600.00 

~ovember4,1974---------------------------------------- 2,600.00 
(e) On January 26, 19'76, Flirmers Life paid $1,228.'75 by 

check to Better Services, Cadillac Limousine, Inc. of Chicago, 
Ill. 

(£) On AJ?riI19, 19'76, Farmers Life paid $5,000 by check 
to Beverly HIlton Hotelin California (p. 96). . 

Hauser and his associates accomplished their largest diversions of 
the Florida labor union trust fund premium moneys through worthless 
or phony investments of the claims reserves. According to the testi
mony of Hanna: 
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I' Farmers used this influx of union premium money to fi-
f nance a wide variety of "cosmetic" investment schemes which 

really masked a systematic looting of the assets of the corpo
ration by Hauser and his associates. 

The purchase by Farmers of worthless and fraudulent 
mortgages, debentures and other securities depleted this com
pany's assets, significantly intensified the company's financial 
troubles, constituted serious abuse of other stockowners and 
policyholders, and finally resulted in the firm's total collapse 
in late 1976. * * * (p. 91). 

9. The Golden H 01'% Mortgages 
The most notable transactions, which the Subcommittee investigated 

in great detail, involved two mOi'tga~es on the recreational facilities 
at the Golden Horn Condominiums III Hallandale, Florida, and re
sulted in the loss by Farmers National of over $2 million, most of 
which came from labor union trust funds in Florida and elsewhere. 

Ironically, according to the testimony of J olm Boden, these trans
actions were undertaken by Hauser and his Msociates in an effort to 
prepare for an examination by the Florida Department of Insurance 
anticipated at the end of 1975 which they feared might put Farmers 
National out of business. Due to the constant depletion of the com
pany's assets, Farmers did not at this time have sufficient good assets 
to withstand an Insurance Department examination. Although they 
had survived an examination at the end of 1974, Hauser and his asso
ciates expected a much more stringent examination following the de
parture by impeachment and resignation of Thomas D. O'Malley as 
Florida's Insurance Commissioner. Therefore, Hauser, Kavanagh and 
others decided to look for mortgages which they could purchase for 
less than face value but which under the Florida insurance code could 
be carried as assets at their face value. The purpose was to quickly 
improve the financial picture of the company. The plan was to locate 
such mortgages; acquire them through National Financial Agency; 
and then contribute them to Farmers National in order to shore up 
the insurance company's assets (pp.149-150). 

J olm Boden testified that late in 1975 Bernard Rubin introduced 
Hauser, Kavanagh and Boden to George Wuagneux, President of the 
SAGE Corporation, Hallendale, Fla. The Sage Corporation was a 
construction company and among other enterprises, it has built two 
condominiums in Hallendale-Golden Horn North and Golden Horn 
South (p. 150). As is common in Florida, while the titles to the condo
minium buildings were passed to the tenants association, the title to 
certain recreational facilities attached to the buildings, (the swimming 
pool, the recreation room, etc.) was retained and leased to the tenants 
associa.tion for an annual rental. 

Title to the Golden Horn North recreational f!\.cilities was vested in 
Stephen Weiss, trustee, for himself, George Wuagneux and others. 
Title to the Golden Horn South recreational facilities was vested in 
George Wuagneux, trustee for Stephen ""\Veiss and others. Stephen 
Weiss is a former business associate of George Wuagneux in Sage 
Corporation but they had boon estranged since 1972 and in 1975 had 
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been in litigation for several years on a number of matters including 
the leases for the recreational facilities. 

Wuagneux, who also appeared as a witness, testified that he was 
introduced to Hauser bv Grady Breed of the Broward County 
Carpenters Union n.nd that he had never met Boden. Wuagneux testi
fied that he did know Rubin, but that Rubin was not present at his 
initial meeting with Hauser. However, he did aclmowledge that on 
another occasion he and Hauser met Rubin at a lunch (pp. 265-272, 
274-276). 

The monthly rental under the Golden Hom North condominium 
lease was $3,600; for Golden Horn South $4,800 or an annual income 
from both leases of $100,800. 

Sometime in late 1975 Joseph Hauser and George ,Yuagneux nego
tiated an agreement whereby Hauser's National Financial Agency 
agreed to loan George Wuagneux $2.2 million to be secured by mort
gages on the two recreation facility leases. 

It should be noted that the annual income from these leases did not 
justify a loan of this size; ,Yuagneux did not have authority to execute 
such mortgages without the consent of Stephen vVeiss and the other 
beneficiaries; and, lastly, the leases were already encumbered. 

Nevertheless, George ,¥ augneux had his attorney draw up two mort
gages, two promissory notes and two assignments encumbering these 
leases for a total of $2.2 million (exhibits 39, 40). Wuagneux signed 
one mOl't~age and note as tr.ustee withou,t the consent of the benefi('i
aries in VIolation of the Trust Agreement. On the other mortgage and 
llote, he signed the llame of Stephen vVeiss without the knowledge or 
c('nsent of Weiss. Stephen Weiss testified before the Suocommittee to 
t 11is effect (pp. 331-332). 

No money actually changed hands until late in J anual}' 1976. At 
that time, Joseph Hauser and George Wuagneux entered into addi
tional agreements which had the effect of washing out or reversing the 
previous loan and mortgage agreement between George W uagneux and 
Hauser's National Financial Agency. 

Under this arrangement, the following took place: 
1. Hauser's National Financial Agency gave ,'Tuagneux 

$600,000 in cash and a promissOl'Y note for $1.6 million. 
2. ,¥uagneux's Sage Corporation borrowed $1.1 million in cash 

from Hauser's Farmers National Life Insurance Company. 
3. ,¥uagneux used $600,000 of the cash received from Hauser's 

Farmer's :Cite to payoff the mOltgages to Hauser's National Finan
cial Agency. 

4. vVuagneux's Sage Corporation made a. loan Ot $550,000 to 
Hauser's National Financial Agency which was secured by a de
benture for $1.1 million National Financial Agency to Sage. 

Details concerning this highly complicated ma:aimver are set out in 
pp. 218-224 of the hearing record. In summary, the result was that 
$2.2 million of the assets of the Farmers N a.tional had been drained out. 
,Yuagneux recejved approximately $600,O(}O of these funds and the 
balance went back into the cO~'1trol of Hauser to be used by him in other 
transactions for his benefit. In return, Farmers National had two 
worthless and fraudulent mortgages with a face amount of$2.2 million. 

Despite the fact that these mortgages were fraudulent and wOlih
less, that the actual transfer of money didllot take place until some 
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time in.J !Lnuary 1976, and that the mortgl'.ges were shown as satisfied 
almost simultaneously with their execution, these mortgages were in
cluded in the December 31, 197'5 alUlUal statem.ent of Farmers N ation,tl 
at a value of $2"2. million thereby falsely inflating the assets of the 
company by that amount (exhibit 46) . 

10. 001w7Ju...~ion of Florida Phase 
As previously noted, John Boden testified that by the end of 1975 

Farmers National was in very bad financial condition due to the 
continuous draining of the company's assets by Hauser and his MSO
ciates. An audit by the Florida Department of Insurance was antici
pated at the end of 1975. The Golden Hom mortgage transactions were 
an attempt to puff up the financial status of the company, but as ex
plained above the net result of those transactions was a further deteri
oration of the company's financial position. 

Anticipating that the Florida Department might disqualify 
Farmers Life from continuing in business, Hauser had made alterna
tive arrangements to continue his operation. According to J olm Boden 
(pp. 344--345), in order to deal with this possibility, Hauser proposed 
that an entirely new corporation be created with which Hauser would 
not be formally identified as a controlling person. The new entity 
was to be a holding company which would locate and purchase other 
insurance companies domiciled outside of Florida and licensed to do 
business in States other than those in which Farmers National was 
licensed and would also be able to transfer Farmers National existing 
business if the Florida Department acted to close Farmers National 
down. 

The plan was initiated in November 1975 with the "purchase" of 
Family Provider Life Insurance Company, a dormant, wholly-owned 
subsidiary of Farmers National, by Great Pacific Corporation) an 
Arizona company formE:d to serve as the holding company in carrying 
out Hauser's plan. The Subcommittee's investigation shows that this 
was an insider transaction and a sham purchase which resulted in 
fulther depletion of Farmers National's assets. It was accomplished in 
the following mannet : 

The new holding company, Great Pacific, was created as a wholly
owned subsidiary of Actuarial Consultants, a small company nomi
nally owned by John Boden. Farmers National paid Actuarial a ficti
tious $501000 consulting fee, which Actuarial useLl to capitalizb Great 
Pacific. Great Pacific then acquired Family Provider by paying the 
$50,000 back to Farmers as a down payment and giving a $200,000 
note for the balance, which was nevet paid. Great Pacific then acquired 
all the stock of Actuarial Consultants, and became the parent rather 
than a subsidiary of that corporation. Consistent with Hauser's design 
to separate his name from the new company, all of Great Pacific's 
stock was recorded in John Boden' name. However, Boden had an 
oral agreement with Hauser under which Hauser could acquire 80 per
cent of the stock at a future date, either directly or through a trust. 
Eighty percent of the stock was subsequently transferred to Hauser 
in early 1976 (pp. 52-53,92-93,344--345). 

Thus, Hauser created a new holding company eqnipped with an 
existing insurance company ready to do business. According to Hanna, 
the hook value of Family Provider was about $750,000 and Farmer'! 
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National's assets were thus further depleted by that amount. However, 
Family Provider was in substance a "shell" corporation. It was 
licensed to do business only in Arizona, and had essentially only one 
employee---J ohn Boden, who was the president of the corporation. 
Boden's wife was secretary-treasurer and a director. The other direc
tors were two friends of Boden's from Los Angeles. According to 
Boden, all decisions for both Great Pacific and Family Provider were 
mQ,de by Hauser, Kavanagh, Wyman and himself (p. 346). Because 
Family Provider was a shell, most of the premium moneys and claims, 
including those from outside Florida, continued to be funneled through 
Farmers National and its subsidiary, Nationwide Administrators. 

The Florida Department of Insurance began its strict examination 
of Farmers National early in 1976 and finally placed the company into 
receivership late that year. Just as the examination was beginning, 
according to the testimony of Hanna: 

* * * Farmers Life quickly sold 52 issues of the 83 non
affiliated corporate bond issues it held in its portfolio. A sum
mary of the sales indicated that the book value of these bonds 
at the time of their sale was over $480,000 but they were sold 
at far less than their value. 

In fact, the sale resulted in a loss of over $128,000 to the 
company. Apparently, lIauser and his associates were forced 
to liquidate these bonds quickly to try to keep their various 
fraudulent schemes afloat (p. 93). 

As will be shown in succeeding sections of this report, Hauser's 
operation was not terminated by the problems raised for Farmers Na
tional by the Florida authorities. Hauser and his associates took steps 
,not only to keep the operation afloat, but in fact to greatly increase its 
business with labor union trust funlls beyond the State of Florida. 

D. PJ;[ASE TW0--EXPANSION OF HAUSER OPERATION BEYOND FLORIDA 

The Subcommittee's investigation shows that throughout 1975 
Hauser and his associates engaged in efforts to expand their labor 
union business beyond Florida and into the more heavily unionized 
Northeastern and Midwestern States. This move was necessary to in
crease their cash flow in order to compensate for the money which they 
had taken out of Farmers National and to satisfy claims obligations 
on the Florida bus~ness. However, because Farmers National was 
licensed only in 5 Southeastern States (Alabama, Florida, Georgia, 
South Carollna and Tennessee) and in .Arizona, and Family Provider 
was licensed only ill. Arizona, a means had to be found to seeure busi
ness in oth~r States. 
1. li''J'onting A1'rangement with Old Seaurity Life 

The device selected was a "fronting arrangement" involving'a rein
surance agreement between Fa~'mers National and O~d Security ~ife 
Insurance Company, an establIshed company based 111 Kansas CIty, 
Miss()uri, licensed to write insurance in all States except N ew York. 

Reinsurance is a common ancllegitimate practice in the insurance in
dustry, under which the company issuing a policy limits its exposure 
by reinsuring a portion of the 'delI: with a second company which re~ 
ceives a commensurate shareof any profit. However, under a "front
ing" type reinsurance agreement, which is illegal in some States, the 
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company issuing the policy reinsures ail, or almost all, of the risk in 
return fora ceding fee. . " , 

U ndei- the terms of its agreement with Farmers National, Old Secu
rity issued p!)licies to labor union groups in States where Farmers 
National was not licensed to do business directly and'reinsured 100 
percent of the risk into FarmersN ational. Old Security received 2 
percent of the premiums';1~£,l Farmers N ationalreceived the remaining 
98 percent. The purpose and effect of the agreement, known in the 
insurance industry as a "fronting arrangement," was to enable Farm
ers to do business in States where they were not licensed. 

In the words of John Boden, "Old Security allowed Farmers to use 
its name, reputation, and financial status in I'eturn for 2 percent of 
the premium." "However," Boden continned, "the reinsurance agree
ment * * * had some very severe flaws, from Old Security's viewpoint 
and from the policyholders' viewpoint," which he described as follows: 

First, while it is true that under its agreement with Farmers 
Life, Old Security was directly responsible to the policyholder 
fqr 100 percent of the liability, the problem was that from the 
outset of the arrangement Farmers Life did not have sufficient 
good assets to cover the liabilities. The same was true with 
respect to another reinsurance,agreement between old Secu
rity and Family Provider Life Insurance Co. which I will 
discuss laterin my statement. 

The part of the premiums that were to be held as reserves 
were invested in assets of questionable value. This meant that 
Family Provider Life was in no position to assume the rein
surance obligation by its agreement with Old Security. 

Second, under its reinsurance agreements with Farmers 
Life and Family Provider, Old Security did not have control 
over the part of the premiums that had to be set aside in order 
to build up the reserves needed to cover the riskEj .for which 
they were responsible. The way was open for Farmers Life 
and Family Provider to gain aqcess to the premiums and to 
divert them to Hauser. -' . . 

And, third, under these agreements Old Secnrity accepted 
risks on ,,,hioh they did no actual underwriting. They assumed 
that Farmers Life and Family Provider would look after 
their interests in this regard. By this I mean before any in
surance ~ompa.nY accepts any risk they analyze the risl': and 
put a pnce on It. 

Old Security never did this in .relation to any' of the insur- , 
ance business we wI:ote using their policies. For example, one 
policy they accepted without any analysis was the Oent1'al, 
States Tearnster case which has approximately' $23 million in. 
premiums and an a.pproximate risk of $2. bIllion. This one' 
policy more than doubled Old Security's total life insurance 
risk (pp. 338-339). ' ! 

This points up one of the most intriguing questions to arise out of 
the Subcommittee's investigati.on : ,Vhy wonld Old Security enter into 
such a reinsurance agreement with a company such as Farmers Na:
tional, which was so obviously disadvantafieous to the best interest of 
Old Security~ 
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The agreement was drafted by RIchard K. Halford, a senior vice 
president of Old Security and an acknowledged expert on reinsurance, 
and was reviewed by the company's general counsel (pp. 349, 557, 
567-568). 

The Subcommittee's investigation did not uncover any evidence of 
improper payments to anyone at Old Security. Moreover, Boden, who 
is intimately familiar with the arrangement, testified that he was un
aware of any such payments (p. 350). 

Halford, who also appeared as a witness, testified under oath that 
neither he nor, to his knowledge, anyone else at Old Security received 
any payment or anything else of value from Hauser or anyone asso
ciated with him (p. 588). 

Both Boden and Halford testified that the Hauser group's first con
tact with Old Security was made by Mike Capurso, a former regional 
manager for Equity Funding Company who had gone to work for 
Hauser early in 1975 (pp. 337-338). Halford testified that Capurso, 
whom he did not know, had been referred to him by another of Old 
Security's reinsurers, but he could not recall which one. Capurso in
vited Halford to come to Miami as the guest of Farmers National to 
discuss the possibility of Old Security's reinsuring the Farmers' 
Florida labor union business. Halford accepted the invitation and 
visited Farmers on January 30, 1975. He testified that although he was 
favorably impressed while at Farmers, he declined the reinsurance 
olfer largely because it would :require a large cash outlay by Old Secu
l'lty (pp. 562--564). 

"'\iVhen Halford was asked what induced Old Security to subsequently 
enter into the fronting agreement on the business outside of Florida, 
he answered succinctly, "profit." He further explained that the agree
ment did not involve any cash outlay by Old Security, and meant a 
2 percent prop.t for Old Security on the gross premiums. Questioned 
concerning the care with which Old Security weighed its risks against 
the percentage of premium profit anticipated under the agreement, 
Halford testified that before concluding the agreement Old Security 
assessed the actuarial risk involved but not the possibility that someone 
would walk off with the money. In his words: 

* ~ ::~ if th~re had been any thought on our part at all, we were 
dOlllg busllless with less than honest people, we would have 
never considered this type of an agreement (p. 580). 

Under questioning, Halford indicated that the only checking he did 
on Farmers National before entering into the reinsurance agreement 
was to look at their entry in a standard reference book known as Best 
Insurance Reports; to review biographical data on Brian Kavanagh 
of Farmers and Lee Eldridge, the president and controller of Farmers, 
and to make some inquiries o.f people in the industry whose names he 
could not recall, concerning their l'6putations. He also reviewed copies 
of quarterly financial statement'3 given to him by Farmers National, 
which they said they had filed with the Florida Department of In
surance. According to Halford the financial statements showed a 
capitalization of $850,000 but he could not recall what they showed 
about Farmers' total assets (pp. 562--563, 565, 581}. 

Halford testified that the checking procedure he went through was 
the normal practice for his company and the insurance industry in 
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general. He stated that insurance companies are not investigators and 
do not have that capability. Instead, he said: 

* * * We rely very strongly on the fact that the State Insur
ance Departments are charged with regulation of that 
company. 
If the company is a problem company, is a company that 

shouldn't be doing business, we are relying on the State in 
effect to say no, you can't do business, to issue a cease and 
desist, or to make public that information (pp. 565-566). 

However, Halford acknowledged that he did not make any inquiry 
of the Florida Department of Insurance concerning Farmers National, 
either before Old Security entered into the reinsurance agreement or 
at a later date when the attorney for the management trustees of one 
of the Arizona Laborers funds called and questioned him about prob
lems Farmers was having with the Florida Department of Insurance 
and about Hauser's involvement with Farmers National. According 
to Halford's testimony, he then called Kavanagh rather than the 
Florida Department of Insurance, and was assured that Farmers' 
problems had been resolved [lnd that Hauser was not associated with 
the company, except as an agent who had produced some business in 
Florida but was not connected with the Arizona account. Halford then 
passed these assurances on to the Arizona attorney (pp. 5'73-578). 

Halford disagreed with Boden's testimony that Old Security did 
not perform underwriting analys~s on the business secured by Farmers 
National under the reinsurance agreement, to make sure that it was 
actuarially sound. Halford testified that Old Security did review the 
bids and were aware of the actuarial risks and liabilities involved (pp. 
569,580-581,585-586). 

Halford did not disagree with Boden's testinl0ny that the reinsur
ance agreement was written in such a manner that careful reading and 
analysis were reguired to detect that it was in fact a fronting agree
ment, but he mamtained that this was not done to obscure or to mis
lead State insurance departments (pp. 338, 349, 351-352). He said 
the agreement was based on a format which had been developed by Old 
Security over a period of years and offered in evidence a marked-up 
copy of Old Security's reinsurance agreement with Colony Charter 
Life Insurance Company of Los Angeles which became the Farmers 
National reinsurance agreement (pp. 568-571, exhibits 198-199). 

Examination of the agreements shows that a provision of the Colony 
Oharter agreement specifying that the reserves be placed in an escrow 
account, as required by the California Insurance law, had been deleted 
from the Farmers National agreement. ·When asked why this provision 
has been deleted from the Farmers National agreement, Halford stated 
that under this agreement Old Security was to have had actual physi
cal possession of the reserves. However, he acknowledged that this 
turned out not to be the case, and that Old Security did not receive 
any information from Farmers National regarding premiums and 
reserves until June 1976, when Old Security was already in the process 
M trying to terminate the agreement (pp. 570-571). 

Halford also acknowledged that the premiums on this business were 
sent directly to Farmers National and were pIlleod in Old Security 
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bank accounts on which Farmers National had drawing rights (pp. 
571-5'72, 582-583). The Subcommittee's investigation shows that the 
monthly statements and cancelled checks for these accounts were sent 
dIrectly to Farmers National and were not forwarded to Old Security. 

In view of this situation, the size of the liabilities assumed by Old 
Security under the agreement, and the relative paucity of information 
which they had about Farmers National, Halford was asked whether 
he or others at Old Security did not feel that they were incurring a 
significant hazard in the event that Fal'mers National did not live up 
to its responsibilities tmder the agreement. His answer was that Old 
Security had been doing business this way for a long time, had been 
involved in many such arrangements, and had never had that kind of 
problem (pp. 5'72,581). 

Such blind trust was clearly misplaced. The Subcommittee's investi
gation shows that Farmers National obtained labor union insurance 
business under this fronting agreement which generated more than 
$18,000,000 in premiums whIle it was in effect. According to the testi
mony of James Hanna of the Florida Department of Insurance, these 
premiums increased the cash flow into Farmers National tenfold 
(p. 91). 

As previously shown, however, Hauser and his associates continued 
to divert and convert a large portion of these premiums to their own 
use. As a result, Farmers National did not live up to its responsibilities 
under the reinsurance agreement, and when Farmers National failed, 
these liabilities fell back on Old Security as the primary obligor under 
the insurance contracts. 

Moreover, Old Security had also entered into similar reinsurance 
agreements with the Hauser group's Arizona-based Family Provider 
Life Insurance Company and with a non-Hauser affiliated company, 
"\Vashington American Life of Arizona, both of which also failed. 
Under the weight of the liabilities incurred under these reinsurance 
agreements both Old Security and its parent company, the ISC Finan
cial Corporation have also been forced into receivership. 

In summary, the evidence concerning these reinsurance fronting 
agreements shows that: 

(1) Though the device of reinsurance fronting agreements with 
Old Security Life Insurance Company, Hauser's companies were 
able to write millions of dollars of labor union insurance in States 
where they were not licensed to do business, thereby subverting the 
intent of the State insurance laws; 

(2) Old Security entered into these agreements with only 
minimal information and without adequate investigation of its 
prospective reinsurance partner, relying instead on regulation by 
the State insurance departments to keep unreliable companies out 
of the insurance business. 

(3) Old Security failed to take steps to insure that adequate 
reserves were set aside to meet claims obligations in the event that 
its reinsurance partner failed to do so. 

(4) Hauser and his associat.es converted a substantial portion of 
the premium moneys to their own use with the result that the 
Hauser companies failed to meet their obligations under the 
reinsurance agreements. 

! 
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(5) Old Security was able to enter simultaneously into a num
ber of reinsurance fronting agreements without obtaining the 
approval of any State insurance department or demonst-rating 
that the company had the financial resources to meet the millions 
of dollars of liabilities thus incurred. 

(6) When. Old Security and its reinsurance partners were all 
placed in receivership, thou.sands of labor union health and wel
fare plan members as well as the companies' individuals policy 
holders lost tIleir money and their insurance. 

13. Obtaining Labor Union b1!3uranoe Business Under the Fronting 
Agreement 

The Subcommittee's investigation showed that Haus!?l' was taking 
steps to obtain labor union business outside of Florida even before the 
agreement with Old Security had been reached. J olm Boden testified 
that the agreement was entered into in anticipation of obtaining labor 
union group business in Indiana, Massachusetts, Hawaii, Arizona, and 
Rhode Island where Hauser had labor union connections and expected 
to be able to obtain their business (p. 339). This is borne out by a 
March 4, 1975 letter of intent from Kavanagh to Halford outlining the 
proposed agreement which read in pertinent part: 

* * * This master coinsurance agreement shall * * * not be
come effective unless and until either (i) Old Security is 
awarded the contract for group life and accident and health 
coverage by the labormen's union in Massachusetts as mutu
ally discussed by us based upon a proposal made by us to that 
group on terms mutually agreed to by us, or (ii) if we other
wise mutually agree that such * * * agreement shall become 
effective (exhibit 6B, p. 46). 

According to the testimony of Boden, the agreement was signed in 
July 1975 and backdated to March of that year (p. 338). The Sub
committee investigation shows that shortly after this agreement was 
finalized, the Hauser group obtained the insurance business from the 
Laborers International Union groups in each of the States where 
Boden testified that Hauser anticipated obtaining such business. 

This business was usually in the form of an insurance package in
cluding group-term life, accidental death and dismemberment, disabil
ity and health insurance. Although the Hauser group's primary effort 
was to sell the more profitable whole life or group permanent'life in
surance wherever possible, as explained later, they were prevented 
from doing so by circumstances beyond their control. 

In most cases, the labor insurance contracts awarded to Hauser were 
ostensibly obtained through competitive bidding. However, the Sub
committee's investigation shows that the Hauser group always man
aged to have the lowest bid. This was due in substantial part to their 
willingness to underbid, even to the extent of incurring an underwrit
ing loss, in order to obtain control over the huge cash flow resulting 
from the premium payments and the claims reserves. Also, in a number 
of instances, the Hauser group benefited from "inside" information or 
assistance and support from persons associated with the unions, includ
ing a consultant of some of the funds, and relatives or associates of 
international union officers. In return, Hauser established and under-

:\ -----------; 
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wrote the expenses of several insurance agencies headed by relatives or 
associates of union officials and caused hundreds of thousands of dol
lars to be paid to them in loans, commissions, commission advances, or 
other fees. 

The general pattern followed by Hauser and his associates in obtain
ing this business has already been described. The application of this 
pattern in obtaining the insurance business of particular labor union 
groups is described in the following sections. 
3. Indiana Laborer8 

The Indiana State Council of Laborers and Hod Carriers 'Wel£are 
l!'und ("Indiana Fund") awarded its insurance program to the Hauser 
group in October 1975. The coverage was written under an Old Secu
rity insurance policy and reinsured with Farmers National. The busi
ness was promoted and obtained by the Hauser group. 

As Executive Vice President of Farmers National, John Boden was 
directly involved in the Indiana promotion. Boden testified that the 
person most instrumental in obtaining the Indiana Fund business for 
the Hauser group was Paul Fosco, grandson of the late Peter Fosco, 
General President of the Laborers Intel'llational Union until his death 
in October 1975, and son of Angelo Fosco who succeeded his father as 
president of the Laborers International Union (p. 339). According to 
Boden, Hauser knew and met frequently with Angelo Fosco (p. 153). 
However, investigation h!\s not disclosed any improper payments or 
other consideration as having been received by Angelo Fosco from 
Hauser. 

Boden testified that Hauser had established Paul Fosco in the insur
ance business by forming the P. F. Insurance Agen.cy ("P. F. 
Agency") in Chicago; that Hauser entered into a written agreement 
with Paul Fosco to pay to P. F. Agency certain COlIlWiss]ons and a 1 
percent premium override on all insurance or reinsurance sold by the 
Hauser affiliated companies anywhere in the country; and that the 
Hauser companies did pay approximately $300,000 to P. F. Agency 
(p. 339). These assertions were substantiated by the Subcommittee's 
investigation, and copies of the agency agreement, a lease guarantee 
for the offices of P. F. Agency, signed by Kavanagh for Farmers Na
tional, and documentation of some $260,000 in payments by Hauser 
companies to P. F. Agency (exhibits 122, 124, 125, 126). Hauser paid 
$50,000 to Fosco during the period of July through December 1974 
before Fosco became qualified under law to sell insurance (pp. 370, 
372) . In a prehearing interview, Fosco told the Subcommittee staff that 
this amount represented advances on commissions to be earned later 
(p. 370). He also stated that, during the period of his association with 
Hauser, he participated in writing only one insurance contract-the 
one sold to the Indiana Laborers Fund. 

Boden also testified that Paul Fosco was a very close friend of 
Charles Morris, secretary-treasurer and trustee of the Indiana State 
Council of Laborers and Hod Carriers "\17" eHare Fund, and that Morris 
had referred to Paul Fosco as his "younger brother" (p. 339). Morris 
confirmed this in his own testimony before the Subcommittee (p. 475). 

According to Boden, Hauser, through Paul Fosco, brought about a 
decision by the trustees of the Indiana Fund to rebid their insurance 
program, to include a group permanent life insurance plan in the 1'e-
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quest for bids, and the award of the contract to the Hauser group's 
reinsurance partner, Old Security. Boden also testified that, in obtain
ing the Indiana contract the Hauser group also received advice and 
assistance from Len Teeuws, a vice president of the Indiana Fund's 
actuarial consultant, Tolley International Corporation, in return for 
which Hauser was to assist Teeuws and Tolley Intmnational in obtain
ing the consulting and administrative business of other Laborers' 
Union groups with which Hauser had influence (pp. 339-340, 343) . 

Boden's testimony was largely substantiated by the Subcommittee's 
investigation of how the Hauser group obtained the·Indiana award. 

From its inception in 1953 until 1975, the Indiana Fund was insured 
with Continental Assurance Company, a large firm in Chicago. The 
fact that the contract was never rebid during this 22 year period sug
gests that the trustees of the Fund hac1 been satisfied with the insurer. 
However, that situation came to an abrupt halt early in 1975 when the 
Hauser group set their sights on obtaining the insurance business of 
this trust fund. 

Paul Fosco told Subcommittee staff in a pre-hearing interview that 
after he obtained his agent's license, in December 1974, he contacted his 
close friend Charles Morris about the Indiana Laborers insurance busi
ness, and that Morris told him they W(lre unhappy with the insurance 
carrier they had had for 20 years. Fosco also said that, at Morris' sug
gestion, he made a presentation about Old Security to the fund's repre
sentative from Tolley International Corporativn (p. 371). In response 
to the question why Hauser was willing to give him an override com
mission on all business written by Farmers National and advance 
$50,000 prior to becoming legally qualified to sell insurance, Fosco 
replied that it was apparently because of his "connection" and the fact 
that he "could open doors" (p. 371). While Fosco acknowledged recei;r
ing $242,000 from I-Iauser (which was close to the $260,000 found by 
the Subcommittee investigation), he did not know, nor did P. F. 
Agency's records indicate, how much commission he earned or was 
paid on the Indiana Fund wntract or how much he receivec1 in com
mission advances or overrides (pp. 371-372). When Fosco was sub
penaed and appeared before the Subcommittee to testify under oath, 
he invoked his rights under the Fifth Amendment to the Constitution 
with respect to all questions (pp. 373-375). 

The minutes of a March 12, 1975 meeting of the Indiana Fund's 
trustees show that Morris told the representatives of the existing in
surance carrier, Continental, that unless the company reduced its .re
tention (the excess of premiums over claims, to cover expenses and 
profit) from 5% percent to 5% percent, he would recommend to the 
Board that the Fund become self-insured. At Morris' suggestion the 
Board then adopted a resolution giving Continental until the trustees' 
next !11eeting to respond. The next meeting was scheduled to take place 
in ,Tune, 1975 (p. 378 : exhibit 127). 

However, the fund did not wait until June for Continental's answer. 
Instead, on April 25, 1975, the fund's administrator, Robert Edwards, 
sent out letters of invitation to bid on the fund's insurance program, 
including a requf>st for bids on group permanent insurance. Letters 
were sent to nine insurance companies, including Old Security (exhibit 
131,132). 
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Morris testified that he had instructed Edwards to take this action, 
because he had been informed by the Oontinental representatives that 
the company would not lower its retention. Morris acknowledged that 
he had taken this action withoL f- specific authorizat.ion from the board, 
but said he felt that he had an obligation to do so . .As to why he sought 
new bids from insnrance companies rather than recommending self
insurance, as he had stated he would do, Morris testified that some of 
the management trustees were opposed to self insurance (pp. 472--473). 

Morris testified that the specifications used in the bidding were 
delivered to Edwards by Robert Oarney, who, he thought, worked for 
Old Security, and that he had been advised of this by Hauser associate 
Mike Oapurso, who, Morris also thought, worked for Old Security 
(pp. 473-475). The Subcommittee's investigation shows that the speci
fications were actually written by J olm Boden and sent by Roger 
Oarney to Paul Fosco. Both Boden and Oarney were associates of 
Hauser at Farmers National Life. 

The Subcommittee obtained by subpena from the files of P. F. 
Agency a set of specifications which were attached to a draft letter 
of invitation to bid on the Indiana Laborers Fund business, prepared 
for the signature of Robert Edwards and dated April 21, 1975, and 
a letter of transmittal from Roger Oarney to Paul Fosco, dated 
April 22, 1975 (exhibits 128, .129,130). During his appearance before 
the Subcommittee, John Boden identified the group permanent life 
portion of these specifications as those which he had written and given 
to Roger Oarney (pp. 358-359). The transmittal letter from Oarney 
to Fosco stated that the specifications should be signed by Edwards 
and sent to Old Security and five other listed compl!mies immediately. 

The specifications actually sent out by Edwards on April 25 (exhibit 
133) were identical to those sent to Fosco by Oarney. The group perma
nent life portion of the specifications was identified by Boden as that 
which he had drafted and given to Oarney (p. 539). The letters of 
invitation to bid which were signed by Edwards and sent to Old 
Security, and all of the other companies suggested by Carney (exhibits 
131, '132) were also identical to the draft which had been sent to Fosco 
by Carney, with one exception. The Oarney draft stated that the 
Trustees were asking for competitive bids, whereas the Edwards' letter 
stated that Oharles Morris, the secretary-treasurer was asking for such 
bids. Apparently this change was made because the trustees had not 
voted to seek bids on the existing insurance program or to request 
bids on group permanent life. 

Thus it is clear that Hauser's associates actually wrote the specifi
cations and letter of invitation to bid on the Indiana Laborers insur
ance contract and selected most of the companies invited to bid, includ
ing their reinsurance Old Security Life. As Oarney had suggested in 
his letter to Fosco, Old Security's invitation to bid was actually sent to 
Nationwide Administrators, a subsidiary of Farmers National of 
which Oarney was President, at the address of Farmers National. 

"When Morris W~lS asked why the Fund's actuarial consultant, Tolley 
International had not been requested to draft or at least review the 
specifications and to handle the bidding, as is normally the case, he 
cited the cost involved and also said that he wanted to "check out" 
the actuary by seeking the bids directly (pp. 474-475). However, an-
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other explanation is contained in the last sentence of the April 22 letter 
from Oarney to Paul Fosco, which reads as follows: 

As self insurance is a realistic alternative and as the current 
consultant will stand to gain increased earning if self insul'
ance is approved, the spec's should be sent out by an employee 
of the Fund and not an employee of the consultant (exhibit 
128, p. 390). . 

In fact, when Morris was asked if this suggestion had anything to 
do with his decision not to have Tolley International prepare or even 
review the specifications, he replied, "I think so" (p. 477). 

Although Morris acknowledged that he was aware that the specifica
tions came from persons who he believed were working for Old Secu
rity, he indicated that he did not see anything wrong with that (pp. 
473-475) . However, Boden testified that: 

Because I tailored t.hese specifications to Old Security's 
existing group permanent plan, and to my knowledge no other 
company was offering such a plan, we were virtually assured 
of receiving the award if the trustees decided to go the group 
permanent route (p. 340). 

Boden's assertion is borne out by the fact that only the Hauser 
group, actiIl~ in the name of Old Security, submitted a bid on group 
permanent hfe insurance. Oontinental bid only on a cost-plus, grQup 
term life basis, proposing to continue the existmg benefits at the same 
retention level of 5.5 percent of claims.Oontinental enclosed a brochure 
describing their permanent insurance program but stated "it is our 
opinion that it is illegal for the Fund to purchase this type of coverage 
with the contributions made by the employers due to the tax implica
tions" (exhibit 135, pp. 395-396). 

Boden testifiecl that Len Teeuws of Tolley International, the insur
ance consultant to the Indiana Fund, had advised the Hauser group 
that the retention rate bid on the Indiana contract should not exceed 
4.5 percent (p. 340). 

Old Security bid on both a cost-plus and straight premium group 
term basis as well as on the group permanent basis. The cost-plus 
group term bid called for a retention rate of 4.04 percent, well within 
the 4.5 percent maximum Boden said was advised by Teeuws. 

During his appearance before the Subcommittee, Teeuws testified 
that he could not recall having such a discussion with anyone in the 
Hauser group (p. 946). The Subcommittee's investigation did not un
cover any direct evidence to confirm or disprove Boden's statement on 
this point. However, Boden made a similar allegation which is sup
ported by the circumstantial evidence that prior to the later award by 
the Teamsters Fund to the Hauser group, Teeuws told the Hauser 
group that a3 percent retention would make its bid competitive (pp. 
121-123 of this report). 

Also, the Sut ~ommittee did obtain by subpena from Tolley Inter
national a copy of an undated memo from Edwards to Morris listing 
all of the companies which had been invited to bid. Since this docu
ment is stamped "REOEIVED April 30, 1975", it shows that Tolley 
International was aware that Old Security was among the companies 
invited to bid well before the bid~ing deadline of ]\fay 8, 1975 (exhibit 
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137). Moreover, the Subcommittee obtained other internal documents 
from Tolley International which showed that less than an arm's length 
relationship existed between Teeuws and the Hauser group. (These 
documents are discussed later in this report.) 

No company other than Continental and Old Security bid on the 
Indiana business. 

On May 9, the day after the bidding deadline, Roger Carney and 
Fred D'Andrea called at the Fund office, presented callinS' cards 
identifying themselves respectively as employees of NationwIde Ad
ministrators and P. F. Agency and personally submitted Old Secu
rity's bid. This information is contained in a letter of May .14, 1975, 
from Edwards to Tolley International, transmitting the Continental 
and Old Securit.y bids for analysis (exhibits 134, 136A, 136B). The 
letter reads in part: "Our understanding is that Mr. D'Andrea is the 
insurance broker while Mr. Carney serves as liaison between Old Secu
rity Life Insurance Company and Farmers National Life Insurance 
Company, the re-insurer." Thus, the Fund was aware from the begin
ning that the business would be reinsured with Farmers National and 
that Fosco's P.F. Agency would serve as broker on the business. 

Morris testified that he knew that Fosco's agency would receive com
missions on the business (pp. 478-479), but maintained that he did 
not know anything about the reinsurance until after the award had 
been made (p. 478). Morris testified that he accepted the Old Security 
bid even though it was filed after the bidding deadline because no other 
companies had bid (p. 480). 

William Fries, Tolley International's representative to the Indiana 
Laborers, submitted the company's analysis of the bids to the Board 
of Trustees in a letter dat~d June 11, 1975 (exhibit 138, PE. 397-398). 
The only recommendation contained in the letter was that the Trustees 
not consider Old Security's pure premium proposal because the $5,096,-
000 premium would be far in excess of the premium paid under the 
existing cost-plus plan. Although the letter did not specifically com
ment on the group permanent proposal, presumably the same recom
men,dation would logically apply, since the premium would have been 
even higher as Teeuws acknowledged during his testimony (pp. 1187-
1188). The Tolley International Jetter also contained comparative 
financial information on Continental, Old Security and Farmer's N a
tional which showed that Farmers National's total assets were less than 
the annual premium payable by the Indiana Laborers under either the 
group permanent of cost-plus plan (exhibit 138, pp. 397-398, exhibit 
140, p. 418). 

At the hearings, both Morris and the Fund's attorney, Richard J. 
Shagley, contended that the Tolley International letter of June 11 
had never been received by the trustees, although it had been obtained 
by subpena from the Fund's files (pp. 482-483). Following the hear
ings, Shagley advised the Subcommittee by letter that the letter had 
been received by the Fund and given to the trustees, but that it had 
not been considered by the trustees at their June 11, 1975 meeting or 
at any date thereafter (appendix A-7). No explanation was offered 
as to why this was so. 

At its meeting on June 11, the Board of Trustees voted to defer the 
selection of an insurance company until the September meeting to 
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allow Fries to make a study of the possibility o.f self-insuring, and 
to permit Fries, Morris and William R. Anderson, a management 
trustee, to study the program of Old Security and the company itself 
(exhibit 139). . 

Ostensibly pursuant to the latter part of this resolution, Teeuws 
and Morris visited the offices of Farmers National in Miami on July 7 
and 8, 1975. However, internal documents from Teeuws' files at Tolley 
International show that Morris and the Hauser group successfully en
listed Teeuws' assistance and that Morris and Teeuws had already 
reached a decision to recommend the transfer of the Indiana Laborers 
Fund insurance to Old Security and the {l,qceptance of Old Security's 
group permanent life proposal, and that this trip was actually made 
for a different purpose. The internal documents referred to and a letter 
explaining the circumstances under which they were obtained by the 
Subcommittee are as follows (exhibits 265Aand 265B, pp. 975-977) : 

TOLLEY INTERNATIONAL CORP., 
ADl\UNISTRATORS AND CONSULTING ACTUARIES, 

Indianapolis, Ind., October 134, 1977. 
Re Subcommittee Investigations of Mr. Joseph Hauser's Operation. 
Attention: Owen J. Malone, Esq. 

GENTLElIrEN: Enclosed please find copies of the documents listed on 
Annex A hereto. Tolley International Corporation was served last 
week with two subpoenas to produce documents and requiring my 
deposition in two civil actions involving OM Security and the Central 
States Health and Welfare Fund. The enclosed documents were found 
in a separate file maintained by my secretary. Copies do not exist in the 
company's regular files. In nlTIlishing the documents in response to 
your subcommittee's subpoena dated April 11, 1977, copies of the en
closed documents were not produced since I was unaware of their 
existence. Since I expect that the enclosures may be of importance to 
you, I will be available to meet with you on Wednesday or Thursday, 
at your convenience, if you so desire. 

Please advise. 
Very. truly yours, 

TOLLEY INTERNATIONAL CORP, 
By LEN TEEUWS, Ewecutive Viae Pre:5ident. 

Attachments. 
INTER-OFFICE COl\I1\1:UNIOATION 

To RUSSELL M. TOLLEY from LEN TEEUWs : 
JULY 2, 1975. 

For sometime now Bill Fries and I have been working with 
Chuck Morris regarding his desire to change carriers from 
Continental Casualty Company on the Indiana State District 
Council of Laborers' & Hod Carriers' Welfare Fund. 

About a month ago we were introduced to the people that 
Chuck was interested in working with. They are Paul Fosco, 
son of Angelo, and grandson of Peter Fosco aml John D' An
drea, grandson of Tony D'Andrea who had the original con
trol with the Laborers in Chicago many years ago. Also, a 
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fellow by the name of Mike Capurso who is extremely knowl
edgeable about Laborers' International matters but who is not 
associated with the Laborers Union, to my knowledge. We 
have indicated to Chuck that naturally we would cooperate 
with him and he reassured us that our fees in no way would 
be jeopardized. 

The Management Trustees in a Board Meeting made it 
plain to Chuck that they did not approve of any change in 
carriers without Bill's recommendation. For this reason, Bill 
and I had a lengthy meeting with Chuck here in Indianapolis 
yesterday. In our meeting, we laid out the guidelines that he 
should follow so that there would be no problems in a transfer 
and also to make sure that the Trust Fund, the Trustees, as 
well as the beneficiaries were protected. Chuck was quite 
pleased and after our meeting he called his contacts to advise 
them that the groundwork had been laid for the transfer. 

Over the last couple of weeks this fellow Capurso has called 
me several times, a.round the country stating that Segal was 
going to be eliminated on certain Laborer's Funds in Boston, 
New York City, Colorado, Chicago, and both northern and 
southern California. He also indicated that there was a possi
bility that we could be brought in on one or more of these 
cases. N aturally, though this was a "come on" to get our help 
in Indiana. However, about 10 minutes after Chuck's call to 
his contact, Capurso called me long distance and stated that 
the groundwork had beenlaid for us to become the consult
ants to the Boston District COlliCil of Laborers Health and 
Welfare Fund and asked if both Chuck and I could meet with 
him in Miami this coming Monday to finalize this 
arrangement. . 

Naturally, I was quite pleased and while I am meeting with 
Dan Shannon tomorrow in Chicago, I have been instructed to 
meet with Angelo Fosco there. The reason I am quite pleased 
is that Chuck stated that there is no question that onSeptem
bel' 5th, Angelo will be appointed International President of 
the Laborers to replace his father and everybody that I have 
talked. to in this matter says that one of his first steps is to 
purge Segal wherever he can. Naturally, we will have to see 
what develops along these lines. . 

I have reserved the company airplane for Chuck Morris, 
Bill Fries and me to fly to Miami on Monday morning, 
July 7th, returning Tuesday, July 8th very early in the morn
ing. I would very much appreCiate it if you could make sure 
that we can rely on our reservations for the company plane in 
this matter. 

There could be one other implication in this 'matter and 
that involves Continental. As you know, we were successful 
in increasing our consulting fees with Continental in the 
amount of $12,000 in November of 1974. With the change in 
the Laborers, our volume with Continental will go down from 
about $26,000,000 allIiual premiums to $22,000,000. In addi
tion· to this; our Midwestern Teamsters Welfare Fund went 
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self-insured recently which eliminated another $3,000,000 I 
don't know whether we will have a problem with Continental 
regarding this matter but I will certainly keep you appraised 
of both these situations. 

INTER-OFFICE COl\UIUNIOATION 

To RUSSELL M. TOLLEY from LEN TEEUWS : 
JULY 31, 197'5. 

I would like to give you a report as to the status of the 
Laborers' International Union and the developments since our 
last conversation, when I brought you up-to-date on the re
newal of contracts in Ohio. 

I attended the International Union Conference on Monday 
and Tuesday; July 21 and July 22, as well as Thursday, 
July 24,1975, of last week. The reception given to me by every
one involved was unbelievable including Connerton and 
Powell. I had an opportunity at the banquet on Monday night 
to spend time with Peter and Angelo Fosco, as well as many 
other representatives, including many of our friends in the 
Laborers' Union throughout the country. At the banquet 
T?-ursday night, Angelo specifically had a little "get together" 
WIth several of the key Laborers and myself. In attendance 
were: Arthur Coia, Regional Manager of the entire Es,stern 
Seaboard, and. also the key man in the Boston area; Anthony 
Merullo, the head man in New York City; Sam Lee, the head 
man in the State of Hawaii. In addition to those individuals 
at the meeting were Fosco's son, Paul, Fred D'Andrea, Mike 
Capurso, who is Joe Hauser's right-hand man. 

My reception by Mr. Coia was excellent and it was obvious 
that this small cocktail party was established in order for him 
to get a look at us. On Friday' morning before I left, I was ad
vised by Paul Fosco and MIke Capurso that Coia is very re
ceptive to our becoming the Acturial Consultants to as many 
funds as possible under his jurisdiction. I was also advised 
that we would be acceptable to Sam Lee in Hawaii and I am 
sure that these things are starting to develop. Obviously, there 
is going ,to be a lot of groundwork to be laid in dislodging 
Segal in these areas. 

On "\7\Tednesday, JUly 23rd, I returned to Indianapolis and 
Bill Fries and I prepared our complete report for the Indiana 
State District Council of Laborers & Hod Carriers 1iV elfare 
Fund, This report was distributed to all Trustees in order that 
they could review it before the meeting which was on Tues
day, July 29th. We presented our report and the Trustees 
voted (with one negative vote-Fred Row ley) to accept our 
recommendation to change carriers and to institute the group 
permanent life insurance benefits. The Trustees were very 
complimentary of our report and needless to say, so were 
Fosco and Oapurso. These gentlemen were sitting "in the 
wings" in our office to see what would occur here. 

Naturally, Continental is very upset and I am quite positive 
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that Rowley will give a copy of the report (which is attached) 
to Continental and we will hf~ve the problem with them that I 
had previously discussed with you. I feel confident that inas
much as we lUl.Ye handled this matter that we will see future 
developments in these other cases. 

I specifically spent some time with Howard Hensen, his wife 
and son, while in Chicago. I discussed the ,Jackson-Hardin 
situation and asked him "for old time sake" if he would give 
this merger time to develop. Howard reassured me that we 
would have no problem from his regional offices. 

These docum.ents tend to confirm Boden's testimony that Teeuws 
assisted the Hauser group in obtaining the insurance business of union 
groups for which Tolley was consultant with the understimding that 
Hauser would in turn help 'rolley obtain the consulting and adminis
trative work for union groups with which he had influence (p. 343). 
They show that the Hauser group had access to the highest councils 
of the Laborers' International Union and lend credence to Boden's 
testimony concerning Hauser's influence in the Laborers' Union. 

Teeuws aclmowledged that during his meeting with Angelo Fosco in 
July 1975, Fosco had referred to the involvement of his son Paul in 
the insurance business, but state(1. that h.6 could not recall whether or 
not Fosco had asked him to help Paul in connection with the Indiana 
contract (pp. 1200-1201). 

IVith respect to the trip to Farmers National on July 7 and 8, Morris 
testifie.d that Teeuws went in place of Fries, because Fries had another 
commitment, and that he did not know why Anderson did not make 
the trip. Morris testified that during the visit they inspected the offices 
and computer facilitks at Farmers National and met with Capurso, 
Kavanagh and Boden. He said that Hauser joined the group at dinner 
and was identified to him as "the Boss." He also said that Bernard 
Rubin of the Southeast Florida Laborers District Council joined them 
at lunch. Morris said Rubin told him that several of his funds were 
insured with these people and that they were doing a good job (pp. 
480-482). 

Tolley International's July 23, 1975 report to the trustees of the 
Indiami Laborel's 1Yel£are Fund on self-insurance and insurance bids 
(exhibit 140, p. 417) states: 

* * * There is question in our mind that a considerable sav
ings could be realized in regard to self-funding; however, it is 
our opinion that with the question of possible taxation of 
future self-insured funds in the Sbte of Indiana, as well as 
the unanswered questions as they pertain to the jurisdiction 
of ERISA on self-insured Taft-Hartley health and-welfare 
funds, we would recommend that the Trustees hold in abey
ance any decision for self-funding for the present time. * * * 

The section of the report dealing with the insurance bids includes a 
relJort on the visit of Morris and Teeuws with "representatives of the 
Old Security Life Insurance Company and Farmers National Life In
surance Company." Kavanagh, Boden and Carney are listed as officials 
of Farmers National, but Mike Capurso is listed as "representative 
from Old Security Life Insurance Company" which he was not (ex-
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hibit 140, p. 413). No mention was made of meeting Hauser. The report 
also contains the statement that: 

In addition to meeting with representatives of the com
panies, Messrs. Morris and Teeuws also met with the Labor
ers Inte,rnational Regional Manager for the State of Florida. 
At the present time, Farmers National is underwriting the 
benefits of six laborers local unions in the greater Miami and 
vicinity area. A great number of questions were asked of him 
and he indicated his satisfaction with the manner in which 
the servicing and underwriting of these funds was performed 
(exhibit 140, p. 416). 

This appears to be a reference to Bernard Rubin, who was the Spe
cial International Representative and principal leader of the Laborers' 
Union in Florida at that time. However, this individual is not identi
fied as Rubin nor is any mention made of the fact. that he had been 
indicted on July 8,1975 for embezzling union trust fund money. 

Tolley International's July 23, 1975 report noted that Old Security 
would cede "a portion" of the premium and underwriting responsi
bilities to Farmers National, who would handle all administrative re
sponsibilities between the companies and the Fund (pp. 414--415). The 
report did not indicate that 98 percent of the premiums would go to 
Fanners National and that 100 percent of the risk would be reinsured 
with Farmers National as provided in the reinsurance ·agreement. 
Teeuws testified that Tolley International did not know the terms of 
the reinsurance agreement and had not made any inquiry concerning 
them. He said it was not their normal practice to do so because they 
considered the primary carrier to be fully liable for all risks (pp. 1195-
1200). 

The report stated that, if the trustees selected the Group Pennanent 
Life Insurance Benefit, commissions would be paid to the P. F. Agency 
in compliance with insurance codes, but did not say how much (exhibit 
140, pp. 415, 416). It also stated that Tolley International's commission, 
which previously had been .48 percent of the claims paid, would, under 
the Old Security proposal be based on .48 percent of the accident and 
health claims and .48 percent of the life insurance premiums (exhibit 
140, p. 415). However, no specific mention was made of the fact that 
this would represent a substantial increase to Tolley International, 
particularly if the group permanent proposal, with its higher premium 
were adopted. 

The report contained an analysis of the cost-plus bids which showed 
a cost saving of $70,000 annually in reh:.l1tion under the Old Security
Farmers National quotation and a recommendation that "the trusteBS 
should give definite consideration to changing carriers * * *." The 
report then stated : "We would also recommend that the trustees give 
serious consideration to adopting the proposal of Old Security re
garding the group term whole hfe permanent arrangement for the 
life insurance benefits" (exhibit 140, pp. 418-419). 

Appended to the July 23 report were financial statements of Old 
Security and its holding company, ISO Industries, Inc.1.4 on a con
solidated basis as of April 30, 1974 and of Farmen:; National as of 

U Old Security's holding company was later renamed ISC Financial Corp. 
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December 31, 1974: (pp. 4:20-421). In contrast, Tolley International's 
June 11, 1975 report showed financial information for Old Security 
only (p. 398). The difference was quite significant as shown by the 
following table: 

Financia~ data re OUt Security (in millions) 

June 11,1975, report (Old Security) : Assets ___________________________________________________________ $22.9 
Capital _________________________________________________________ 16.6 

Surplus _______________________________________________________ 6.3 

July 23, 1975, report (ISO Industries, Inc., nnd Old Security, Consoli
dated) : Assets __________________________________________________________ 418.7 

Stockholders equity ____________ ~ _________________________________ 23.2 

The financial statements in the July 23,1975 report were preceded by 
Tolley International's statement that ~'it is our opinion that tl11~ com
panies are financially large enough to handle the underwriting of the 
fund's benefits and the Group Term Permanent Life Insurance" (ex
hibit 140, p. 4:19). The July 23 presentation created the misleading 
impression that the full financial strength of the holding company 
stood behind any Old Security insurance commitment.15 

Teeuws acknowledged that the July 23,1975, report represented a 
change in Tolley International's position with respect to Old Secu
rity's group permanent proposal as expressed in its June 111'eport. His 
explanation was that he had originally felt that the Fund could not 
afford group permanent, but that certain of the trustees had. indicated 
that they wanted group permanent and were willing to forego other 
benefits in order to pay for it (pp. 947-94:8). However, Teeuws did not 
identify which trustees had expressed such a desire, or how it had been 
communicated to him. 

Although the trustees had previously voted to defer a decision OIl 

the insurance contract until their regular meeting in September, a 
special meeting was called to decide the matter on July 29. 

The minutes of this special meeting (exhibit 142, pp. 4:25-428) show 
that Teeuws made a presentation which was essentially the same as 
Tolley International's written report and that Morris recommended 
that the Fund adopt a permanent life insurance program. During the 
discussion, several questions were raised about the financial statements 
of both Farmers National and Old Security, but Teeuws stated that 
"he would feel secure with Old Security as the insurance carrier." 

The minutes also state that "Secretary Morris moved that the fund 
change its insurance carrier from Continental Assuntnce Company to 
Old Security Life Insurance Company (Farmers National Life In
surance Company) and adopt a program of permanent life insurance 
for the fund, all in accordance with the recommendations of Tolley 
International Corporation." The motion carried with one dissenting 
vote (exhibit 142, pp. 427-428). According to Teeuws, "the trustees 
were very complimentary of our report and needless to say, so were 

,. Similar misleading financial Information was passed to the Teamsters Fund by 
Tolley In ternational and the Hauser group (see pp. 217-220 of the report). In this con
nection, the Arizona Laborers, Teamsters and Cement Masons Local No. 395 Health and 
Welfare Fund spec.ifically asked Old Security if its parent, ISC, would agree to hold the 
Fund harmless if Old Security failed in its commitment to the Fund and was advised that 
'l'(lPUcable law precluded making any such agreement. (Appendix A-29.) 
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Fosco and Oapurso. These gentlemen were sitting in the wings in our 
o.ffice to see what would occur here" (exhibit 265B, p. 976). 

Orl the same day telegrams were sent to both Old Security and Con
tinental advising them that the change in carriers would be made on 
or before December 1, 1975. A telegram was received back from Old 
Security on August 21 requesting a binder of $100,000 and according 
to a receipt signed by Paul Fosco a check for this amount was given to 
him on August 22 (exhibits 143, 144, 146, 147, pp. 429-434). 

On September 5, however, the Fund's attorney, Ralph Berry, sent 
the trustees a 'letter questioning whether the acceptance of Old Secu
rity's group permanent proposal was in compliu,D.ce with the Employee 
Retirement and Income Security Act since there were no competing 
bids from other companies. The letter states: 

vVe would, therefore, feel thv.,t under the terms of ERISA 
that we should take competitive bids on the group permanent 
life insurance, or in the alternative, thu,t the Fund's consult
ing actuaries furnish the Board with some assurance that the 
bid of Old Security is a competitive bid and it is, therefore, 
in the best interests of the Fund to accept it at this time. 

* * * * * 
We are, therefore, respectfully suggesting to the Board 

that an analysis be made of the competitiveness of the bid of 
Old Security for the portion of their bid i.·wolving group 
permanent life insurance. Such an analysis would aid the 
Board in determining whether we are truly in compliance 
with the terms of ERISA (exhibit 147, pp. 433-434) . 

In a letter dated September 8, 1975, Edwards requested Tolley In
ternational to prepare such an analysis for the Fund (exhibit 148, p. 
388). Tolley International's andysis dated September 17, 1975 
concludes: 

It is our opinion thaUhe trustees did submit clear and con
cise Specifications requesting proposals from recognizee 1 in
surance carriers for not only the present schedule of benefits, 
but also an alternate schedule of benefits, i.e. group perma
nent life insurance. A proposal was received which, in our 
opinion, is competitive with the industry an.d, inasmuch as we 
have reviewed all of the actuarial aspects of the insurance 
which is more expensive than term life insurance but also 
provides greater benefits to the beneficiaries, it is our opinion 
that the trustees have a valid basis for accepting the pro
posals from Old Security and transferring the underwriting 
of the Plan of Benefits to the Old Security Life Insurance 
Company pursuant to the actions taken by the trustees at 
the Board meeting held July 29, 1975 (exhibit 149, p. 437). 

However, the Subcommittee's investigation showed that approxi
mately two-thirds of the Tolley International report to the Fund was 
identical to an analysis written on the letterhead of Actuarial Con
sultants and signed by John Boden, which Boden identified during his 
testimony as having been written by him (exhibit 150, pp. 359-360). 
This document was obtained in response to a subpena :from Tolley 
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International. Moreover, the remainder of the Tolley International 
report, while not identical in language, uses the same arguments cited 
by Boden in a letter of September 8, 19'75 to Teeuws contending that 
the bidding process on the group permanent program was competiti ve 
(exhibit 151, p. 388) . 

Taken together, these documents show that Tolley International 
gave to its clients as its own opinion concerning this bidding, infor
mation and opinions which were in fact written by an official of one of 
the affiliated bidding companies. TeeuwS:'s,ckno',vledged that he had in
corporated into some of his reports and letters 'promotional and ana
lytical materials prepared by representatives of Old Security, but 
maintaim."d that he had independently decided that the material cor
rectly reflected his professional judgment. He also indicated that he 
saw nothing improper in the practice (pp. 948-949). 

The minutes of the September 17, 1975 trustees meeting show that 
William Fries of Tolley International distributed and r6<'td to the 
Board Toiley International's September 17 report and stated that 
competitive bids had been received by the Board and that the cost of 
the Old Security Life Insurance program was competitive. A r",pre
sentative of Continental Assurance Company told the trustees his 
company was opposed to permanent life insurance for the fund be
cause of income tax liabilities it imposed upon the covered employees 
and because breaks in service would cause administrative problems. 
Roger Carney of Farmers National, who wus also present, disputed the 
tax arguments and offered arguments in favor of group permanent. 
However, Berry, the Fund's attorney, stated that the report did not 
answer his questions in regard to the competitiveness of the bids, and 
two of the trustees expressed concern over the cost of group permanent. 

The Board then voted to rescind the action approving the group 
permanent plan, but still awarded the insurance contract to Old Secu
rity for group term life, accident, and health coverages, effective Oc
tober 1,1975 (p. 385) . 

As Boden testified, the Hauser group tried several times to persuade 
the trustees to convert the group term plan to group permanent. 
Although these efforts proved unsuccessful, the Indiana Lahorers 
Fund did continue their insurance program with Old Security until 
December 31, 1976. During this period, the Fund paid premiums total
Dng $5,649,504 and collected claims totalling $5,4:30,107-96 percent of 
the premium. The reason the premiums and claims were so nearly even 
is that the Fund paid no further premiums after September 1976, due 
to adverse publicity and litigation involving the Hauser operation, 
while Old Security continued to pay claims incurred through Decem
ber 31, 1976. An investigation by the Department of Labor shows that 
the Fund did not sustain any loss on the insurance contract (Appendix 
E). However, had the trustees' original approval of Hauser's group 
permanent plan been allowed to stand, the fund would probably have 
lost a great deal of money because the cash values of the policies would 
have been wiped out. 
4. M assaanuse#s Laborers 

The Subcommittee's investigation showed that during the same 
period of time that the Hauser group was acquiring the insurance busi
ness of the Indianl,1 Laborers' Fund, they used much the same tech-

------------~----- - ---,~------
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niques to obtain an insurance contract from the Massachusetts Labor
ers' District Council Health and Welfare Fund ("Massachusetts 
Funcl") that pro'deled insurance coverage for members of 24 local 
uroons affiliated with the District Council and the Laborers' Interna
tional Union. 

Like the Indiana Laborers' Fund, the Massachusetts Fund during 
the entire 20 years of its existence prior to 1975 had had its insurance 
program, consisting of group term life and health and accident cover
ages, with a single insurance company, Union Labor Life, a firm owned 
entirely by labor unions and their trust funds. Although the insur
ance contract had been put out for competitive bids several times dur
ing this period, each time the contract had been re-a.warded to Union 
Labor Life (po 505). This suggests, again, that the Massachusetts 
Fund, like the Indiana Funel, had been satisfied with its existing in
surer until the Hauser group set its sights on obtaining their insur
ance business. 

... ~= 

Accurding to the testimony of John Boden: 
Hauser's plan of operation in pursuing the Massachusetts 

Laborers' business was much like that which was used in 
Indiana. First, he contacted several individuals who were 
highly influelltial in the Laborers' Union or with fund 
trustees. Qne such individual in Massachusetts was a Mr. 
Joseph Vaccaro. Vaccaro was associated with a construction 
company in Massachusetts and had dealt with the Laborers' 
Union for many years. Vaccaro thus was well acquainted with 
all the people who were involved in the Laborers' Union in 
that part of the country. 

Another such individual was a Mr. James Merloni, presi
dent of the Massachusetts Laborers' District Council. Carney 
and myself had a number of meetings with Vaccaro and Mer
loni before meetings of Massachusetts trustees when MerIoni 
would indicate how he thought certain trustees would vote 
and what their concerns were. 

Another key person in the Massachusetts award was a Mr. 
Arthur Coia, Sr., at that time held the position of vice presi
dent and regional director for the International Laborers 
Union. Vaccaro and MerIoni told me that Mr. Coia had called 
the trustees on behalf of the Old Security proposal. 

The second step in Hauser's operation was to encourage 
some key person to establish an insurance agency of his own. 
Hauser would promise to underwrite expenses and salaries of 
the agency. 

Early in 1975, Joseph Vaccaro established an agency in 
Boston called National Group Insurance, Inc. Vaccaro told 
me he was promised, by Hauser, a salary of $75,000 per year, 
plus expenses, and the use of a leased Cadillac auto. 

Joseph Vaccaro helped persuade the trw;cees to send the 
insurance business out for bids and to include Group Perma
nent Life as part of the bidding invitation. 

Hauser told me that he had many meetings with Arthur 
Coia, Sr. These meetings began early in 1975 and took place 
in Miami, Massachusetts, and Providence. After each of these 



98 

meetings, Hauser said that Mr. Ooia had assured him .that 
we would get the group permaneht business in Massachusetts. 
There may have been other persons, including Some of the 
trustees, present at these meetings. I was not present at them, 
but I learned of them from Hauser and also from Joseph Vac
caro. These meetings continued through 1975 (p. 341). 

Again, Boden's testimony was largely substantiated by the' Sub
committee's own investigation of the Massachusetts Laborers insur
ance award. 

According to a sworn affidavit which the Subcommittee obtained 
from Vaccaro (exhibit In, pp. 502-504) he had been involved as a 
contractor in negotiating contracts with the Laborers' Unions in the 
Boston area since the late 1950's and thus had become well acquainted 
with many of their officials. He first met Hauser socially in early 1974, 
and again in the Fall of that year in Las Vegas in the company of 
Terrence O'Sulliv3,n, then executive secretary of the Laborers' Inter
national Union, During this meeting Hauser told Vaccaro of his plan 
to sell Group Permanent Life to union trust funds and encouraged 
Vaccaro to become part of the effort. 

After some further meetings and conversations, Vaccaro agreed to 
go to work for Hauser. According to Vaccaro's affidavit, he then visited 
the Hauser group in Florida and received some indoctrination in the 
hlsurance business. While there, 1"8 talked t() Bernard Rubin-a long
time friend-who vouched for Hauser and told him the Florida Labor
ers had placed their insurance with his company.' Thereafter, at 
Hauser's request, Vaccaro established an insurance agency in Boston
National Group Insurance Agency, Inc. He had a verbal agreement 
with Hauser that Hauser's companies would pay all of the expenses of 
the agency plus a salary of $1,OOO.a week and a leased Oadillac auto
mobile for ]\IIr. Vaccaro. 

In early 1975, Vaccaro said he contacted Arthur E. Ooia, regional 
vice president of the Lll,borers' International Union for New England, 
and obtained Ooia's approval to meet with James Merloni, president of 
the Massachusetts Laborers District Council, to discuss Hauser's 
Group Permanent Life concept. Vaccaro knew both men through his 
service on the negotiating committee. Vaccaro stated that, while Mer
loni was not a trustee of the Health and Welfare Fund and would have 
no vote on the insurance award, he was influential in the union. Ac
cording to Vaccaro, he met with MerIoni in early February 1975 and 
later in the month, Merloni made a trip to Florida to meet the Hauser 
people and look over the operation. Vaccaro stated that MerIoni be
came a strong advocate for Ha.user's group permanent life insurance 
plan and, he believed, even considered retiring from the union and 
going to work for Hauser's organization. 

MerIoni, in a sworn affidavit (pp. 499-501) stated that he first met 
Hauser in October, 1974, at a testimonial dinner for Arthur E. Ooia in 
Boston. He also acknowledged the meeting with Vaccaro and the trip 
to Florida, which he said was made at Vaccaro's suggestion. Merloni 
also stated that he and his wife made the trip at the expense of Farmers 
National and that while there he spent 15 or 16 hours at Farmers N a
tional in indoctrination sessions on whole life insurance. Merloni also 
acknowledged that Vaccaro suggested that he retire and join the 
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Hauser group, but said that he declined the offer. MerIoni said that at 
the conclusion of the Florida exposure he was convinced that the con
cept of whole life insurance was valid and, if properly underwritten 
would have more value to the individual members of the Massachusetts 
group than the existing insurance coverage. 

MerIoni stated that upon llis return to Massachusetts he discussed 
the plan with a number of individuals in the Council and with Arthur 
E. Ooia, his direct superior, who, he firmly believed, shared his en
thusiasm for the plan. Accordingly, Merloni said he "made an honest 
and diljgent effort to convince the trustees and the International of 
what he conceived to be the merit of the whole life plan" (p. 500). Ac
cording to Boden, Vaccaro told him that he also met with several of 
the union and management trustees and persuaded them to vote to rebid 
the insurance (p. 366). 

According to the minutes of the February 3, 1975, meeting of the 
Health and WeHare Fund trustees, the trustees directed the Fund's 
actuarial conSUltant, the Martin E. Segal Company, send out specifica 
tions seeking bids on the existing insurance package and on ordinary 
whole life insurance as well (exhibit 175, p. 496). Merloni was present 
at the meeting, but there is no indication of who made the motion. 
In a swam affidavit, Robert J. Dellovo, the Segal Com
pany's representative to the Fund (pp. 504-507), pointed out the 
high cost and other drawbacks to ordinary life insurance for the Fund, 
but the trustees were insistent. Accordingly, Dellovo prepared the 
requp.sted specifications and a list of major companies to be invited to 
bid which he presented at the April 28, 1975 trustees meeting. At 
Dellovo's invitation, the trustees suggested two additional companies 
and !,1erloni volunteered four others including Old Security. The 
invitations to bid and specifications were mailed on May 9, 1975, with 
a bidding deadline of June 6, at which time the sealed bids were to be 
opened. The bids were to be sent to the Segal Company and released 
simultaneously to a number of officials connected with the Fund, in
cluding Merloni (exhibit 119, p. 496). 

According to John Boden, Old Security's bid was prepared by Roger 
Carney and reviewed by Hauser, Kavanagh and himself, without any 
participation by anyone from Old Security. However, he said that 
Vaccaro had explained to them what he figured the other bids would 
be so that they could prepare their bids with the strong expectation 
that it would be low. He said Vaccaro told them what premium they 
should charge and what their retention should be. He said he did not 
know where Vaccaro got the information but that it could have come 
from the trust.ees, the Fund's administrator, the consultant or someone 
else on the the inside, and that the information was helpful (pp. 342, 
366). 

The bids from Old Security and five other companies were tumed 
over to the Segal Company for analysis on June 6, 1975 which was not 
completed until June 26 (exhibit 178, p. 506). However, among the 
records obtained from the Fund by subpena was an l),pplication, dated 
June 9, 1975, to the Old Security Life Insurance Company for group 
permanent life insurance, signed by Joseph Pavone, then Chairman 
of the Board of Trustees of the Massachusetts Laborers Health and 
Welfare Fund. The application was also signed by Michael H. Bona-
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corso, 222· Lewis Wharf, Boston, Massachusetts, as Agent Broker. 
Bonacorso was an enlployee of Joseph Vaccaro and National Group 
Insurance Agency, Inc. Tile application contains no effective date. This 
application was apparently signed three days after the bidding dead
line and before the bids had even been analyzed or any formal action 
on the matter had been taken by the Board of Trustees (exhibit 180, 
pp. 491, 496). 

On June 26, the Segal Oompany suhmitted its analysis of the bids 
for the existing insurance program based on i!,roup term life and 
excluding the alternate whole life proposal (Appendix A-8). This 
report was discussed at a trustees meeting on July 10, the mInutes of 
which show that the trustees received the following advice from Del
lovo of the Segal Oompany :. 

* * * there were many unanswered questions dealing with 
Old Security Life Insurance Oompany, which appeared to be 
the lowest bidder 011 premiums but not on retention, which 
he stated was a better test of the net cost to the Fund than 
merely premiums paid. He also pointed out that the program 
involving whole life would project a deficit for the next 
fiscal year of $433,000 to the Fund or a deficit of $3 per 
member per month (p. 497). * * * 

The minutes also show that: 
The consultant further advised the trustees to move slowly 

in the area of self-insurance, inasmuch as it needed further 
study, and raised further questions which he was not pre
pared to answer at this time. 

Co-counsel advised that in light of the consultant's report 
and recommendations, the trustees would be acting at their 
peril without further study, investigation, and. report from 
the consultant (p. 497). 

:9espite these warnings and other questions raised by Dellovo, aJ.l 
four of the union trustees and one of the employer trustees voted to 
award the entire insurance package, including whole life, to Old 
Security. However, the three remaining employer trustees voted 
against the motion and since the trust agreement required six votes for 
approval, the motion failed. The trustees then voted unanimously to 
have Segal do a further study of the matter and report back before 
the next meeting (p. 497) . 

Apparently in response to this instruction Dellovo wrote to Hal
ford of Old Security on July 16, 1975, and raised a number of ques
tions, one of which was: 

Will the total coverage in any way be reinsured ~ I:f so, 
please identify the benefit coverages that will be reinsured 
and also identify each of the companies with which the cover
age will be reinsured (exhibit 181, pp. 507-508). 

In answer to this question Halford in his reply dated July 29 merely 
stated "See Schedule S in the attached financial statement for our 
current reinsurers" (exhibit 182, pp. 508-509). He did not advise 
Dellovo that 100 percent of the coverage would be reinsured with 
Farmers National under a fronting agreement. 
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The trustees met again on August 7, 1975. At that meeting Dellovo 
distributed an addendum to the Segal Company's report of June 26 
which was very critical of both the concept of whole life insurance for 
labor union trust funds and of Old Security's group permanent life 
proposal, which it characterized as not significantly different from 
ordinary whole life. According to the Segal Company's report, Old 
Security's premiums were not materially lower than for ordinary in
dividual whole life policies, while the cash values were less favorable 
and the retention for expenses was very high, Because of these excessive 
costs the report recommended that the same objectives could be better 
achieved by other alternatives, which it listed. Dellovo also pointed out 
that Old Security still had not answered some of his questions and that 
there were discrepancies in some answers he had received (pp. 504-
507). A telegram dated August 6, 1975 from Peter Fosco, then General 
President of the Laborers International Union was also read at the 
meeting which stu,ted in part: 

We do not believe that it is appropriate and consistent with 
fiduciary duties for a fund to buy high cost, group permanent 
or other similar types of ordinary 11.£e insurance arrange
ments (pp. 509-510). 

The trustees then voted to bring in another company to evaluate the 
question of whole life versus term insurance as well as other alterna
tives. The selection of an insurance carrier was deferred until this other 
consultant completed its report. On behalf of the District Council, 
Merloni recommended Tolley International to make this study. A 
motion was then passed to have Tolley International do so and report 
within two weeks (riP. 497, 506-507). 

According to the testimony of J olm Boden, he and Roger Carney 
were standing by in the Fund's office prior to the August 7 meeting 
when Merloni informed them of the Fosco telegram and advised them 
that the award would not he made that day. Boden stated that they 
were all surprised by the telegram and that Merloni was visibJy upset 
(p. 342). Documents obtained during the Subcommittee's investiga
tion help explain why the Fosco telegram came as a surprise, and how 
the decision to bring in Tolley International was reached so readily. 

A review of the minutes of previous meetings of the Massachusetts 
trustees and Dellovo's affidavit, make it clear that the Segal Company 
had been opposed to the concept of group permanent insurance from 
the beginning, and that Dellovo had made this opposition known to 
both Merloni and Arthur E. Coia on a number of occasions (pp. 496-
499, 504-508). The internal memorandum of July 2, 1975 by Len 
Teeuws of Tolley International referred to earlier (pp. 144--145) shows 
that Mike Capurso, Hauser's representative, in obtaining the Indiana 
Fund business for Old Security, assured Teeuws that the groundwork 
had been laid for Tolley International to supplant the Segal Compa,ny 
as consultants to the Massachusetts Laborers. The memo also stated 
that Teeuws had been told that Angelo Fosco expected to succeed his 
father, Peter, as President of the Laborers International in September 
1975 and that one of his first steps would be to purge the Segal Com
pany wherever he could thereby giving Tolley Internal-jonal a chance 
to obtain the consulting business of other Laborers funds (pp. 
975-976). 
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A similar Teeuws memo dated July 31,1975 shows that on July 24 
Angelo Fosco had a "get together," attended by Teeuws, Arthur E. 
Ooia, Paul Fosco, and lYIike Oapurso among others. The memo de
scribes Oapurso as "Joe Hauser's right-hand-man" and states: 

My reception by Mr. Coia was excellent and it was obvious 
that this small cocktail party was established in order for him 
to get a look at us. On lfriday morning before I left, I was ad
vised by Paul Fosco and lYhke Capurso that Ooia is very re
ceptive to our becoming the Actuarial Oonsultants to as many 
funds as possible under his jurisdiction (p. 976). * * * 

In his affidavit to the Subcommittee, Merloni stated that he had 
met Teeuws during a union conference in Ohicago in July 1975 (pos
sibly the same one described in the Teeuws memo) and told him of 
his interest in the whole life plan for the Massachusetts Laborers 
and the resistance he was encountering. According to Merloni, Teeuws 
told him his firm had wrestled with the same problem in Indiana and 
offered his services to Merloni. According to Boden's testimony and 
the affidavits of both Vaccaro and Merlom, strategy sessions involving 
Boden, Oarney, Vaccaro, and on at least one occasion Hauser, were 
held in Boston before each trustees meeting in the summer of 1975 in 
order to plan how to get the trustees to adopt Old Security's group 
permanent plan (pp. 1$42-343, 500, 503). According to Boden it was 
at one such meeting that Vaccaro suggested they bring in another con
sultant to counter the advice being given by the /::legal Uompany. Boden 
said they decided on Tolley International because they knew Tolley 
International could be relied on for a favorable opinion group penna
nent and felt that Teeuws would be willing to help them in anticipation 
of their assistance in obtaining consulting business in Massachusetts 
and elsewhere (pp. 342-343). 

Another of '1'eeuws' internal memoranda, dated August 8, 1975, 
shows that Teeuws had been called at home the previous day by Mer
loni and advised of Merloni's intention to recommend that Tolley In
ternational be brought in. The memo states : 

The pretext of getting us involved was to make a complete 
and thorough report on group permanent life insurance, in
asmuch as both Uonnerton [counsel co the International] and 
Segal drafted a.lengthy and complex telegram to the Boston 
trustees over Peter Fosco's signature, outlining the illegality 
of this approach to insurance. * * * 

I know that this is going to involve a "head-on" fight with 
Segal and Oonnerton in the International; however the three 
key men in the International are on our side. Also, ~gelo 
Fosco, Arthur Coia, and Frank Lorello, from New York 
Oity want us to go "head to head" as soon as possibl~. I have 
suggested that we hold off for the next couple of months un
til Angelo has been appointed International President of the 
International Union but they think the time to do this is 
NOW! (ex:hibit 2650, p. 977). 

Boden testified that at a meeting in TQlley International's Indian
apolis offices attended by Teeuws, Vaccaro, Paul Fosco and himself, 
he prepared an analysis of the group permanent plan which was typed 
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by Teeuws' secretary. According to Boden, it was agreed that Teeuws 
would base his presentation to the Massachusetts trustees on this anal
ysis (pp. 343, 361). 

In another internal memorandum dated August 14, 1975 (exhibit 
265D, pp. 977-978) Teeuws states that he had met with two of the 
people involved in the Boston situation the day before and put to
gether Tolley International's report. The memo also notes that the 
Massachusetts trustees meeting, which had been scheduled for Au
gust 21, conflicted with Tolley International's own Board meeting 
from which Teeuws asked to be excused on the grounds that "a great 
deal of potential profit to our corporation hinges on what occurs in 
Boston * * *." 

The memo continues: 
It seems that these hllows are pretty well organized and as 

far as the timing for the meeting, the following is what has 
been requested of me : 

At noon on 'Wednesday, August 20th, I will meet with ~Tim 
Merloni, President of the Massachusetts Laborers' District 
Council and the Union Trustees to review our report and lay 
out the guidelines for our presentation the next day. 

Later in the afternoon, I will fly with one of the fellows to 
Providence, Rhode Island, to have dinner with Arthur Coia, 
who is the Eastern Regional Manager, as well as International 
Vice President. He has previously given us his "blessings". 
Inasmuch as he is not a Trustee he wants to review everything 
before the meeting. 

Then, of course, we will have the meeting on Thursday in 
Boston. 

The memo also notes: 
Yesterday, I was advi.sed that Peter Fosco, upon the insist

ence of Connerton will not step down tlus September, in 
order that Angelo can step in. As I understand it now, Pete 
will run for election at the Convention next summer and then 
turn the reins over to Angelo. Even though this is the case, 
Angelo and his people-Coia in the East, Lorello in New York 
City, \'Vilbur Fretag and the people from the \'Vest Coast are 
still insisting that we continue with the confrontation with 
Segal in these areas. 

At the August 21 trustees meeting another telegram over the signa
ture of Peter Fosco was read which reiterated the International's 
opposition to high cost group permanent life insurance and warned 
that the International would take whatever remedial action necessary 
to protect the trustees, participants, and the goo,lname of the union. 
Afterwards it was decided to defer action on the insurance plan, and. 
the Tolley International representatives who were present in the Fund 
office were so advised (exhibits 178, pp. 506-507). 

In his affidavit Merloni stated that he discussed the group permanent 
plan with Arthur E. Coia after the telegrams were received from 
Peter Fosco and that since Coia continued to express approval, he felt 
entitled to continue his efforts to have the trustees adopt the plan 
(p. 500). 
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A further meeting of the Board of Trustees was held September 21, 
1975, at which, according to the minutes, MerIoni introduced Len 
Teeuws of Tolley International and "Mr. John Boden, an actuary for 
the Tolley Oorporation" (p.498). 

Teeuws then distributed several documents including Tolley Inter
national's report of August 13, which was very favorable to the con
cept of group permanent life and to Old Security's proposal. It 
concluded: 

* * * It is our opinion that a Group Permanent Life Insurance 
program, along the ·lines which have been described in this 
report, can be adopted by a Trust Fund such as yours. Group 
Permanent Life offers the benefits of insurability to all em
ployees regardless of health while creating systematic savings 
and real benefits to the long-time employees in a manner that 
does not create additional Trustee responsibility. It is further 
our opinion, that based upon the material and data submitted 
to us as prepared by the Fund's Oonsultants, that the Old 
Security Life Insurance Oompany is the lowest bidder for 
both the A & H coverages and the Group Permanent Life In
surance (exhibit 123, p. 365). 

John Boden was shown a copy of this document during his appear·· 
ance before the Subcommittee. He identified it as the same analysis 
which he prepared in Teeuws' office (pp. 361-362). 

As indicated above, the analysis Tolley International submitted to 
the Massachusetts Fund trustees' highlighted the cash savings to be 
obtained through group permanent life insurance. In his testimony, 
Teeuws aclmowledged that a so-called group ordinary life or perma
nent life insurance plan is a poor plan if the group of people covered 
have a high turnover rate (i.e., loses or leaves his job, dies or becomes 
disabled) because the premiums are very high and a great percentage 
of the premiums go to administrative expenses (p. 950). He also ac
knowledged that if a significant percentage of covered employees leave 
in the initial stages of such a plan, there is not any accumulation of 
cash values and those persons leaving the plan in the initial stages 
would have little or no cash value to take with them (p. 951). While 
Teeuws admitted that the turnover rate is a factor in determining 
whether a fund should adopt group term or permammt life (p. 951), 
Tolley International's written report submitted to the Massachusetts 
Fund trustees does not address the impact of the turnover rate on plan 
costs or cash values available to employees covered by the plan.1G 1iVhile 
Teeuws indicated that the adverse impact of turnover was pointed out 
"orally," the minutes of t.he Massachusetts Fund trustees' meeting do 
not reflect it (pp. 498, 951).u 

Although Tolley International ostensibly was acting as independ
ent consultant to the Massachusetts Fund, Teeuws testified that the 
Tolley analysis was "prepared for the Massachusetts Labnrers Dis-

10 See pp. 71, 72 of this report whl~h discusses the aiiverse impact of high turnover 
of construction Industry employees covered by the Florida Laborers Union trust funds 
to which the Hauser group sold whole or permanent Ufe Insurance. 

17 Teellws sald that Tolley International's written report in the Indiana Fund case dis
cussed 'dle turnover factor (P. 951). However, neither that report nor the minutes of 
the trustees' meeting at which TolIey made Its presentation en the permanent rue 
proposal reflect a reference to the impact of employee turnover (pp. 419, 427). 
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trict Council and not tht board of trustees" of the Fund (p. 1205). He 
also stated that he did not receive any compensation from the Fund, 
the District Council, or Hauser (pp. 1204-1205). Teeuws stated, how
ever, that it was Tolley International's "hope and expectation" that 
the Fund would replace the Segal Company as consultant (p. 1205). 

The minutes of the September 21 meeting makes it clear that the 
Fund's existing insurance consultant and co-counsel were still very 
concerned over the possible consequences of adopting group perma
nent life and also about certain discrepancies in the Old Security 
proposal. However, the minutes also show that: 

Mr. MerIoni stated that on behaH of the Massachusetts 
Laborers District Council he was advising the trustees that 
the matter had been deferred long enough and that he had 
talked to the Laborers International President who had ad
vIsed him that this was entirely a District Council matter; 
and that the Council wanted whole li.fe insurance and that the 
Old Security Insurance Company was the low bidder and 
should be awarded the entire insurance contract as had been 
done in Indiana (p. 498) . 

A motion to award the insurance package, including group per
manent life, to Old Security failed to carry, although all of the union 
trustees and one employer trustee again voted for it. A motion was 
then passed to forward all material, including that from Tolley In
ternational Corporation, to the International Union for comment. 

In another internal memorandum dated August 25 (exhibit 265E, 
p. 978) Teeuws stated, 

While meeting with Arthur Coia in Boston the day before 
the Massachusetts Laborers WeHare meeting, he committed 
the complete statewide Laborers Welfare and Pension Funds' 
actuarial cOllSulting to us. * * * 

The memo also stated: 
The purpose of Paul Fosco's special visit to me this after

noon was in behalf of his father, Angelo, to make sure I un
derstood t~at the people on his team are going to press this 
struggle WIth Martin Segal to the end: and to make sure that 
they could depend on us. There is no doubt in my mind that 
once this pendulum starts swinging, we are going to have a 
lot of business. * * * 

Apparently in response to the motion passed at the September 21 
meeting, Merloni, on September 23, transmitted the Tolley Interna
tional report and other material to the International Union, but 
he addressed the letter to Arthur E. Coia (attachment A to exhibit 
176, p. 501). The letter stated that the District Council felt strongly 
that the issues raised by the Fosco telegrams had been answered and 
rp.quested that any additional information or objections from the 
International be stated. The letter concludes: 

If, however, you feel we have acted prudently and are 
now in a position to make a decision based upon the best 
posssible benefits to be acquired for our membershIp, please 
so advise us. 

51-777 0 - 79 - 8 
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The Subcommittee has been unable to locate any ,response from 
Coia. However, on October 24, 1975, Peter Fosco sent a letter to the 
Trustees which Merloni stated was apparently the only reply to his 
letter. It stated that: 

* * * the International Union does not endorse any insurance 
company, nor does it have any objection to any insurance com
pany. Specifically, the International Union does not inquire 
into the status of insurance companies as such. The Interna
tional Union has no objection to, nor any derogatory infor
mation concerning any insurance company which submitted a 
proposal for "whole life" insurance, or for the plan in gen
era1. Our objection was, and is, clearly to the type of insur
ance-whole life. Beyond that particular point the Interna
tional Union has no involvement in the bidding process. The 
decision as to what insurance carrier to select lies solely with 
the Trustees carrying out their fiduciary responsibilities, 
based upon all the facts and circumstances in a particular case 
(attachment B to exhibit 176, p. 501). 

This letter, which Merloni introduced at an October 30 trustees 
meeting, apparently paved the way for a compromise whereby the 
group permanent life proposal was dropped and the insurance con
tract was awarded to Old Security for group term life as well as acci
dent and health coverages. The minutes of that meeting show that 
Dellovo pointed out that the difference in retention between Old Se
curity and the existing carrier was minimal, and the Fund's co-counsel 
pointed out that Old Security's total health and wel:fare business the 
previous year was less than the annual premium of the Massachusetts 
Fund. Nevertheless, the trustees voted unanimously to award the con
tract to Old Security effective December 1, 1975 (p. 499). . 

Following the award an account was opened at the Bay Bank/Mid
dlesex, Burlington, Massaohusetts in the name of Old Security c/o 
Nationwide Administrators into which the premiums were paid. Ac
cording to Boden, Carmine Mercadente, who was connected 
with tllis bank was put on the Board of Directors of Farmers Finan
cial Corporation at the direction of Joseph Vaccaro (p. 145). Vaccaro 
ackilowledged in his affidavit that he made the arrangements to open 
this account (p. 503). The Subcommittee's investigation showed that 
$850,000 out of the first full quarter premium of $1,353,981.72 was 
drawn out of the Middlesex bank account immediately upon its receipt 
and forwarded to Florida where it was apparently used by Hauser's 
National Financial Agency and Farmers National in connection with 
fraudulent transactions with the Sage Corporation discussed pre
viously (pp. 28-29, exl1ibit 2F, exhibit 48) . See pp. 75-77 of this report 
for discussion of Golden Horn Mortgages. 

The Massachusetts Laborers insurance contract was held oy Old 
Security until December 1, 1976, when it was again awarded to Union 
Labor Life following adverse publicity concerning I-Iauscr and Old 
Security. At the time of the Subcommittee investigation the Massa
chusetts Laborers had paid some $5,265,000 in premiums and had col
lected $4,603,000 in claims under this contract (exhibit lA, p. 14). Al
though Old Security was continuing to pay claims, it is not lmown 
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wl;tether all outstanding claims were paid before Old Security was 
placed in receivership. 

During its examination of the available books and records of Farm
ers National and the other Hauser-affiliated companies the Subcom
mittee found cancelled checks showing payments of $50,000 to Joseph 
Vaccaro and/or National Group Insurance. Because of the important 
role played by Vaccaro in the Massachusetts award, the Subcommittee 
examined the books and records of Vaccaro's National Group Insur
ance Agency. They showed total receipts of $127,500 from Hauser's 
companies (p. 494; exhibits 186-188, p. 496). Boden testified that there 
was no correlation between the money the Hauser group paid to Vac
caro's agency and the insurance business generated by Vaccaro (p. 
366). This testimony was corroborated by other evidence. Vaccaro 8.'tid 
he had no formal commission agreement with Hauser and his only 
services to Hauser were in connection with the Massachusetts Fund 
award (pp. 502-504). Also, his agency's records do not identify pay
ments Ins agency received as commissions on any specific business 
(p.518). 
5. Hauser Is Threatened 

Vaccaro indicated in his affidavit that he constantly had problems 
ill trying to collect the money Hauser had agreed to pay him. Vac
caro said that he mentioned this during a conversation with Bernard 
Rubin and George Waugneux, the president of the Sage Corpora
tion, in June 1976 and was told that they would see what could be 
done (p. 504). Shortly thereafter, according to Boden's testimony, 
he and Hauser and Hauser's bodyguard, George Herrera, were stay
ing at the Sheraton Carleton Hotel in ·Washington, D.C. on July 14 
and 15, 1976, when "someone from Rhode Island" informed Hauser 
that two "thugs" from Sage Corporation had been in the hotel lobby. 
After one of the men asked about Hauser, Herrera called the police: 
who escorted them from the hotel. Boden identified one of the men 
as Wuagneux's bodyguard, who Boden said had threatened Hauser 
on a previous occasion. Boden said he was later told by Kavanagh, 
Rubin and Vaccaro that the two men had gone to the Carleton to 
persuade Hauser to travel to Providence, Rhode Island to discuss 
money he owed Vaccaro (pp. 151-152). Wuagneux acknowledged 
that he had sent one of his employees to see Hauser at the Sheraton 
Carleton, but he denied that it involved any threats or waS on behalf 
of Vaccaro (pp. 291-293) . 

In his affidavit, Vaccaro stated that he had also discussed his dif
ficulties in collecting from Hauser with either Arthur A. Coia, -son 
of Arthur E. Coia, or the yotmger Coia's law partner, Albert Lepore, 
because he believed that Lepore had an interest in an insurance agency 
in Providence connected with Hauser's operations and was having 
similar m~mey problems. Vaccaro said that whichever ~:llle he spoke to 
indicated that a couple of persons had called on Hauser III Washmgton, 
D.C. concerning his financial obligations. Shortly thereafter, Lepore 
called Vaccaro and told him he had received some money from Hauser, 
who instructed him to send $20,000 to Vaccaro, which Vaccaro picked 
up (p.504). 

In a sworn -affidavit (exhibit 190, pp. 513-14) Arthur A. Coia ac
knowledged that Vaccaro had. discussed with him his difficulties with 
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Hauser and. that he had made several calls to Hauser on behalf of 
Vaccaro and Lepore. Both Arthur A. Coia and Lepore acknowledged 
receiving the $20,000 for Vaccaro from Hauser in their separate af
fidavits filed with the Subcommittee (pp. 515, 516). 

Because of the interest which Arthur E. Coia, as Regional Vice 
President of the Laborers' International Union demonstrated in the 
Massachusetts Laborers insurance contract, the Subcommittee in
quired into the operations of the Northeast Insurance Agency in Pro
vidence, Rhode Island which, accordinO' to Boden's testimony was 
established by Arthur A. Coia and his ~aw partner, Albert Lepore. 
Boden testified that at a meeting in Providence in July 1976, Arthur 
A. Coia told him that the agency had been established at the sug
gestion of Hauser who promised to pay all expenses, including the 
salary of an experienced insurance man, Vincent Vailero, who 
was employed to manage the agency. According to Boden, Hauser 
also promised Arthur A. Coia, as he had promised Paul Fosco, that 
his agency would become the controlling agent for all business that 
Hauser companies wrote nationwide and that the Northeast would 
also receive a commission on all business that it wrote (pp. 347-348). 

In his affidavit., Arthur A. Coia stated that he had had a casual 
social acquaintance with Hauser since 1971 and that in the Fall of 
1975 Hauser asked if he could recommend someone with expertise in 
the insurance field whom he could hire. Arthur A. Coia said he 
recommended Vincent Vailero, a registered insurance agent in Prov
idence, Rhode Island, and set up a meeting early in January, 1976, 
in his own office between Hauser and Vallero. Vallero was subse
quently hired (p. 514). 

Arthur A. Coia and Lepore, in their affidavits, both stated that at 
about the same time, early in 1976, Hauser indicated to them he 
wanted to set up an insurance agency in Providence to handle the 
affairs of other agencies throughout the country. Arthur A. Coia said 
he was not interested, but that Lepore was interested. The Northeast 
Insurance Agency, Inc., was formed by Lepore in Mr.rch, 1976. Lepore 
said he knew nothing about the insurance business ancl Vincent Val
lero was to manage the business. Hauser agreed orally to pay Vallero 
$1,000 a week salary and to pay all expenses of the Northeast Agency. 
Lepore said there was an lUlderst1mding with Hauser that money 
advanced by Hauser would at some time be offset by commissions. 
The agency was in operation until August 11, 1976 (pp. 513-516). 

Examination of the books and records of Northeast Insurance 
Agency and the available l'ecords from the Hauser-affiliated com
panies show that $110,000 was paid to Northeast and/or Arthur A. 
Coia and Lepore, exclusive of the $20,000 subsequently passed on to 
Vaccaro (p. 513; exhibits 2E and 2G). The records of Northeast con
tained no formal set of books and no written agreements as to com
missions or other payments. No records were found which identify 
any of the payments to Northeast as commissions or fees on any spe
cific insurance business (pp. 512-513). 

According to Arthur A. Coia and Lepore, $30,000 of the $110,000 
in payments was for legal representation of Hauser in connection with 
an effort by Hauser to acquire aNew Jersey insurance company. At 
the time of the Subcommittee's hearings~ $31~OOO of the money re-

._-_.-_.-.. _------------_. 
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ceiv-ed from Hauser was being held il? escrow in connection with 
limitation involving the receivership of Hauser's National American 
Life Insurance Company. The balance was used to make Lepore 
whole for the expenses of the Northeast Insurance Agency (pp. 
514-516). 

In his affidavit, Arthur A. Coia stated: 
I at no time received any commissions nor any remunera

tion for insurance business. I do not mow if Northeast In
surance Agency received any insurance business and at· no 
time solicited or attempted to obtain any insurance business 
from any individual,any group, any union, or the Labor
ers' International Union (pp. 514-515). 

The Subcommittee's investigation shows that on July 16, 1976, 
Hauser sent Arthur A. Coia a check for $50,000 for the agency which 
Coia endorsed over to Lepore (exhibit 193, p. 516; exhibit 2G). In addi
tion, Len Teeuws of Tolley International testified that Arthur A. Coia 
was present with his father, Arthur E. Coia, at a strategy meeting on 
how to sell the Group Permanent Plan to the Massachusetts Laborers' 
Fund (p. 1206). Moreover, as discussed below, at the time the North
east Agency was being established and Arthur A. Coia and Lepore 
were representing Hauser in his attempt to purchase a New Jersey 
insurance company, a Laborers' Union Fund in Rhode Island with 
which they were associated decided to rebid its insurance contract and 
awarded it to Old Security. 
6. Rhode Island Labo1'e1's and A'l/W,lgamated Foodwo1'ke1's 

In his affidavit, Arthur A. Coia stated that for 10 years he had been 
Business Manager of the Rhode Island General Council, an affiliate 
of the Laborers' International Union representing local unions in 
the State. Ronald Coia, a nephew of Arthur E. Coia and cousin of 
Arthur A. Coia, was. Chairman of the Rhode Island Laborers' Health 
and Welfare Heavy Construction Fund. According to documents 
obtained by subpena from the Fund's files) the Fund was represented by 
Arthur A. Coia's law partner, Albert Lepore (Appendix A-9). 

The minutes of a February 5, 1976, meeting of the trustees of this 
fund show that Ronald Coia recommended that the Fund's insurance 
contract be placed out for bids inasmuch as bids had not been re
quested for several years, and that a motion to that effect was adopted 
(Appendix A-10). Accordingly, on April 12, 1976, specifications and 
invitations to bid on a joint contract for the Heavy Construction 
Fund and a sister fund, the Rhode Island Laborers' Health and Wel
fare Fund (also mown as the Building Fund) were mailed to eight 
insurance companies. Included was Great American Life Insurance 
Company, the N ew Jersey company which Arthur A. Coia and Lepore 
were trying to help Hauser acquire. The Great American Life Insur
ance Company invitation was mailed to Roger Carney of Nationwide 
Administrators at the address of Farmers National in Miami (Ap
pendixA-ll). 

According to the testimony of John Boden, the specifications for 
this 'bidding were drawn up by Roger Carney who also prepared the 
Hauser group's bid, thereby giving them an advantage over other 
bidders (pp. 348-368). 
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Although Hauser never succeeded in acquiring Great American 
Life, a bid was submitted in the name ofrthat company, on 'typed letter
head, using a California address, and over the signature of John Boden 
(Appendix A-12). Although Old Security was not on the list of com
panies invited to bid, an identical bid was submitted on the same date, 
on the letterhead of Old Security Life over the signature of its presi
dent, C. Robert Barton (Appendix A-13) . Old Security also submitted 
a separate bid for a group permanent life plan although this was not 
requested in the specifications (Appendix A -14) . 

The Great American and Old Security bids stwted tha,t the health 
claims would be paid by the London Insurance Agency of Rumford, 
Rhode Island, which was described as an independenJt claims adminis
tration company with close ties to the local labor movement and which 
was serving as administrator for Amalgamated Food Handlers Locals 
Numbers 10 and 328 and Amalgamated Meatcutters Local Number 2. 

An analysis of the bids prepared by the Fund's insurance broker 
dated May 25 shows that on the existing insurance program the Great 
American-Old Security bid was lowest on premium but not on reten
tion. The analysis mentioned the.group permanent proposal, but stated 
that it should be discussed separately. No other recommendation was 
mada (AppendixA-15). 

Boden for Great American, Barton for Old Security, and a repre
sentative of the existing carrier, N ew York Life, as low bidders, were 
invited to attend a joint meeting of the Fund trustees on ,June 2 
(Appendb: A-16). Carney ,attended representing Old Security, but 
no one represented Great American since Hauser's application to 
purchase the company had been turned down a few days earlier. The 
minutes of the meeting show that, following discussions with the 
insurance company representatives, including the group permanent 
proposals, it was decided to defer action until a later meeting (Ap
pendix A-17). The minutes of a later meeting oHhe Heavy Construc
tion Fund trustees on .Tune 22 attended by Arthur E. Coia, Roger 
Carney and a Bob Reed of London Insurance Agency show that after 
further discussion, including the concept of whole life versus term 
insurance the trustees voted: 

* * * to change carriers from the N ew York Life Insurance 
Company to the Old Security Life Insurance Company effec
tive August 1, 1976 to provide group term life insurance, 
health, dental and vision benefits as covered in the proposal, 
subject to similar ac;(;ion by the Board of Trustees of the 
R. I. Laborers Health and Welfare Fund and also to set up 
an ad hoc committee of two members from the heavy fund 
and two members from the building fund to continue to 
explore the concept to group whole life. (Appendix .A.-18.) 

A binder on the contract was signed by Ronald Coia for the trustees 
on July 28, 1976, as authorized by the .trustees at a meeting on that 
day (AppendixA-19). 

Documents obtained by subpena from the health and welfare trust 
funds of Amal~amated Food Handlers Locals Numbers 10 and,328 i~ 
Rumford, Rhode Island show that during the same period that the 
Rhode Island Laborers were rebidding their insurance program, 
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Robert Reed of London Insurance Agency ,administrator for the Food
handlers' funds, recommended that they also ~ebid their insurance 
programs and solicited bids from Old Security. Both funds awarded 
their insurance business to Old Security. The Subcommittee's investi
gation shows thrut London Insurance Agency collected almost $20,000 
in payments from Hauser affiliated companies, from March through 
September, 19'7'6 (exhibit 2E, pp. 26-2'7'). 
7. Arizona Laborers 

The Hauser group also obtained the insurance business of two 
Laborers Union trust funds in Arizona. They were ,the Arizona 
Lwborers, Teamsters and Cement Masons Local 395 Health and Wel
fare Fund, and the Construction, Production, Maintenance and Labor
ers Industrial Health and Welfare Fund (CPMLU). The Local 395 
fund provided benefits for approximately 8,500 members of Laborers', 
Cement Masons, and Teamsters local unions. The CPl\1LU covered 
some 500 unionlllembers employed primarily by building supply firms. 

J olm Boden testified that Hauser told him they had a very good 
chance of obtaining the business of these funds because he knew two 
of the union trustees, Fred Brown and Bill Soltero (p. 246). The 
Subcommittee's own investigation and the testimony of other witnesses 
show that Brown, who was a trustee of the Local 395 fund, and Soltero, 
who was a trustee of both funds and president 'Of Local 383, did have 
a relationship with Hauser and his associate, George Henera, and did 
play prominent roles in the awarding of the insurance contracts for 
these funds to the Hauser companies' reinsurance partner, Old 
Security. 

a. The Looal359 T'l'USt Fun<l.-From its inception in 1973, the local 
395 Trust Fund had had its insurance program with Occidental Life 
Insurance Company. According to the minutes of an October 22, 19'7'5 
trustees' meeting, the Flmd's actuarial consultant, Herbert J. Bool of 
the Martin E. Segal Company, had reported to the trustees that claims 
were running about 30 percent higher than the premiums resulting in 
a $1,000,000 annual deficit to the company. Bool indicated that unless 
Occidental were willing to forgive or amortize the deficit, a sizable 
premium increase could be expected and recommended that the trustees 
consider rebidding the insnrance program. A motion to this effect was 
adopted by the trustees (Appendix A-20). 

Therefore, Bool prepared and on November 6, 1975, sent specifica
tions and invitations to bid to 23 major insurance companies (Appen
dix A-21). None of the Hauser companies nor Old Security were 
included. However, on December 3, 19'7'5, the day after the bidding 
deadline, two trnstees, Soltero and Brown, requested Bool to send 
specifications to five additional companies including Old Security and 
Farmers National (Appendix .A-22) . 

According to the testimony of Bruce Babbitt, the then Attorney 
General and now Governor of Arizona, whose office conducted an ex
tensive investigation of the Hauser Group's activities in Arizona, 
Soltero testified in that inquiry that he had recommended that Old 
Security be invited to bid on the Local 395 contract at the request of 
George Herrera, whom he had lmown for about 4 years. In his Arizona 
testimony, Soltero also acknowledged that he 'had known Hauser as 
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long as he had known Herrera. * * * Babbit also stated that "Our 
inquiry clearly established that Soltero and Herrera had business 
dealings goi.ng rather extensively across a variety of topics," and that 
"Soltero particularly seems to have provided the [Hauser group] 
entree into the Arizona Lab3rer scene * * *" (pp. 536-537, 552). 

A December 22, 1975 memo from Bool to the Fund's trustees shows 
that he complied with the requests of Soltero and Brown and invited 
the additional companies to bid, advising them at the time that the 
deadline for bidding had passed. Old Security, Farmers National, 
and-although it had not been invited to bid-Hauser's Family Pro
vider Life Insurance Company all submitted late bids on December 16, 
1975 (Appendix A-22). 

At a trustees meeting on December 23, 1975, Bool discussed the Segal 
Company's analysis of the bids. Among the companies that had bid 
within the deadline, Union Labor Life was lowest in terms of both 
premium and retention. Of the late bids, Old Security was lowest on 
premium, but Family Provider had the lowest retention (Appendix 
A-23). Boden testified that the Hauser group had prepared the Old 
Security, Farmers National, and Family Provider bids and hoped 
that the business would be awarded to Family Provider (their Arizona
based company) so that they could save the Arizona premium taxes 
and also avoid having to pay Old Security its 2 percent uncleI' the rein
surance agreement (p. 346). 

At the December 23 meeting, objections to the Hauser affiliated com
panies were ra.ised by two of the einployer trustees on the grounds that 
the bids were late, that their assets as reported by Bool might not be 
great enough to sustain the risks, and that they would not cover pre
existing hospitalizations. According to the minutes of the meeting, 
Soltero and Brown said they thought additional information might 
clarify these areas. However, the trustees, including Soltero and 
Brown, voted to award the contract to Union Labor Life, effective 
January 1,1976 (Appendix A-23). Union Labor Life was notifieJ by 
letter on December 24, 1975 that they had received the award (Appen-
dixA-24). . 

Boden testified that the trustees'action took the Hauser group by 
surprise and that soon afterwards Hauser, in his presence, telephoned 
Soltero and Brown and complained about not getting the business (p. 
347). According to Governor Babbitt, the Arizona inquiry showed 
that Soltero argued strongly that the later bids had not received the 
full consid~ration to which they were entitled (p. 552). In addition, 
the Arizona investigation showed that on December 29, Brown noti
fied the attorney for the union trustees that he had been advised by 
Old Security representatives that the company's assets were greater 
than had been reported by Bool and that Bool had misinterpreted 
Old Security's bid. This was followed immediately by a personal visit 
to the attorney by Herrera who, as Old Security's representative, 
presented an annual report from Old Security's parent holding com
pany showing larger assets than had been rOix>rted hy Bool. Herrera 
also got Boden on the phone to clarify the Old Security bid (appendix 
A-25) .. 

Documents obtained by the Subcommittee show that the attorney 
for the employer trustees, Lawrence J. Lee, made inquiries of both 
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the Florida Department of Insurance and Old Security on January 2 
and 6, 1976, respectively, about the financial condition of Farmers 
National and that company's involvement with Hauser. The Florida 
official, James Hanna, indicated that Farmers National was in fi
nancial difficulty and needed additional capital to write any further 
business. He also stated that, since Hauser had taken control of Farm
ers National, questionable "paper" had been infused into the company 
to cover "huge losses" incurred. He also advised that the Department 
had just fined Farmers National for failure to report Hauser's owner
ship and to disclose a loan to a director. According to Lee's memoran
dum, Richard K. Halford, the vice president in charge of group 
insurance operations ·at Old Security, advised Lee that Old Security 
was aware of Farmers National's difficulties and of "Mr. Hauser's 
reputation." However, Halford said they understood that a new group 
of hlVestors was in control and that Hauser was no longer connected 
with the company. He also said that, unless Farmers National cleared 
its problems, Old Security would cease doing business with the firm. 
In his testimony before the Subcommittee, Halford stated that in re
sponse to a question he told Lee that Farmers National was "involved 
in thl.'l reinsurance of this business and the proposal by Old Security" 
(p. 575). He also stated that he had relied on Brian Kavanagh, the 
President of Farmers National, for the information he had trans
mitted to Lee concerning Hauser and Farmers National's problem 
with the Florida Insurance Department (p. 586) . 

Lee transmitted the information he had received from Hanna 
and Halford to all of the trustees in memos of January 2 and 
January 6, 1976. (Appendix A-26.) However, Lee's memoranda to 
the trustees made no reference to a reinsurance agreement between 
Old Security and Farmers. Baal testified in the investigation by the 
Arizona Director of Insurance that he had some recollection that Old 
Security was asked about whether it had [L reinsurance arrangement 
because of the trustees' concern about Old Security's financial ability. 
Bool recalled that the question was answered rather vaguely by Old 
Security which indicated that they perhaps would reinsure a portion 
of the risk and that it had reinsurance agreements with about 20 
companies on a list, one of which was Farmers National. Bool further 
stated that he would have been concerned if he had known that Old 
Security would reinsure the Fund's $6 million policy with Family 
Provider as turned out to be the case (Appendix A-30). From all the 
circumstances in the case (including those discussed below), it does 
not appear that the trustees were apprised of the reinsurance arrange
ment whereby Old Security was fronting for Farmers National and 
Family Provider which would reinsure 100 percent of the risk.18 

At a meeting held on January ~{, 1976, the Fund's trustees voted to 
suspend their previous selection of Union Labor Life and to request 
new proposals from the companies that had responded to the original 
invitation plus the three Hauser-related companies (Old Security, 
Farmers National, and Family Provider) that submitted late bids. 
However, at a special meeting of trustees the following day a decision 

18 The Fund specifically asked Old Security whether its parent company would agree to 
hold the Fund harmless if Old Security failed in its commitment to the Fund and was 
advised that Old Security was precluded by law from doing so (Appendix A-29), 
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was made to exclude Farmers National and Family Provider, and to 
invite only Old Security (Appendix .A.-27). Specificatio~ls for the 
rebidding were sent Qiut by Bool on January 9, 1976, along wIth a letter 
stating that becausE> of some misunderstanding regarding the time
liness of the previous bids the Fund's trustees had rejected all bids r~
eeived. New proposals were requested by January 23,1976 (AppendIx 
A~28). . 

The trustees m?t on February 2, 1976 to consider the resubmitted 
bids, which had been analyzed by their consultant, the Segal Company. 
According to the Segal Company's analysis (Appendix A-29) and 
Bool's testimony in the A.l'izona inquiry (Appendix A-30) , the bids 
received from all of the companies that had bid originally were the 
same in terms of premium and retention. Governor Babbitt tm3tmed 
that the consultant recommended that neither Family Provider nor 
Farmers National be given serious consideration; that Family Pro
vider was simply too small (the annual statement only reflected $225,-
000 of assets) andaecording to the consultant, "answered the tele
phone with a telephone number." According to Governor Babbitt, 
Farmers National was rejected primarily because of the information 
developed by Lawrence Lee, the trustees' lawyer about the company's 
financial difficulties and Hauser's involvement. He testified that the 
insurance contract was awarded to Old Security "ostensibly" because 
under the Hauser group's bid, the annual premium. would be almost 
$400,000 less than that proposed by Union Labor Life (pp. 552-553). 
The minutes of the trustee's February 2 meeting state that Bool recom
mended that the Fund accept Old Security as the low bidder, and that 
a motion to that effect was pass,~d (Appendix A-29). Bool, on the other 
hand, testified in the Arizona inquiry that he had made no such recom
mendation (Appendix A-30). 

Ironically, the award of this business to Old Security exposed the 
Fund to the very risk its trustees sought to avoid when they 
accept~d their consultant's advice and rejected the Farmers National 
and Family Provider bids. Old Security's reinsurance agreement with 
Farmers was not disclosed during the bidding process. After the award 
was made, 100 percent of the business was reinsured first into Farmers 
National and then into Family Provider, despite the fact that the 
trustees had declined to do business with either company. The Hauser 
group obtained control of the Ftmd's premium dollars under the cover 
of its fronting arrangement with Old Security. 

b. The Oonstruotion, Produotion, jJl aintenance and Labore1'8' Indus
trial Health and Welfare Fund (OPMLU).-The CPMLU was an 
employee benefit plan that provided benefits for Laborers' Local 383. 
Soltero was Business Manager and Secretary-Treasurer of the Local 
and a trustee of the CPML U. 

The Segal Company was CF:ML U's consultant on insurance matters, 
as it was for the larger Local 395 trust fund. As in the case of the 
Local 395 fund, CPML U's insurance program had been placed with 
the Occidental Life Insurance Company for many years before it was 
awarded to Old Security in June, 1976. . 

The record before the Subcommittee shows that in the Suring of 
1976, Occidential advised CPMLU-as it had the Local 39'5 Fund~f 
its intention to increase the insurance premium some 20 percent. There-
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after, the steps were taken to solicit new bids for the Fund's insurance 
program. On April 23, 1976, the Segal Company representative han
dling the CPMLU account sent specifications and letters to 30 insur
ance companies, including Old Security. Neither Farmers National 
nor Family Provider was included in the invitation (Appendix A-31). 
Nonetheless, unsolicited bids were submitted by both Hauser com
panies. It is not clear how this came about. Bids were also received 
from Old Security and two other carriers. 

The bids were analyzed by the Segal Company. Their analysis shows 
that the Family Provider bid was the lowest, followed by Farmers 
National and then Old Security (Appendix A.-32). The minutes of a 
CPMLU trustees meeting held on May 27, 1976 (Appendix A-33), 
show that Mike McGinn, of the Segal Company, informed the trustees 
that the difference in premium bid by Old Security, Farmers National 
and Family Provider was less than 2 percent, and advised them that 
of the three, Old Security appeared to be the most substantial carrier. 
McGinn also reported that Old Security appeared to be aggressively 
marketing the kind of insurance program sought by CPMLU and that 
it had recently been awarded contracts by Laborers' Union lunds in 
Indiana, Massachusetts, Arizona and Hawaii. Following McGinn's 
presentation'the trustees voted to.award the contract to Old Security 
effective June 1, 1976 (Appendix A-33). 

Thereafter, and pursuant to Old Security's '<LlTangement with the 
Hauser group, the CPMLU business was reinsured with Family Pro
vider (p. 553). Here again, there .appears to have been no disclosure of 
t.he reinsurance arrangement. On the advice of their consultant, the 
OPMLU trustees had elected not to accept Family Provider's low bid. 
Indeed, had they done so, and because none of its insurance policy 
forms had been approved by the Arizona Department of Insurance, 
Family Provider would not even have been in a pOBition to isslle an 
enforceable policy (p. 55,2, note 15). Nonetheless, and. as they had in 
the case of the larger Local 395 trust fund, the Hauser group managed 
to gain control of the CPML U insurance premiums using Old Security 
as a "front." 

c. IlaWler's jJlodus Operandi.-The Hauser group's procurement of 
this Arizona union trust fund insurance business was m·.arked 'by the 
same kind of questionable contacts with trust fund offici'als evidenced 
in their acquisition of Lruborel's' Union contracts in Indiana and 
Massachusetts. As noted earlier, Hauser told Boden that they had very 
good prospects of obtaining the Arizona business because he knew 
Soltero and another of the union trustees (p. 346). Both transactions 
were extensively investigated by the Arizona ·authorities. In his state
ment before the Subcommittee, Governor Babbitt had this to say about 
Soltero's role: 

The procurement of insurance by the two Arizona trusts 
reveals that important contacts with labor leaders were 
~urturecl and maintained by the Hauser group. Soltero, par
tICularly, soomed to offer a need (sic) entree into the Arizona 
labor scene, ·and the hen.lth and welfare trust. fund 'busineSs 
that could be derived from it. He admitted having lmown 
Herrera (a long-time associate of Hauser) for four or five 
years. He acknowledged lmowing Joe Hauser for a similar 

1: 
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length of time. When. asked, "Would that (the first meeting 
with Hauser) have been about the S9,me time you met George 
Herrera~" he responded, "Right." It is improbable that at the 
time of the Old Security bid that Herrera's connection with 
Hauser escaped Soltero. The warnings 'about Hauser im
parted to the trustees by their lawyer in early January/9 evi
dently failed to move Soltero to inform his fellow trustees of 
Herrl:'Jra's past relationship with Hauser. In fact, our inquiry 
clearly established that Soltero and Herrera had freqUeillt 
dealings on both a socia} and business basis, during much of 
1976. 

* * * * * 
Suffice it t.o say, 'that the Hauser group had a steadfast sup-

porter sitting on the Board of Trustees of the two Arizona 
labor trusts. 

The experience of the two statewide health and welfare 
trust funds provides an instructive. example of how the 
I-Iauser group successfully solicited l'rubor union insurance 
business. Although the amount of business, when compared to 
the premium dollars generated by the Oentral States ac
count, was not significantly great. The incentive was clearly 
present to sign up a number of labor trust funds. I think 
that it is a fair presumption that the Arizona experience bore 
a striking similarity to the solicitation methods utilized by 
the Hauser group throughout the nation (pp. 553-554). 

Elsewhere in his testimony, (p. 537) Governor Babbitt discussed a 
letter (exMbit 195, p. 537) that Soltero had written to Lawrence Lee, 
an attorney for the CPMLU management trustees, after Lee had made 
inquiries of the Missouri Department of Insurance concerning Old 
Security's financial cOInlition. The letter follows: 

CONSTRUCTION PRODUCTION & MAINTENANCE 
LABORERS' UNION, 

Phoenix, Ariz., July 93, 1976. 
LAWRENCE LEE, 
Sh,imnnell, Hill, Bislwp & Grunder, Phoenix, A1iz. 

DEAR I.JAWRENCE LEE: The letter sent to Mr. Glenn R. Jourdan con
cerning Old Security LUe Insurance Company was received in my 
office. 

I find your continned attempt at hal'assment of Old Security Life 
Insurance completely out 01 tilde. I feel that your authority has been 
exceeded. I 'a,g a trustee will assert that your authority must be ex
pressly grant~d by the Trustees in proper session. 

Please adVIse my office nnder what authority you have continued 
these ,attempts at harassment against our carrier. Unless you have been 
requested by the TI11stees in proper session I will insist that your 
effort,g be curta.ileel unless and until the action has been ordered by vote 
of the Trustees. 

10 See discussion PP. 112, 113 of this report. 
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I do not condone ,any wrong doing hyany Organization doing busi
ness with our Trust. However, the Tnlstees are the only body that is 
responsible for the Trust. I haye no intention of having 'any liability 
placed upon my office as Trustee, without the express consent of the 
Trustees by majority vote. 

I am much disturbed by your action. Please respond immediately. 
Very truly yours, 

WILLIAM SOLTERO, T'f'U8tee. 

d. The Oredit Union Tra~aotion.-The Hauser group's Arizona 
activity was marked by another questionable transaction. Through
out the period a credit union operated on behalf of the members of 
Soltero's CPMLU Local 383 was experiencing severe financial diffi
culty. On February 27, 1916, after the Lonval395 trust fund contract 
had been awarded to Old Security, l).nd before bids were solicited 
for the CPMLU insuranc~ business, $20,000 was deposited to an ac
count in the troubled credit union (p. 553). The deposit was effected 
by a wire transfer of flmds from an Old Security account at the First 
National Bank of Arizona (Appendix A-34:). The Arizona investi
gation showed that the transaction was arranged by George Herrera 
at Soltero's request. Governor Babbitt testified as follows: 

Soltero, when examined under oath during the course of 
our investigation, acknowledged that he had approached 
Herrera about making such an investment. Soltero testified 
that he informed Herrera : "Your group ought to invest some 
money in our eredit union. It's a good thing. It's for the 
membership." Herrera responded that he would see what he 
could do. The money appeared shortly thereafter. When ques
tioned whether there was any connection between the credit 
union investment and the award of the insurance contract 
on the Arizona Laborers trust funds, Soltero denied that the 
two were related. 

The financial plight of the credit union continued to 
worsen. Finally, on .Tune 25,1976, my office, on behalf of the 
State Buperintendent vf Banks, appeared in court and peti
tioned to have the National Credit Union Administration 
appointed as the receiver for the credit union. An order 
granting our petition was entered the same day. Interest
ingly, the amount of the insolvency for this rather small 
credit union was determined to be approximately $23,000. 
An individual, whom Soltero admitted having hired as the 
treasurer for the credit union, left the State abruptly. He 
then offered to return $6,500, apparently constit.uting funds 
belonging to the credit union. Both the general ledger and 
minutes of the directors meeting were discovered missing 
(p. 553). 

e. George Ralph H e'l"l'era.-Governor Babbitt testified that George 
Herrera held himself out as a representative of Old Security during 
the Hauser group's activities in Arizona (p. 535). He provided the 
Local 395 trustees an annual report of Old Security's parent corpo
ration. He hand delivered bid material from all three of the Hauser 
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wlated companies (p. 535). He was a close acquaintance of Soltero, 
a trustee for both of the Arizona union trust funds. Herrera clearly 
played an -active role for the Hauser group in A.rizona (pp. 535-53'1, 
550, 552, 554). 

John Boden described Herrera as a "very close associate" of Joe 
Hauser (p. 151). He testified that Herrera was Hauser's chauffeur; 
that he performed various chores for Hauser such as delivering mes
sages, packages and money to people across the country. According 

-to Boden, although he was not a licensed insurance agent, Herrera 
operated a Hauser-related insurance agency known as the Pacific 
Southwest Insurance Agency which received very large "commission 
advances" that bore no relation to any insurance business produced 
by Herrera or Pacific Southwest (p. 346), and that, at times, he with
drew large sums of money out of Hauser company bank accounts. 
Boden was unable to say what was done with this money (p.350). 
1. Irving Davidson testified that on April 6, 1976, Herrera ,accom
panied him to the Diplomat Bank in Washington, D.C. to discuss 
the opening of a bank account for a Hauser related firm, and that 
Herrera would frequently come to Washington and withdraw and 
depOSIt substantial sums of cash on behalf of Hauser. 

Davidson recalled an ocCasion when Herrem showed him a stack 
of bills totaling $100,000 that he had obtained from the bank. He 
testified that he (Davidson) had no idea what Herrera did with the 
cash, and that when he mentioned it to Hauser he received no response 
(pp. 999-1000). 

Clearly, George Herrera was deeply involved not only in the Hausel' 
group's Arizona activity but many other transactions. In an effort 
to probe his involvement Herrera was placed under subpena and 
appeared. 'before the Subcommittee on November 2,1977. He exercised 
his rights under the Fifth Amendment of thl;', Constitution and 
declined to respond to questioning.20 

E. PHASE THREE-THE TEAMSTERS FUND 

By the end of 1975, the Hauser group's Farmers National Life In
surance Company was in desperate finanoial condition due to the con
tinued draining of the company's assets and diversions of labor union 
premium moneys by Hauser and his associates. The company also an
tioipa.ted a stringent examination by t.he Florida Department of In
!:lUrance. Although tlhe group had succeeded in obtahling the insurance 
contracts of the Indiana and Massachusetts Laborers Funds, the cost 
of obtaining the business had been high and much of the init:i.rul 
premium money had already been diverted or used to pay claims on 
preexisting business. While efforts continued to obtrdr... otl1er Laborers 
Union insurance contracts, most of them were relatively small. Farm
ers' overall financial condition and par6cularly its cash flow problem 
remained acute. 

The Subcommittee's investigation shows thflt in early 1976, the 
H!lJuser group moved to remedy this sitllation by setting its sights on 

.. Herrera was Indicted along with Hauser, Bernard Rubin, and Brian Kavanagh by the 
Grano. Jury for the U.S. TlIRtrlct r.onrt for the District of Arizona (Appendix C). Herrera 
and Kavanagh have not yet been tried. 
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t.h'e huge life insurance contract of the Teamsters Central S~a,tes, 
Southeast aJIld Southwast Areas Health and WeHare Fund. Tlus ac
count was described by the Fund'~ Executi,:e .Dir~to.r as ?ne of the 
largest ever put on tll~ market, wlth $2.? blllIOn In force Insurance, 
covering 180,000 working Teamsters Umon members and an runnual 
premium of $23,000,000 (exhibit 230B, p. 738; p. 829). 

The Subcommittee's investigation indicates uhat initially the Hauser 
group relied on its r~lationship :with Le!! Teeu~~ of the Tolley In
termational Corporatlon for asslstance m obta.uung the Teamsters 
Fund business. Tolley International was the actuarial consultant to 
the Central States Flmd. However, resistance was encountered within 
the Fund's staff aJIld from the Fund's claims processing agency. Hauser 
also eno-aged in a costly efiOlt to bring influence to bear using persons 
with a~cess to Frank E. Fitzsimmons, President of the International 
Brotherhood of Teamsters, was then a trustee of the Fund.21 

The Hauser group succeeded in obtaining the Teamsters oontra.ct, 
but its success proved relatively short lived. Soon after the award, 
the enbire Hauser operation was brought to a halt, but not before 
HUluser and his associates had convertecl to their own use minions of 
dollars in premiums paid out by the Tea.msters Fund. The details 
concerning how the Hauser group managed to obtain this huge Team
ster'S contract, their diversion of Teamsters premiums to their own use 
and of the collapse of the Hauser operation are discussed below. 
1. Bacl~growrul 

The Teamsters Central States Health and Welfare Fund (sometimes 
referred to as "Central States Flmd," "Teamsters Fund," or "the 
Fund") is a separate but sister fund to the Teamsters Central States 
Pension Fund. All of its trustees are also trustees of the Pension Fund. 

From 1960 until 1976, the Health and Welfare Fund had con
tracted out its entire insurance program with Republic National Life 
Insurance Company of Dallas, Texas. The insurance package in
cluded life, accidelltal death and dismemberment, accident and sick
ness, hospitalization, surgical, major medical, dental and vision cover
ages for about 180,000 union members and 500,000 dependents. In 1975 
the annual premium exceeded $160,000,000. An analysis of the annual 
reports filed by the Fund with the Department of Labor shows that 
during the.6 year period from 1970 to 1975, the premiums paid to 
Republic National totaled $761,467,782 (exhibit 211, p. 681). 

From the inception of the Fund, Amalgamated Insurallce Agency 
and other firms assoCiiated with Alloo M. Dorfman of Chicago have 
served as agents and consuitants on all of the Fund's insurance 
business. 

Dorfman's association with Teamsters insurance programs has 
beem. wel~-known to the Subcommittee over the years. Evidence de
veloped 111 tille course of the investigations of the Select Committee 
on Improper Practices in the Labor or Management Field in the 1950s 
shows that Dorfman has been involved in the jnsurance business of 
the Teamsters Central States Conference for many years. Testimony 
and documents produced as part of those investigatIOlls (exhibit 212, p. 

21 Fitzsimmons resigned as a trustee in Apr1l1977. 
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681) show that Dorfman was an insura.nce agent for the Northeastern 
Life Insurance Company. From about 1950-1960 all of the Central 
States insurance business was underwritten by that company with 
Dorfman as broker. 

When the Central States insurance business was shifted from 
Northeastern Life to Republic National in 1960, Amalgamated and 
three other Dorfman~associated insurance businesses, which share a 
common office in the Teamsters International Tower Building in 
Chicago, became associated with Republic and continued to perform 
insurance services for the Teamsters Fund. An analysis of reports 
filed by the Fund with the Department of Labor for the period 1970-~ 
1976 shows that Amalgamated and the other three companies collected 
a total of $22,091,820 in fees and commissions during this period (ex-
hibit 211, p. 681). ' 
. In March 1972, Dorfman was convicted and served time in prison 
on a conspiracy charge involving a kickback of approximately $55,000 
to Dorfman in connection with a loan from the Central States Pen
sion Fund (exhibit 214A. and 214B, pp. 685-687). 

In December 1972, Tollev International completed a, study of the 
Fund's insurance program which had been requested by the board 
of trustees. In its report, Tollev International recommended that ,the 
Fund work toward self-insuring, or self-funding, of its insurance pro
gram (exhibit 213, p. 681). However, that recommendation was not 
acted on. The Fund's insurance business was left with Republic Na
tional and'Dorfman's Amalgamated Agency. 

During 1974 Republic National was placed under' supervision by the 
Texas Insurance Department while an examination of its financial 
condition was under way. This development led the Central States 
Fund's auditors, Seidman and Seidman, to question Republic's ability 
to honor its unpaid claims and the effects this might have on the Fund, 
since Republic was then holding some $45,000,000 of the Fund's money 
as reserves (exhibit 215, p. 681). 

As a result of the Seidman and Seidman report (exhibit 215), the 
Fund began limiting its monthly premium payment to Republic to 
the amount of claims paid in the second preceding month plus Re
public's 5 percent retention (expenses plus profit) rather than paying 
a :tIat estimated monthly premium, which would have continued to 
add to the reserves held by the company (exhibit 216B, p. 681). 

In June 1975, after the Texas Department concluded its examination 
and' certified that Republic National was in compliance with the ])e
partment's orders, the company, through its actuary, A. M. Kunis, 
requested that the C'entral States Fund pay the premiums which had 
been withheld during the examination and return to paying :tIat 
monthly premiums (exhi'hit 216A, p. 681). The Fund resisted 
for several months, but ,at their meeting- on October 13, 1975, 
the Fund trustees voted to pay Republic the back premiums it had re
qu.ested. However, at the same time, the Trustees also voted to termi
nate the Fund's arrangement with Republic National effective 
January 31, 1976, to become self-insured on health coverage and to 
re'bid the Fund's life, and accident and disability coverages. ' 

The minutes of that meeting also contain the following statement. 

,. 
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It was reported the Amalgamated Insurance Agency, Inc. 
presently performs services in connection with the premiums 
paid to Republic National Life Insurance Company, and if 
Republic National were thus replaced, Amalgamated would 
continue with its present arrangement (exhibit 218, p. 695). 

Thus, the Trustees made it clear the.t ,although they had decided to 
self-insure the Fund's health coverage and to rebid the life and other 
coverages they expected that Dorfman's firm would continue to pe-r
form services for the Fund. 

Records obtained from the Fund show .that Dorfman and his asso
ciate, Mike Breen, appeared at a December 19, 1975 Trustees meeting 
and requested that the method of compensating Amalgamated for its 
services be changed to pay them a flat monthly fee of $435,000 per 
month, increasing by stages to $480,000 pel' month, rather than a per
centage of the claims processed as had previously been the case. The 
request was approved by the Trustees (exhibit 219, pp. 695-696). 
93. Preparation fo7' Obtaining the Oentral State8 Bwine88 

The Subcommittee's investigation showed ,that the Hauser group 
became aware of the trustees' decision to rebid the Health and Wel
fare Fund'8 life and accidental death and liability insurance contract 
well before it was announced and had already made elaborate prepa
rations ,to obtain the contract. 

a. Inside Information ObtaiJned in Advanae.-John Boden testi
fied that, at a meeting in the Jockey Club in Miami in December) 1975 
attended by himself, Len Teeuws, Hauser, Brian Kavanagh, and Ter
rance O'Sullivan (another Hauser associate who was formerly an 
officer in the Laborers' International Union), Teeuws advised them 
that he was Tolley International's representative to the Central States 
Fund on insurance matters; that the Fund was preparing to rebid its 
life insurance program; that he would be drawing up the specifica
tions; that if Old Security were to submit a bid with a retention 
rate of about 3 percent, it would have a good chance of getting the 
award; that if they bid, ,they should consider offering to pay the 
Fund interest on the reserves; that Republic National was holding 
some $19,000,000 in reserves on the Fund's life insurance; and that if 
Old Security were successful, h~ (Teeuws) would try to be helpful 
in obtaining the release of these reserves .to the Hauser group's com
pany. Boden said that in return for assisting them in obtaining the 
Central States business, Teeuws requested that Hauser assist Tolley 
International in obtaining the consulting business of a Laborers Union 
fund in Canada over which Arthur E. Coia had some say, and that 
Hauser promised.,to do so (pp. 608-609,646,649-650,661). 

In his testimony, Teeuws acknowledged attending such a meeting 
and discussing the forthcoming rebidding of the Central States con
trac.t, but said he could not recall whether the Hauser group was 
already ,aware of .this fact. He also stated that he could not recall 
discussing the reserves being held by Republic or advising Hauser and 
his representatives thnt, if they bid at the 3 percent retention level, 
,they would 'have a. good chance of success. However, Teeuws said 
that, if he had so advised them, he saw nothing impmper about it 
(pp.957-960). . 
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Boden testified that this would not have been improper had the 
same iIiformation been given to other potential bidders. However, he 
state~ that, because they knew this information was not going to be 
proYlded to other companies, it was very helpful to them in that it 
enabled them to know just how competitive they would have to be in 
their bid (pp. 646-647, 649). In fact, Bodenstated: 

We realized that before We could write the Teamsters busi
ness, we would need a new reinsurance agreement between 
one of our companies and Old Security. TIllS was because, No. 
1, the existing reinsurance contract gave Old Security 2 per
cent of the premium off the .top, and we would also have to 
pay a State premium tax, averaging 2 percent or more; ~his 
added up to 4 percent. 

We knew, secondly, our Teamsters bid had to include a 
retention figure of only 3 percent. Thus, it was clear a 3-per
cent retention would not produce a profit on the Teamsters 
business under the existing reinsurance agreement with Old 
Security (p. 609). ~ 

In his testimony, Teeuws did not specifically address Boden's testi
mony that Teeuws requested Hauser to assist Tolley International 
obtain consulting business of a Laborers Union in Canada. However, 
in response to Senator Percy's question "Were you ever promised new 
consulting business by Mr. Haused", Teeuws testified: 

As I mentioned in my statement, we also received and Mr. 
Hauser had commented at times about the potential new busi
ness. But this in no way influenced our contracts or activities 
with any of our clients (p.990). 

Fund Executive Director Daniel Shannon testified that had he been 
aware of this relationship he could have disqualified Tolley Interna
tional from acting as the Fund's consultant (p. 836). Frank Fitz
simmons testified that he felt that Tolley'S prior dealings with the 
Hauser group and Old Security "raise serious questions concerning 
Tolley's independence and create the appearance, if not the presump
tion, of a conflict of interest * * *" (p. 1106). 

b. Second Reinsurance Agreement '1.lJith Old Security.-.As explained 
earlier in this report, in late 1975 Hauser and 'his associates had acti
vated a dormant subsidiary of Farmers National known as Family 
Provider Life Insurance Company, a "shell" corporation licensed to 
do business only in Arizona, with total assets of $250,000. John Boden 
was its president and only employee. One of their purposes in doing 
so was to have a company in place to which they could transfer their 
existing labor union business in the event that the 1975 year-end review 
by the Florida Department of Insurance resulted in Farmers National 
being put out of business. 

According to Boden, it was decided to make Family Provider the 
vehicle for the new reinsurance agreement on the Central States busi
ness in order to avoid the adverse publicity resulting from Farmers 
continuing problems with the Florida Department of Insurance (p. 
650). Boden further testified that in January 1976 he and Kavanagh 
met with Halford of Old Security in Kansas City. At that time they 
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advised Halford that under an agreement, dated January 1, 1976, 
Frumily Provider had assumed Farmers National's position in the 
fronting agreement with Old Security. They requested Halford to 
draw up two additional reinsurance agreements between Old Security 
and Family Provider-one to cover the Central States Teamsters busi
ness and a second to cover the Florida labor union business in the event 
that Farmers was put out of business (p. 345) .22 

In an affidavit filed with the Subcommittee, Halford stated that 
late in December 1975 Boden had called him and requested that Old 
Security enter into a new quota-share reinsurance agreement with 
Family Provider since the 2 percent fee which Old Security was charg
ing under the Farmers National agreement would make a bid on the 
Central States contract uncompetitive. Halford further stated that 
after obtaining the approval of Old Security's President, C. Robert 
Barton, he drafted such an agreement (p. 558). 

Under the terms of this new agreement (exhibit 202, pp. 593-596) 
Old Security was to reinsure only 80 percent of the risk into Family 
Provider and would not receive any fee "off the top" of the premiums, 
but was to receive 20 percent of the profits. The reserves were to be 
held by OJd Security and invested at the direction of Family Provider. 

Halford testified that the agreement was signed during the first week 
of January 1976 (pp. 558-600). Boden testified that the agreement 
was negotiated in January 1976, but was not signed until February or 
March and backdated to January 1, 1976 (pp. 650, 661). 

Although the record shows that Halford wrote in an April 21, 1976 
memorandum to Barton (exhibit 201, p. 592) that this agreement was 
only to take care of the Teamsters Fund, in his testimony before the 
Subcommittee he said that he did not believe any specific group was 
mentioned at the time it was signed. However, he also testified that 
very shortly afterwards, he was called by Kavanagh, Boden or Carney 
and told that Old Security would be receiving shortly a set of specifi
~ations £01' a bid on the Teamsters business (pp. 559, 661). 
3. The Rebidding Proaess 

The record shows that the handling of the rebidding of the Central 
States insurance program was entrusted largely to the Fund's insur
ance consultant, Tolley International and its representative, Len 
Teeuws. According to the testimony of Daniel J. Shannon, tihe then 
Executive Director of the Fund, Tolley International's responsibilities 
included drafting the specifications, developing a list o-f companies to 
be invited to bid, drafting letters of invitation to bid, 'Und the analy
sis of the bids received. Shannon said he also asked for and received 
the assurance of Tolley International that they would not receive a 
commission or have any other financial interest in the insurance cover
ages being offered for bid (p. 832). 

Documents obtained by the Subcommittee through subpena show 
that on January 7, 1976, Teeuws sent a set of suggested bidding speci
fications to Shannon and Shannon's assistant, Richard Heeren (exhibit 
220B, pp. 697-698). On the following day, Teeuws sent Shannon a letter 
which stated : 

= AccordIng to Boden, the second agreement was never concluded. 
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If you so desire, I would 00 pleased to suggest several 
insurance companies who would be licensed to write business 
in all of the states covered by the Oentral States Southeast 
and Southwest Areas Health and Welfare Fund and also 
those that I am sure would be interested lin submitting pro
posals (exhibit 220A, p. 697). 

The Fund's records also show that on January 13, 1976, Teeuws 
sent Heeren a list of 11 insurance companies to be invited to bid, includ
ing Old Security Life (exhibit 221, pp. 706-707). On January 14, 
Shannon sent the specifications and bid invitations to the 11 compa
nies suggested by Teeuws, plus Republic N ationaI and two others 
(exhibit 2200, p. 698). 

According to Shannon, tihe decision to invite Old Security to bid 
was made by Tolley International without consultation with the trust
ees or the :Fund's professional staff (p. 832). In fact, both Shannon 
and Heeren testified that they were prohibited from suggesting or 
clearing the names of companies to be invited (p. 876) . 

In his testimony before the Subcommittee, Frank E. Fitzsimmons, 
the Teamsters International President and Fund Trustee, also stated 
that: 

Tolley had a completely free hand to mana~e the rebidding 
procedure including the terms of the invitatIOn for bids, the 
specifications of the insurance coverage and the companies 
which would be included in the invitation list. I did not 
review any of the Tolley bidding arrangements or the names 
of the invitees on the bid list prior to the invitations being 
sent out to the prospective bidders (p. 1103). 

John Boden testified that the Hauser group requested Teeuws to 
put Old Security on the invitation to bid list (p. 609). Teeuws testi
fied that he could not recall whether such a request was made of him 
(p.961). 

a. The Bid Speaifiaations.-The specifications invited the companies 
to bid on both a fixed premium and a cost plus basis and provided 
data on past experience to assist them in computing their bids. While 
there was nothing in the specifications to favor Old Security or any 
other company, they did not elicit certain information which later 
became of vital importance. Specifically, they did not ask Whether the 
bidding company intended to reinsure any portion of the business 
with another company. Although Teeuws testified that he was not at 
this time aware of the reinsurance agreement between Old Security 
and Family Provider (p. 961), because of his earlier dealings with 
Hauser he was aware of the Hauser group's reinsurance arrangement 
with Old Security in the Indiana Fund and certainly should have 
been aware of such an arrangement with respect to the Massachusetts 
Fund award. 

The specifications and letter of invitation stated that no proposals 
would be accepted which were post-marked after the bidding deadline 
of midnight, February 13, 1976. The bidders were instru~ted to submit 
their bids to Shannon's office. Teeuws' letter of January 8, 1978, to 
Shannon transmitting the specifications suggestoo. that bids be kept 
sealed until they are all received and then be transmitted to Teeuws 

~r. 
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for analysis (exhibit 220A, p. (97). Instead, the record shows that they 
were opened, copied and transnll;tted to Teeuws as they were received 
by the Fund and without preserving or recording the post markings 
(p.877). 

The "General Information" section of specifications in the invita
tions to bid issued by the Fund stated: 

It should be explicitly understood that there shall be no 
commission and/or allowances paid to any individual or or
ganization in regard to the underwritJing of this Fund. If it is 
required that your company must pay a so-called finder's fee, 
please state the amount, the individual or individuals to 
wholll the fee would be paid and/or any other pertinent infor
mation relative to this matter (p. 700, exhibit 220D). 

In additJion, a Questionnaire included in the invitations asked the 
following: 

Are you required to pay commissions on this -business ~ 
Yes --No --. If yes, please explain. If commissions are 
not paid, what would 00 the percent reduction on your reten
tion~ -- percent. Tot,al retention -- percent (first year) 
(p. 706, exhibit 220D). 

According to Boden, the Old Security bid was prepared by him
self and Roger Carney 23 and proposed a 3 percent retentJion just as 
Teeuws h~d suggested. However, they did not accept Teeuws' sugges
tion that Old Security offer to pay interest on the reserves because, 
according to Boden, the Hauser group expected to make their money 
on the contract by investing the reserves. In fact, Boden stated: 

Personally, I would have been glad to lower the bid to a 2% 
percent retention level to get the business because most of the 
profits in that case were coming from the interest earnings on 
reserv~, not from the retention (p. (09) . 

Bids were submitted by eight companies. Although the copy of the 
original bid by Old Security which the Subcommittee obtained from 
the fund by subpena bore no postmark or date received stamp, it 
was transmitted by Heeren to Teeuws by a letter dated February 13, 
1976, a Friday (exhibit 223A, 2Z3B, p. 707). 

The bid from the Prudential Life Insurance Company, dated Febru
ary i3, 1976, also proposed a retention rate of 3 percent. There was no 
postmark or receipt date noted on the bid. The Prudential bid was 
transmitt~id by Heeren to Teeuws by letter dated Monday, February 
17, along with a bid from the Washington National Dife Insurance 
Company proposing a retention rate of 2.28 percent (exhibits 225A, 
225B, pp. 713-'(20). 

b. Additional Old Security Bid.-Among the documents obtwined 
from the files of the Central States Fund was a second hid from Old 
Security which was stamped "Received, Adm. Office, Feb. 18 '76, 9 :20 
a.m." (exhibit 224A, p. 710). A copy of this same bid was also obtained 
by subpena from Tolley International and bears the additional stamp 

.. RaUDrd acknowledged that the bid was prepared by the Rauser grouP. but stated 
that he checked the ['lite calculations and cleared it with Barton before it was submitted 
(pp. 559, 586, 590). 



126 

"Received, Health Services, Feb. 20 '76, 10 :12 a.m." (exhibit 224B, 
p. 713). There was no postmark notation, although tIlls second bid is 
largely the same as the original one, it appears to have been typed on a 
different typewriter and contained one significant addition, a new 
section headed "Alternate Suggestion" which read as follows: 

1£ the Trustees elect to adopt a Cost Plus Progra~, we 
would liko to suggest a different approach to claims payment. 
Sin03 the necessary records are maintained by the adminis
trator, it would be more timesaving and economic if, in addi
tion, the administrator also paid the claims. We would 
welcome an opportunity to discuss this in detail if such an 
approach seems feasible to the Trustees. There would be, of 
course, an appropriate reduction in the insurance company's 
retention if this approach is adopted. . 

This "Alternate Suggestion" represented a departure from the 
specifications which stated that the insurance company awarded the 
contract would be required to process its own claims and which su~
gested that bidders plan to maintain a claims office in Chicago for this 
purpose. Teeuws testified that the specifications were drawn in this 
manner because Shannon wanted to remove the claims processing 
function from the Amalgamated Insurance Agency (pp. 962-963). 

In an affidavit which he submitted to the Subcommittee, Teeuws 
stated that during the bidding process he had discussions with repre
sentatives of a number of bidding companies, including Boden, Carney 
and Hauser; that he may have advised them that Shannon and his staff 
were interested in developing their own in.-house claims staff to replace 
Amalgamated Insurance Agency; and that it may have been as a result 
of these discussions that Old Security supplemented its bid, but that 
he did not believe he had solicited su(:h a supplement from Old Security 
or any other company. Teeuws said that he could not recall having 
given consideration to the fact that "it [Old Security's supplemental 
bid] may have been received a few days late since bid materials were 
sent to the Fund's office and then forwarded to me" (p. 1174). 

Heeren testified that he did not know how two bids came to be 
submitted by Old Security and stated that he probably would not have 
noted the difference in them. Shannon testified that he was unaware of 
the second bid, or that it was late (p. 8:79). 
4. Analysis of the Bids 

Under its arrJtngement with the Fund, Tolley International was 
responsible for analyzing all the bids. Teeuws submitted Tolley Inter
national's report on its analysis to the Fund on March 1, 191i6 (exhibit 
228, pp. 720-738). The report summarized the bids of the various com
panies and their answers to a questionnaire included in the specifica
tions. The Tolley International analysis showed that Washington 
National Life Insurance Company had submitted the lowest bid in 
terms of gross retention, whether expressed as a percentage (2.28 per
cent) of the estimated claims of $23,000,000, as provided in the specifi
cations, or as an actual dollar amount ($524,256). Next lower, ac
cording to the Tolley International report, were Old Security and 
Prudential with identical retention rates of 3 percent or $690,000. 

" 
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However, because the bidding companies had used varying estimates 
of the State premium taxes due on the business, Tolley International 
recalculated the retention eliminating the premium taxes. Under this 
calculation, Old Security had the low bid with a retention of $97,750 
or .425 percent of $23 million; Washington National was second with 
$110,940 or ,48 percent and Prudential was next lowest with $115,000 
or .50 perce:pL On this basis, the dollar difference between the Old 
Security and Prudential bid was only $17,250. Also, the analysis 
showed that Prudential had offered to pay the Fund 7% percent 
interest on the total and permanent disability reserves, which would 
have amounted to $17,830 the first year and up to $1,302,463 by the 
seventh year. In addition, Prudential had also offered to pay 5%, per
cent interest per annum on total reserves held. Old Security did not 
offer to pay any interest on reserves. 

The Tolley International report contained the following recom
mendations : 

The Prudential Insurance Company of America indicated 
that they would credit interest on their overall reserves which 
would become applicable in the third plan year. 
If the Trustees are interested in remaining insured for any 

period of time less than a three-year period, certainly con
sideration should be given to the low retention charges. How
ever, if it is the consideration of the Trustees to remain 
insured for a longer period of time than two years, certainly 
consideration should be given to the Prudential Insurance 
Company of America's proposal which results in credits to 
the fund from interest on reserves (p. 737) (Em,phasia 
added). 

However, the recommendation continues by noting: 
It should be kept in mind, that RepUblic National will guar~ 

antee the retention for three years and even though their nei 
retention is higher than all other companies, if the Fund is 
only going to remain insured for a short period of time the 
administrative problems inherent in a change of carrier could 
outweigh the retention savings (p. 737). 

Tolley InternationaPs report also included the following statement: 
It should be kept in mind that the company with the lowest 

net retention, Old Security Life Insnrance Company, also 
would be agreeable to allowing the administrative offices of 
the Fund to pay all Life and AD & D claims, as well as the 
T & PD payments. They have stated they would negotiate a 
reduction in the retention if this approach were used. It 
would be our recommendation that the carrier be requested 
to train and set up the claims paying system within the ad
ministrative offices of Central States, Southeast and South
west Areas Health & WeHare Fund if the Trustees decide to 
elect this method (p. 738). 

The highlighting of this offer, contained in the amended bid sub
mitted by Old Security aiter the bidding deadline, is si~cant. It 
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represented a departure from the specifications. There is no evidence 
that any other bidder was afforded an opportunity to match this 
change. 

Finally the Tolley International report states: 
If the trustees decide on an alternative decision, considera

tion should be given to the Prudential Insurance Company 
of America's proposal whereby interest on reserves would be 
retroactively credited to the experience of the Fund (p. 
738). 

Thus, Tolley International's report did not make a clear recom
mendation as to which company should be awarded the business. 
However, in calling specific attention to the "Alternate Suggestion" 
contained in Old Security's late supplemental bid, and in recommend
ing that Old Security be requested to train and set up an in-house 
claims paying system, the report did portray Old Security in a highly 
favorable light. This is consistent with John Boden's testimony that 
Teeuws had a special relationship with the Hauser group. For exam
ple, John Boden testified that Teeuws kept him advis~d of develop
ments concerning the Old Security bid during the time the bids were 
pending; that Teeuws told him what was taking place and what he 
anticipated would take place. Boden described a conversation in which 
he said Teeuws told him that Fund Executive Director Daniel Shan
non had expressed a preference for the Prudential Life Insurance 
Company's hid and that this was going to create a problem for 
Teeuws in recommending the Old Security bid. According to Boden, 
Teeuws was concerned at the time that, if he recommended Old Secu
rity and the trustees went against his recommendation, Tolley Interna
tional might lost the Teamsters Fund as a client (pp. 609-610). 

Regarding the payment of com.missions and fees, Tolley Interna
tional's analysis of the bids on the cost-plus insurance program stated 
that: 

All companies [including Old Security] indicated that 
there would be no requirements to pay commissions, fees, or 
any other allowances, nor would they require all appointment 
of a broker of record C)r agent (p. 727, exhibit 228; pp. 712-13, 
exhibit 224 A) .24 

Tolley's analysis also included letters from a number of prominent 
insurance companies, including John Hancock, declining to bid be
cause of the size of the amounts of insurance and exposure to risk 
involved (pp. 735-737). 

a.Independent Bid Analysis.-In order to obtain expert advice on 
the bids and the Tolley International analysis, the Subcommittee re
quested the General Accounting Office to assign to its staff Franklin 
B. Dana, Assistant Director all!d Actuary for the U.S. General Ac
counting Office. Dana has had 50 years of actuarial experience. After 
reviewing all of the bids and the Tolley International analysis, Dana 
concluded, contrary to Tolley International analysis, that the Pruden
tial bid was lower than Old Security's even on a short-term basis (pp . 

.. Tolley's analysis of thl! bids on the fixed pl'emiu:on insurance program stated: 
"The Aetna Life Insurance Company req'lllres a commission of $1,250 which they would 

either pay in the first year. or over a ten year period. The Travelers Insurance Companies 
stated they will not pay commissions if the Trustees BO instructed" (p. 734, exhibit 228). 

i 
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816-827). In his testimony, Dana explained that his conclusion differed 
from Tolley Internationa.l's because in his analy.:;is, he had allowed 
for the dividends and interest \vhich Prudential had agreed to pay on 
the reserves, while Tolley International had not done so. 

In this connection, documents obtained by the Subcommittee show 
that on March 22., 1976, Teeuws submitted a supplemental report to 
the fund analyzing a bid submitted after the bidding deadline by the 
Travelers Insurance Company (exhibit 229A, p. 681). This report, 
which shows the Travelers bid to be lower than either the Old Security 
or Prudential bids, utilizes the type of analysis which Dana. testified 
should have been llsed by Tolley International in analyzing the Pru
dential and other bids. This Traveler's bid was later disallowed for 
being late. 

b. Shanrwn Reoommend8 Prudential.-The Health and Welfare 
Fund's insurance coverage was due Ito e:x:pire on April 30, 1976. In an 
effort to obtain a decision by the trustees on the bids, on April 5, 1976, 
Shannon addressed a letter to each of the trustees forwarding to them 
materials pertinent to the insurance matter (exhibit 230A, 230B, pp. 
738-739). Included was an agenda note describing the insurance bids 
and a polling sheet listing all of the bidding companies on which 
each trustee could mark the company he prefen ~,.i to see selected. 
TIllS material included the following statements: 

The key element in the decision to be made by the Trustees 
is whether or not. to allow the second Travelers' bid to be in
cluded with those bids that were reooived within the deadline. 
In all cases, all parties involved with tills analysis have been 
concerned with the objectivity applied to the analysis of 
these bids in that any apparent discrimination in the analysis 
would give cause for any of the other companies to register a 
complaint. 

It is the recommenda:tion of Tolley International Cor
poration that the trustees could be subject to critic~"m if they 
accept any bids after the deadline. It is therefore recom
mended by Tolley that the Prudential bid is the most attrac
tive bid of those received prior to the deadline (p. 738). 

In his letter of 'transmittal Shannon stated: 
Of all the companies bidding, Prudential appears to com

bine a low retention factor with a superior reputation and 
the financial stability to handle our account, which has been 
judged to be one of the largeJ"t accounts ever put on the market 
at $2.6 billion in force insurance. 

On the attached sheet, you will find a list of the com
panies that have bid. Should you feel that you would prefer 
to do business with one of the other listed companies, please 
check that company 'and return the signed sheet to me (p. 739) . 

Shannon testified that his letter was intended as a recommendation 
that the contract be awarded to Prudential (p. 884).25 He believed 
that Prudential's financial staJbililty and good istanding in the insurance 

O. Shannon snld he sent the Apr. 5 recommendation In order to secure the approval of 
the trustees (which could be 'ratified at a later formal meeting) so his stalf could start 
the necessary transition process, since the Republic Life contract was scheduled to expire 
after Apr. 30 (P. 902). 
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industry would lend credibility to and improve the Fund's image and 
made the recommendation because he felt he had an obligation to the 
rank and file to make this recommendation (pp. 889-890) . . 

In his testimony before the Subcommittee, Frank Fitzsimmons 
stated that Shannon had no right or authority to make such a recom
mendation ·because that reJSponsibiljty :had been entrusted to Tolley 
International (p. 1125). Fitzsimmon's position is noteworthy not only 
because it would deny the trustees the -benefit of their Executive Di
rector's professional advice in an important matter committed to his 
administration, but because Shannon's recommendation was also con
srstent with his understanding that Tolley International already had 
recommended Prudential's as the most attractive bid received before 
the 'bidding deadline (i.e., excluding Travelers' late bid). 

Heeren testified that Teeuws had made this recommendation during 
11 meeting with himself and the representatives of anobher consultitnt 
to the Fund, at the same time that he recommended that the late 
Travelers' bid not be accepted (p. 885). Teeuws testified that he could 
not recall having made a specific recommendation of Prudential 
(p.973). . 

Shannon also testified that Fitzsimmons did not tell him that he 
did not have any right or authority to make a recommendation 
(p.891). 

• Only two of the tmstees responded to this poll, John R. Spickerman 
and Jack Sheetz, employer tmstees. Both endorsed Shannun's recom
mendation of Prudential (pp. '760, '776). The poll produced no deci
sion, but Shalmon's recommendatiop.. appears to have raised concern 
in the Hauser camp that additional actions would be needed to insure 
their success in obtaining the contract. 
5. Attempt8 to Bring Out8ide I njluence to B ea'!' 

As noted above, John Boden testified that Teeuws was keeping him 
apprised of the progress of the bidding. Acco~ding to Boden, Teeuws 
advised him of Shannon's preference for Prudential and urged him 
to match Prudential's offer to pay interest on the reserves. WiJlen 
Boden declined, Teeuws suggested that he have Hauser get in touch 
with Frank Fitzsimmons because he was afraid that, if he went 
against Shamlon and lost, he might also lose his client. Boden testified 
that when he relayed this message to Hauser, he was told not to worry 
about it. Boden could not recall the date of the conversation with 
Teeuws. He believed it was after the bids were'3ubmitted (pp. 609-
610,651-652). 

a. O'Sullivan and Fitz8imnnons.-The Subcommittee's invesHgation 
showed that the Hauser group Imd previously made a direct approach 
to Fitzsimmons through Terrance O'Sullivan, who joined Hauser in 
September 1975. Fitzsimmons testified- that in early 1976 or possibly 
late 19'75, O'Sullivan, whom he knew, had contacted him in Palm 
Springs, California, and told him that he had an insurance program 
he wantBd the Fund to look at. According to Fit.zsimmons, he. told 
O'Sullivan that he should address his request to the Fund's office in 
Ohicago. Fitzsimmons said he did not himself contact the Flmd on 
O'Sullivan's behalf, and that he did not know what company O'Sul
livan was representing (pp.ll05-1107). 

Shannon testified that some time between January 14 and March 1, 
1976, he received a telephone call from Fitzsimmons asking if Old 
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Secur:ty was on Ul.e list of companies invited to bid. According to 
Shannon, he checked with Heeren; determined that Old Security was 
on th.e bidding list and so advised Fitzsimmons. Heeren confirmed 
Shannon's testimony (pp. 879-882). 

b. 1. Irving Davidson and Thomas D. Webb, Jr.-Boden testified 
that while in 'Washington, D.O., in early April 1976, Hauser intro
duced him to I. Irving Davidson, a 'Washington public relations con
sultant. According to Boden, Hauser told him that Davidson had been 
very close to former Teamsters President James Hoifa, and had very 
good contacts in W!1l:lhington including a contact with Fitzsimmons. 
Boden testified that one of Davidson's associates, Thomas D. Webb, 
Jr., was very clo88 W Fitzsimmons and regularly played cards with 
him. 'Vebb is executive vice president of the Burbank Intelnational 
Oorporation, Washington, D.C. (pp. 610,995, 1001). 

Davidson testified that he first met Hauser sometime late in 1975. 
He said he had been entertained by Hauser in January 19'76 when 
he (Davidson) had visited Mia.mi to attend the Super Bowl football 
game, and became friendly with him at that time. Davidson said 
that Hauser contacted hlm in late March 1976 and told him of his 
interest in the Teamsters FlUld insurance contract. According to 
Davidson, Hauser told him his company had been the low bidder on 
the contract. He testified that "Hauser was beside himself because 
he. figured that he was going to be cheated out of the contract even 
though he was the low bidder" (pp. 995-996). . 

Davidson testified that he then suggested to Hauser that they bring 
in 'Webb, whom he described as his good friend, and a "social buddy, 
golf partner, and gin player with Frank Fitzsimmons," president of 
the Teamsters Union. Hauser agreed and he, Davidson and.Webb met 
in early April to discuss the problem (p. 996). Afterwards, aceording 
to both Davidson and Webb, Webb ealled Fitzsimmons in California 
on Hauser's behalf. 

According to Davidson, who was present when the call was made, 
Webb told Fitzsimmons he had a potential client who felt he was being 
hurt by the people at the Oentral States Fund, and that he (Webb) 
wanted to make sure he was not cheated. Davidson said Webb told hlm 
later that Fitzsimmons had asked the name of the company involved 
and told Webb that, if his client was the low bidder and the deal was 
honest, he (Fitzsimmons) would look into it (p. 997). Webb acknowl
edged having called Fitzsimmons, but could not fix the date of the call. 

't He said he told Fitzsimmons about Hauser and Old Security, and that 
Fitzsimmons said at the time that he would look into the matter (p. 
1002). Fitzsimmons testified that he could not recall having received 
such a called.:fu:.om Webb (p. 1108). 

Accordingly to both Davidson and Webb, they met with Hauser 
shortly thereafter and suggested to him that it would be a good idea if 
Richard G. Kleindienst were brought in to assist with the matter. They 
reasoned that Kleindienst's prestige as a former Attorney General of 
the United States would be helpful,26 They also explained to Hauser 
that Kleindienst, in addition, was a good friend of Fitzsimmons and 

"" Kleindienst served as .Attorney General from .Tune 1972 to May 1973. III May 1974. 
Kleindienst pleaded guUty to a charge that he violated 2 U.S.C. § 192 by having refu1led 
to testify fully o.nd accurately to certain questions put to him In a Senate hearing about 
the ITT atralr. Kleindienst received a sentence of 30 days in prison, Which was suspended, 
and 0. $100 fine. 
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could be expected to have more influence and "clout" with him than 
would Webb (pp. 996, 1001-1002). 

Davidson and Webb testified that Webb then called Kleindienst and 
told him what Hauser had told them; namely, that Hauser was asso
ciated with Old Security Life, which had been found by an independ
ent appraiser to have submitted the low bid on the Teamsters Fund 
contract, but that someone was trying to divert the award elsewhere 
(pp. 996, 1001-1002). Although the name of the "independent ap
praiser" was not mentioned, apparently Hauser was referring to the 
Tolley International analysis of the bids. 

Webb testified that Kleindienst, after making a check on Old 
Security, agreed to handle the matter and said that he would contact 
both Shannon and Fitzsimmons (p. 1002). Kleindienst's testimony 
concerning this telephone conversation with Webb was essentially in 
conformity with Webb's, except that he stated that Webb told him 
there would be a $250,000 fee if they were successful, which he and 
Webb would split 50-50 (pp.1032-1033, 1045-1046). Webb and David
son maintained that the amount of the fee had not been established at 
this tim.e and that Kleindienst worked out the amount of the fee (pp. 
997,1008-1009,1014,1023-1025). . 

Kleindienst testified that he had 'known Fitzsimmons for several 
years, that they played golf and gin rummy together and visited in 
one anotlwr's homes, and that he considered Fitzsimmons ("a close per
sonal friend of mine" (p. 1031). 

Fitzsimmons acknowledged that he had known Kleindienst for 
several years, since the time he was in the Attorney General's Office, but 
would not characterize him as a close, personal friend. In fact, Fitz
simmons testified that he had been to Kleindienst's home only one time 
and that Kleindienst had been in his home only once, a Christmas 
party (pp.1118-1120). 

Kleindienst testified that he assumed Webb brought him into the 
matter because Webb knew that he had a better relationship with 
Fitzsimmons and because he was a practicing attorney, which Webb 
was not. Kleindienst stated that Webb did not tell him what he ex
pected him to do; that he assumed his role was to bring the matter to 
Fitzsimmon's attention and then to perform any legal services that 
might be required (pp.1047-1048). 

Kleindienst acknowledged that at the time he was representing the 
Teamsters Central States Pension Fund in other matters, but stated 
that he and his partners did not consider this a conflict of interest,27 
and that he had riot performed any legal services in connection with 
the insurance award (pp. 1030-1031, 1052). Thus it would appear that 
Kleindienst's sole function was to seek the support of Fitzsimmons. 

Kleindienst described his conception of hi.s intended role as follows: 
Mr. Webb told me that Old Security was one of bhe com

panies deemed qualified for this bid, that it was a highly 
competitive bid. 

It has been my experience as an attorney, over many, many 
years, representing business people and in business transac-

~ Fitzsimmons testified that it never occurred to him that this might constitute a conflict 
ot interest, and that .he relled on. the integrity of IL former Attorney GeM~al of the United 
States to reaIlze his l'esponsibU1ties (P. 1122). 

---~---"---.~ .. 
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tions that sometimes situations can be competitive. Maybe 
you have two bidders who are equally qualified in all respects. 

Sometimes one of the bidders under those circumstances is 
awarded because of the confidence that the awarding author
ity might have in somebody ... ~ho represents them or as a 
result of satisfactory prior business relationships. 

It didn't strike me in a matter of this significance and 
size that would justify a fee of that, that it would be unusual 
to pay a fee of that kind, and in a competitive situation where 
if somebody in who Mr. Fitzsimmons had confidence, in terms 
of his professional career and his relationship with him, made 
representations with respect to a company that it would hurt 
that company in getting that bid. 

I am certain that is why Mr. Webb called me. That is the 
reason why I accepted the assignment and that is exactly the 
reason why I called Mr. Fitzsimmons (p. 1048). 

c. Kleindienst oalls Fitzsi'fJ1//nons.-It appears that Webb first 
cv.,lled Kleindienst on behalf of Hauser on or about April 5, 1976, the 
same day that Shannon recommended Prudential to the trustees. 

Telephone and visitor logs obtained by the Subcommittee from 
Kleindienst's former law firm show that on April 5 'Webb spoke to 
Kleindienst's secretary at 10 :27 a.m. ; that Kleindienst later called and 
spoke to her; and that \'Vebb spoke with her again at 2 :29 p.m. The 
records show that on April 6, Fitzsimmons called Kleindienst at 11 :55 
a.m. from a telephone number in Arlington Heights, a suburb of Ohi
cago, Illinois. '1'hey also show that Webb placed a call from Klein
dienst's office to the Arlington Heights number at 2 :15 p.m. the same 
day (exhibit 231, pp. 739-745). 

Fitzsimmons testified that, according to his recollection, the initial 
call from Kleindienst was much earlier than April 5 and possibly 
as early as February. He said he was sure he did not talk to Klein
dienst on April 6, because he was then involved in negotiating a union 
contract in Ohicago (pp. 1108-1114). However, the telephone logs and 
bills from IUeindienst's office show that the call from Webb on April 
6 was to the room of a Mr. Previant, an attorney representing the 
union in the negotiations, and the telephone number given (312) 394-
2000, was the listing for the Arlington Park Hilton, where the nego
tiations apparently were taking place. The telephone bill shows that 
Fitzsimmons placed a call to Kleindienst's office from this same num
ber on April 6. Thus, there were at least two telephone calls between 
Kleindienst's office and Fitzsimmons on April 6. 

There is additional evidence indicating that some contact between 
IUeindienst and Fitzsimmons took place prior to April 6. The tele- , 
phone and visitor logs also show that there were frequent telephone 
calls and visits involving Kleindienst, pavidson and Webb through
out March and one from Shannon on March 19. Also, Shannon testi
fied that when Fitzsimmons called him in February to ask if Old 
Security were on the bidding list, Fitzsimmons mentioned that the 
inquiry had originated with Kleindienst, who was representing the 
company and had called about it (p. 882). This is consistent with Fitz
simmons' testimony that it was after the initial call from Kleindienst 
that he called Shannon and asked if Old Security were on the bidding 
list (pp. 1112--1113). 



134 

Kleindienst stated that on one occasion Webb telephoned him at 
Dulles International Airport in Washington, D.C., as he (Klein
dienst) was about to depart on a business trip !tbroad; that the call 
had to do with the Old Security bid; that after talking to Webb he 
called his office for Fitzsimmons' telephone number and then spoke 
with Fitzsimmons from the airport. According to Kleindienst, fol
lowing this call Fitzsimmons called him 'back within a day or two (pp. 
1033-1037, 1045-1047). However, Kleindienst testified that according 
to his records, he was not out of the country on April 5, 1976. It is not 
clear just when these. phone calls took place. They could have occurred 
earlier in the year. 

If in fact the April 5-6 contacts between Kleindienst and Fitz
simmons were not t,heir first ones concerning Old Security, the call 
from Webb to Kleindienst on April 5 must have been the first in. a 
series of calls in which Webb advised Kleindienst that things were 
"getting off track" on the Teamsters Fund award (pp. 997, 1038, 
1066). In any event, it appears that these calls were stimulated by 
Shanrion's recommendation of P.rudential on April 5, although Klein
dienst testified that he could not recall having been told of it (p. 1087). 

Kleindienst testified that his best recollection of what he told Fitz
simmons in the April 5 call was as follows: 

Fitz, I have been asked to represent Old Security Life In
surance Co. I have been informed th!lit they have submitted 
a 'bid to secure the insurance for the fund. I have likewise been 
informed that they are the low bidder. And it is also a com
pany among others that has been deemed qualified by the in
surance consultants for the fund to do this business. 

Fitz, I wonder if you would check that out for me and 
as~ertain whether this is correct. 

If it is and if they are the low bidder and a qualified com
pany, I would appreciate any help that you could give me in 
conneotion with this matter (p.1036). 

Kleh~dienst 'also acknowledged that he may have asked Fitzsimmons 
to let hIm lrnow whether or not he could help him get the contract for 
Old Security. In any case, he said that this was certainly implied in 
the conversation (pp. 1036-1047). 

As Kleindienst put it: 
I don't think I ever asked Mr. Fitzsimmons to use influ

ence, but I think it was assumed in the context of our dealings 
that as a result of our friendship and my representations, I 
would hope that he could use any influence that he had. I 
would hope so, or I wouldn't have called him (p. 1048). 

According to Kleindienst, Fitzsimmons called him back the next 
day (April 6) and said: 

I have looked into this Old Security matter. It is apparently 
th~ low bidd~r. It is a ~om1?any that is apparently qualified to 
Wl'lte the busmess. I thmk It has a good chance of gettinO' the 
business, and I will keep in touch with you about it (pp. i037 
1046). . ' 
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Fitzsimmons testified that the first and only time he could recall 
that Kleindienst called him on behalf of Old Security prior to the 
award of the bid (which he placed. in February rather than April 
1976) Kleindienst advised him that his client, Old Security, was bid
ding on the Central States business and asked him if he could be of 
any help to his client (pp. 1103, 1105, 1112).28 However, Fitzsimmons 
further testified that: 

In response to Mr. Kleindienst's request for assistance, I 
neither offered or provided any. I advised him bhat if his 
client's bid was competitive and if the company was sound 
and viable the bid would be given as much consideration by 
the trustees as any other bid. 

After Mr. Kleindienst's call, I called Mr. Shannon and 
asked him whether Old Security was on the invitation list. 
He checked and advised me that the company was on the list. 
My call to Mr. Shannon was made solely for information 
purposes. I did not ask Mr. Shannon to do anything with 
respect to the Old Security bid (p. 1103). 

When Fitzsimmons was asked why he called Shannon at all, since 
he had testified previously in connection with the approach by O'Sulli
van, that he referred all such inquiries, even from personal friends to 
the Fund office, he replied: 

I guess when you get out of character and you go from 
your regular tenor of operation, you shouldn't do it >.< * * as 
far as Mr. Kleindienst is concerned, I can't tell you why I did 
it outside of the fact that I presume I did it for, * * * any
body that is in contact with me here in Washington (p. 1121). 

Fitzsimmons was also asked why it was necessary to call Shannon 
and ask if Old Security were on the Idvitation to bid list, since Klein
dienst had already told him that Old Security was submitting a bid. 
He indicated that he also wanted to determine if they were a viable 
company and if they had submitted a bid (pp. 1112-1114). However, 
Shannon testified that he could not recall Fitzsimmons asking during 
his February inquiry whether Old Security was a viable com.pany or 
anything about the bid (pp. 879-880) . 

Fitzsimmons acknowledged that he called Kleindienst back; within 
a day and told him that his client had submitted a bid and that "being 
a viable company his bid would be given as much consideration as any 
other bid," if it was consistent with other bids. Again, Fitzsimmons 
gave no explanation of why he needed to advise Kleindienst that his 
client had submitted a bid. He labeled as "untrue" Kleindienst's testi
mony that he had advised him that Old Security had been deemed 
qualified by the Fund's insurance COnSultant, that it had the low bid, 

,. Fitzsimmons .;nid he had no recollection of having had any contacts in April 1976 
with Kleindienst prior to the award to Old Security, altllough he did recall calling 
Kleindienst after the trustees' Apr, 30 decision to award the contract to Old .Security to 
tell him of the aWllrd (pp, 110'5, 1109), In this regard, Fitzsimmons testified that in 
April Ilnd in the preceding three to four months, he WIlS preoccupied with intensive 
labor negotiations and, thus, could not recall precise dates of meetings, phone calls or 
other details of e\',i'lts leading to the award of the insurance contract to Old Securlty. 
(pp, 1104-1105) 
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and that he thought there was a good chance it was going to get the 
business (pp.1109-1l14, 1137). 

d. Meeting in Miami.-According to the testimony of both Fitzsim
mons and Shannon. during the week of April 12, 1976, the week 
following Shannon's recommendation of Prudential, Fitzsimmons 
called Shannon from Miami and asked if it might not be prudent to 
let the life insurance coverage remain with Republic National until 
such time as the Fund could self-ipsure. AJthough this was one of the 
options included in Tolley Internationa11~ report, Shannon said that 
he tried to convince Fitzsimmons that, because Republic National was 
the highest bidder, such a course would undermine the credibility of 
the Fund's whole bidding process. Shannon said that since he was not 
sure he had convinced Fitzsimmons, he and :Heeren flew to Miami for 
a personal meeting with Fitzsimmons on April 12 (pp. 886-888, 1104). 

Also present at the meeting was then trustee William Presser,29 who 
had originally recommended Tolley International to the Fund in 1972 
(pp. 887,897,953). The Executive Committee of the Teamsters Inter
national Union was meeting in Miami at the time. None of the other 
trustees sat in on the meeting, nor did Heeren. Len Teeuws of Tolley 
International testified that he was invited by Shannon, but could not 
attend (p.944). 

A'Ccor'Ciing to Shannon: FitzsimmonE agTeed that tihe Fund could 
not go bacl, to Republic National. Shannon MSO l'ecallp,d discussing 
the Prudential and Old Security bids and pointing out t,he advantage 
of the interest· Prudential would pu.y on the reserves. How{l,ver, no 
resolution was reached at the meeting as to whether to select Pruden
tialor Old Security (897). 

In an investigation by the Securities and Exchange Commission 
into Hauser's acquisition of a controlling interest in National Amer
ican Life Insurance Company,30 Fitzsimmons gave the following 
sworn testimony concerning his contact with Shannon regarding the 
Old Security bid: 

I said, "Dan, in reference to the bid as far as the insurance 
company is concerned, what about Old Security? I under-
stand they have got a bid in. " * * * . 

* * * * * * * * He called me back in a day or two and told me then, 
as far as the bid was concerned, that there was no question 
that Old Security was the lowest bidder and in that discussion 
he, Dan, was the man that mentioned to me as far as Pruden
tial is concerned in reference to a long-term contrnct on the 
basis of interest on the reserves, that the Fund would partake 
in some interest on the reserves. I said, "Well, as far as the 

.. In 1971. Presser pleailed guilty to eight counts of an indictment charging him with 
receipt of payments While President of Teamsters'Joint Council 41 in Ohio from employers 
whose employees Teamsters' Joint Council represented or sought to r~present. (29 U.S.C. 
§ 186 (b).) He was fined $12,000. In 1960, Presser WIIS convicted (l.l~ obstructing an in
vestigation of the Senate Relect Committee on Improper Activities in the Labor or Manage
ment Field by mutillltlng lind concellling subpoenaed records. He was also convicted 
in the snme year of contempt of Congress tor refusing to answer questions posed by that 
Committee. ' 

"" The Investigation led to a civil action agllinst Hlluser, a number of his companies lind 
associates. SEG v. National Paci]!c Gorp., et al., Civil Action No. 76-1784, U.S. District 
Court for the District of Columbln. 
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situation is concerned, what is Old Security's bid~" And he 
said, "For one year," and he says, "It is the lowest bid." I said 
to Shannon, "Well in that case, why don't we look at Old 
Security's bid, if it is the lower bid for one year and after 
one year, if we are going to renew the risk in some way, shape 
or form at that time, we can negotiate with Old Security on 
the basis of the bid of Prudential." * * * (p. 1136). 

Roth Shannon and Fitzsimmons were questioned concerning this 
testimony. Shannon acknowledged that a conversation along these 
lines took place. but he said it was during the April 12 meeting, and 
not dnring a teJephone conversation, and indicated that he did not 
regard this as a conclusion on Fitzsimmons' part that the award 
SllOUJd go to Old Security (pp. 898, 904-905). Fitzsimmons acknowl
edged that he had such a conversation with Shannon, possibly during 
the Anri112 meeting, and said his SEC testimony, namely, that this 
took nlace during his February telephone conversation with Shannon, 
was in error, and that he intended to correct his SEC testimony (pp. 
11~6-1139). In January 1978, Fitzsimmons submitted an affidavit, 
(lnted Decembrl' 22.1977. to blle SEC (Apnfmdix T,). In hiA affidavit, 
Fitzsimmons said that the conversation described above took place 
"in or about April 1976, a number of weeks after my initial call to 
Mr. Shannon. * * * " 

Questioned about this conversation with Shannon, Fitzsimmons 
stated that, as a trustee he was looking for the best benefits the Fund 
could obtain for its participants; that it was his understanding that 
the Prudential bid offered to return some interest on the reserves in 
either tIle second or third year; that it had been pointed out to him 
that Old Security's bid was lower than Prudential's; and that to the 
best of his knowledge the Fund's consultant, Tolley International, had 
stated that Old Security was a viable, well-respected company. Asked 
by Senator Chiles whether his recommendation was that Old Security 
be awarded the contract for one year. Mr. Fitzsimmons stated: "* * * 
you can call it a recommendation, if you care to" (pp. 1136-1139). 

Teeuws testified that, following the Miami meetinp:, Shannon in
cHcated fo him that the union trustees were giving serious considera
tion to Old Security (p. 944). However, Shannon said that he had no 
belief at that time that the Tmstees had decided on Old Security. He 
said that he was still hopeful that the award would go to Prudential 
and that he was trying his best to see that it would (pp. 901,904-905). 

As a part of this effort~ Shannon again sent agenda material t5l 
the Trustees, prepa-ratory to a Trustees' meeting proposed for April 
23, 1976. The agenda item relating to the insurance bids was identical 
in wording to the one that accompanied his April 5 letter and stated 
tllat Tolley International had recommended the Prudential bid as 
the most attractive one received prior to the bidding deadline (ex
hibit 232; pp. 746, 885). However, because of scheduling problems, 
the Anril23 meeting did not materialize. 

e. "Thin(!8 are off traok".-Davidson, Webb and Kleindienst testi
fied that, on at least two occasions during April 1976, Hauser called 
Davidson and told hi~ that things appeared to be "off track" with 
respect to the Teamsters award. Davidson then relayed Haul?er's con-

51-777 0 - 79 - 10 
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cerns to Webb, who relayed them to Kleindienst who in turn called 
Fitzsimmons (pp. 997, 1002, 1006, 1038-1039,1066). Kleindienst testi
fied that he called Fitzsimmons on at least one and maybe two such 
occasions. Kleindienst recalled receiving calls back from Fitzsimmons 
advising him that he (Fitzsimmons) did not think there was any 
problem (pp. 1039, 1066). Questioned about Kleindienst's statements, 
Fitzsimmons stated that they were untrue and emphatically denied 
having had any such conversation with Kleindienst (pp. 1114-1116). 

A series of such contacts appears to have taken place during the 
period April 22 through 26, 1976. The telephone logs of Kleindienst's 
former law firm show that on April 22 Kleindienst received a call 
from Webb; that on April 23 Kleindienst placed calls to Shannon and 
Fitzsimmons and received two more calls from Webb; and that on 
April 26 he received a call from Fitzsimmons (exhibit 231, p. 740). 

Both Webb and Kleindienst acknowledged that the cails on April 22 
and 23 probably related to one of the instances in which Hauser 
had said things were "getting off track" (pp. 1002, 1038, 1040). Shan
non acknowledged that Kleindienst attempted to call him on April 
23, but said that he did not get through and that he did not return 
the call (p. 906). Kleindienst agread, but said that he did talk to 
Fitzsimmons and asked him to look into the matter and let him know 
if there was a problem (pp.l038-1039). 

It was Kleindienst's recollection that Fitzsimmons called him back 
and told him not to worry, that everything was going to be all right, 
but that it will take 3 or 4 days (p. 1066). The telephone logs show a 
call from Fitzsimmons to Kleindienst on April 26. However, Fitz
simmom testified that he could not remember making such a call 
(p. 1116). He also denied tlhat he gave Kleindienst any such informa
tion. 

f. Signs that the deai,sion had been made.-The record developed by 
the Subcommittee includes testimony and exhibits which tend to show 
that the decision to award the contract to Old Security was made well 
before the Fund trustees formally approved the award on April 30, 
1976. 

ThiR evidence includes a memorandum of April 21, 1976, (exhibit 
201, p'). 592-593) from Richard K. Halford of Old Security to C. 
Robert Barton, Old Security's president. The memorandlUn states that 
it was Halford's understanding at that point that Old Security's 
agreement reinsuring the Central States business with Family Pro
vider Life (Hausers' company) was to become effective May 1, 1976. 
Asked how he knew on April 21 that Old Security would receive the 
award since the trustees did not approve the award until April 30, 
Halford testified that on about April 15 he had received a phone call 
from Brian Kavanagh, Roger Carney or Jolm Boden telling 
him that it looked very positive that Old Security would receive the 
business. Halford stated that it was his impression that Old Security 
was going to receive the award (pp. 591-592). 

Also, in a sworn affidavit (exhibit 197, p. 559), Halford stated 
that on April 28, 1976, 2 days before the trustees met to act on the 
contract, he received a phone call from Rick Heeren, Assistant to 
Executive Director Shannon of the Teamsters Fund, telling him that 
Old Security had won the award and would receive an official notifica-
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tion of it shortly. Questioned about this, Hal£ord testified that he was 
reasonably sure of the date and recalled that following the phone call 
there was a 1 or 2 day lapse before a telegram confir~ing the award 
was received on April 30 (p. 596). Heeren testified that he made no 
such phone call to Halford, but he acknowledged having sent the tele
gram notifying Old Security of the award (pp. 917-918). 

The Subcommittee also received considerable testimony concern
ing a meeting that took place in the Fund's offices on April 23, 1976. 
Those present were Shannon, Heeren and Teeuws. The Fund's insur
ance coverage was due to expire on April 30. Shannon's efforts to 
obtain a decision from the trustees had not proved successful. Only 
two management trustees had responded favorably to his April 5 rec
ommendation of the Prudential bid (p. 902). Neither the third man
agement trustee nor any of the three union trustees had expressed 
their preferences. The only guidance available at that point appears 
to have been Shannon's conversation with Fitzsimmons on April 12 
in which Fitzsimmons had observed that Old Security might be award
ed the contract on a one-year basis with a view to negotiating with 
them later to obtain payment of the kind of interest on the reserves 
proposed by Prudential. However, according to Shannon, he viewed 
that conversation as conjecture and not as positive guidance (p. 904). 
The concern on April 23, 1976, was that little time remained to work 
out a transfer of the insurance program to a new carrier. Heeren testi
fied that the meeting included discussion of rumors that Old Security 
was going to be selected. Shannon testified that he said at the time 
that it did not look like his recommendation of Prudential was making 
much headway and that it looked like Old Security was out in front 
based. upon his Miami conversation with Fitzsimmons and since they 
had heard nothing further about the Prudential bid. There was dis
cussion at the meeting about contacting both Old Security and Pru
dential to arrange for the change in insurance carriers depending on 
which company received the award. Heeren said that, following this 
discussion, Teeuws telephoned an Old Security representative to 
arrange to get together with them in order to have a plan of action 
if they did receive the award. However, according to Heeren, the 
meeting was cancelled the same day at Shannon's direction. Asked why 
the meeting was cancelled, Shannon said he reconsidered the matter 
and directed. that neither company be contacted because he did not 
want to create any appearance that he was evidencing any preference 
for Old Security in advance of the trustees' meeting; that he did not 
want to interfere in any way with the trustees' prerogatives (pp. 903-
904). 

In this connection, materials obtained from the Fund's files by sub
pena included an unsigned: undated document entitled "N oods Re
garding New. Life Insurance Contract" (exhibit 233, p. 746). The 
document lists a number of steps that would have to be taken in 
connection with the transfer of the insurance program from Republic 
National to Old Security. For example, one of the steps listed was a 
meeting between the new company officials and Amalgamated to see 
how Amalgamated handled the Fund's claims. Another step listed 
was the need for a meeting with new company officials to review 
and analyze its proposal, "particularly (the) red.uction in retention 
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in relation to payments of claims by Amalgamated." As noted earlier, 
only Old Security (as part of its late amended bid) had offered to 
reduce its retention if claims were handled by the fund rather than 
the carrier. The document also includes 3, footnote stating that "Mr. 
Carney will be here Monday, April 26, at 10 a.m., with two additional 
persons to discuss the cont.ract." Both Shannon and Heeren denied 
any lmowledge concerning who wrote the document. 

Heeren spgculated that it might have been written or dictated by 
Teeuws at the Fund's offices incident to the telephone call on April 23 
to arrange a meeting with Old Security's people; arrangements which, 
according to Heeren, were cancelled the same day (pp. 912-913). 
Teeuws testified that he could not recall having prepared this document 
or anything about it or any pre-April 30 meeting between the Hauser 
group and Amalgamated (pp. 972-973). Testimony from J olm Boden, 
a recorded staff interview with Carney, and travel records obtained. 
by the Subcommittee, show that Carney did travel to Chicago on 
April 25-26 to meet with the staff of the Fund, but that the meeting 
did not materializ_e (p. 612; exhibit 234B, p. 681). 

In a sworn affidavit provided the Subcommittee, George W. Lett, a 
vice president of the· Prudential Insurance Company (exhibit 263, 
pp. 915-916), stated that at no time did anyone representing t.he fund 
ask Prudential to deviate from its policy of administering claims in
ternally or ask that the function be transferred to the fund or any 
entity outside of Prudential. Nor is t'here any evidence that Pruden
tial was contacted at any time prior to the award to discuss how the 
insurance program would 'be transferred in the event they were the 
successful bidder. 

g. Misleading FinanCial Information.-The recordlu~fore the Sub
committee evidences a deHberate effort 'by ,the Hauser group to mislead 
the Fund concerning the financi:tl rpSOlll'CeS of Old Sf'cnrity Life 
Insurance Company well before Old Security was awarded the con
tract on April 30, 1976. Shannon had asked Len Teeuws of Tolley 
International for financial information on Old Security some time 
prior to April 12, 1976 (p. 899). On October 24,1977, in late compli
ance with a subpoena dated April 11, 1977, Tolley International 
turned over to the Subcommittee copies of three internal memoranda 
dated April 12, 1976 (eX'hibit 265G, pp. 980-981). The memoranda 
record telep'hone calls received and made that day by Teeuws' secre
taries. One of the memos is addressed to "Len" (Teeuws) 'and reads 
as follows: 

APru:L 12, 1976. 
LEN: Joe Hauser called and demanded that I call Central 

States and give t'hem the information that I had gotten ear
lier from Eldridge. Boden was on the line all the time of the 
mtll. Boden asked what figures I had-I told him what 
Eldridge 'had given me. Hauser said to call Central States and 
give them only the top figures (Consolidated Total Assets 
for April 30, 1975 and April 30, 1974) which I did. Also said 
not to mention the 'holding company name, just say Old Secu
rity Holding Company. Then Hauser wanted me to call him 
back and let him lmow if they asked any other questions. 
Hauser said that you wanted this information relayed---...asked 
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if Mr. Tolley was in toautihorize the rele-ase of information
I told him he was in today but out at the moment. He assured 
me that he would not ask me to do anything that you were not 
fully aware of. Then Hauser wanted me to telephone him back 
after I had talked to Shannon's office and let him know if 
they wanted any additional information, etc., also wanted to 
know if the meeting was going to be in Miami or Chicago. I 
told him Miami but I had no idea where-Kathy said she had 
no idea (p. 981). 

The others show t'hata Fund employee, Don Maxfield, telephoned 
Teeuws' office the same day in an effort to reconcile certain financial 
data he 'had on Old Security with other .figures he had received from 
Teeuws' secretary t,hut he found quite different. 

Maxfield was told that the figures he was questioning related to 
the "Old Security Holding Company." The memoranda show that 
after having been given this answer Maxfield called Teeuws' office 
again later that day saying that he could not find any references to a 
firm known as "Old Security Holding Company" and asking where 
the figures conveyed to the Fund had come from.. The memo, written 
by "Christy" (Ohristy Cookerly, one of Mr. Teeuws' secretaries) 
states: I again did not tell him anything other than that is what I 
was told-Old Security Holding Company" (p. 980). In other words, 
these records show that in response to a reouest for financial data on 
Old Security Life, Teeuws' office-on Haus;r's demand-passed along 
consolidated total asset figures for ISC Financial Corporation, Old 
Security's parent company, without clearly identifying them as such. 
There is no such company as "Old Security Holding Company," nor 
was there on April 12, 1976. 

John Boden acknowledged that he was on the line when Hauser 
demanded that Teeuws' office pass this data along to the fund. He 
testified that the name "Old Security Holding Company" was used 
because Hauser felt it more likely that the people at the fund would 
relate the numbers to Old Security Life rather than its parent holding 
company if that terminology was used. Boden said he knew at the 
time that this was an attempt by Hauser to mislea,d the Fund concern
ing Old Security's true financial resources (pp. 653-65'7).31 

Questioned about these records, Teeuws acknowledged that they 
were written by his secretary. He said that he was attending a con
ference in Bermuda at the time and did not recall ever having rev iewed 
the material or having seen it until shortly before it was transmitted 
to the Subcommittee. He said that sometime after he returned from his 
trip to Bermuda he was advised that there had been calls from the 
Fund and from Hauser or Boden pertaining to "statistical informa
tion" about Old Security that had been questioned by Maxfield. 
Teeuws said he "assumed" the information had been passed on to the 
Fund by his office, but denied any complicity with the Hauser group 
in providing misleading information to the fund (pp. 1179-1184).82 . 

.... As previously noted (P. 88 of this report), in the Arizona Fund case, Old Security 
advised the Fund thnt applicable law precluded its holding company from llOlding the 
Fund harmless if Old Security failed. ToIley International was not involved in the Arizona 
case; however. this Information was presumably available to it. 

ao As previously not~d (pp. 93, 94 of this report). Tolley Internatl.onal furnIshed a 
written report to the Indiana Laborers Funds which contained similar misleading financial 
information showing consolidated holding company assets of $418 million. 
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While Maxiield was dealing with this matter in Chicago, 
Shannon was in Miami for his April 12 meeting with Fitz
simmons. Shannon testified that, while he was in Miami, an Old 
Security representative deli.vered some financial information to his 
hotel in response to 'his request of Len Teeuws of Tolley International. 
The data consisted of 1974 and 1975 financial statements of the "Old 
Security Group Companies" and turned out to 'be the financial state
ment of the ISC Financial Corporation rather than Old Security. 
Shannon recalled that the financial statements show assets of about 
$458 million. In fact, Old Security's assets were only a fraction of the 
$458 million referred to in the data referred to by Shannon. Accord
ing to data furnished to the Indiana Laborers Fund, Old Security'S 
assets as of April 30, 1974, showed assets of $23 million which was 
about equal to the annual premium payable by the Teamsters Fund 
under the contract awarded to Old Security. sa As noted above (pp. 14, 
30, 198) insurance companies with assets. exceeding those of Old Se
curity by lumdreds of millions of dollars declined to bid on the Terum
sters Fund because they believed it.s size bvolved excessive risk expo
sure, Shannon felt bha.t this material represented a deliberate attempt 
to misrepresent the financial st.atus of Old Security, and that he had 
been mislead by it (pp. 899-901). 

Shannon conveyed hls comfort with Old Security's financial stand
ing to Fitzsimmons (pp. 901, 1112, 1129). This misleading informa
tion, as well as representations by Tolley International vouching for 
Tolley's financial ability, contributed to the trustees apparent percep
tion of Old Security as a substantial and responsIble insurance com
pany (pp. 766, 777, 783-785, 794, 1139). 

While Tolley International provided this misleading information 
and vouched for Old Security, its formal written analysis of the bids 
did not address the relative financial strength, reputation, and ability 
to perform of the 'bidding companies. Len Teeuws of Tolley was 
aware that Old Security was primarily in the business of writing 
credit life insurance (p. 989),34·a fact which he did not bring to the 
attention of the trustees~ In an affidavit, trustee Jack Sheetz stated 
t:hat he had known this, it 

* * * would have opened my eyes a bit. I know credit life. I 
mean, to me they're not too much, these people go around 
and you buy:a car and they insure it. I don't think much of 
that (p. 784). 

h. The Dorfman P1'oblem.-From the record developed by the Sub
committee, it appears that the interest of Allen Dorfman's Amalga
mated Insurance Agency in continuing as t'he claims processing agent 
for the Teamsters Fund insurance program was a crucirul factor not 
only for in the final award of the business to Old Security, 'but in 
Hauser's fear that matters had gotten "off the track" in mid-April 
1976. 

33 Jack Sheetz, one of the trustees who voted for the awal'd to Old SecurIty, stated In an 
affidavIt that he saw data ~howing that Old Security had "quite a large amount of assets" 
(p. 784). ThIs may well have been the same data furnished to Shannon. 

"' Old Security'S only experience in sell!ng group Ufe, accident and disability Insurance 
contracts to )!',bor union employee trusts was in Indiana and Massachusetts and under 
th,e fronting arrangements. Old Security merely collected a percentage olr the ~op of 
the premiums and performed no substantial servIce functions. 
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As noted earlier in this report, when the trustees decided at their 
October 13, 1977 meeting to terminate Republic National as the in
surance carrier, they provided that Doriman's Amalgamated In
surance Ag~ncy, which had been Republic's claims processing agent, 
would contmue to provide such serVICes (exhibit 21tl, pp. 694-61:15).35 
At their next meeting in December 1977, which was attended by Dorf
man and Amalgamated's president, Mike Breen, the trustees agreed 
to an Amalgamated request for a fiat monthly fee of $455,000 per 
month for this service, increasing to $480,000 per month over a 3 year 
period (exhibit 219, pp. 695-697). 

Shortly thereafter, Heeren and the Fund's attorney attempted to 
negotiate a contract with Amalgamated embodying this agreement, at 
WhICh time they were advised by Breen that Amalgamated, in effect, 
already had a no-cut claims servicing contract with the Fund. Breen 
showed them a letter, signed by trustees William Presser and Jack 
Sheetz, which designated Amalgamated as the Fund's agent for pay
ment of all claims for the 6 year period from March 1, 1973, through 
February 28, 1979 (pp. 848-850; exhibit 253, p. 856). Because there 
was a question as to the legality and binding effect on this letter con
tract, the trustees, on January 31, 1976, entered into a compromise 
agreement with Amalgamated for 3 of the remaining 4 years on the 
letter contract (exhibit 2170, pp. 691-694). This new agreement speci
fied that Amalgamated would provide claims services "requested by" 
the Fund during the term of the agreement at the rates previously 
agreed to. 

However, the record before the Subcommittee shows that Shannon 
did not want Amalgamated to process the claims under the new life 
insurance program about to be put out for bids. Both Shannon and 
Teeuws testified to this effect (pp. 8M, 962). According to Shannon 
and Heeren, they had experienced difficulty in obtaining information 
from Amalgamated pertaining to claims (p. 865). Heeren stated that 
there was little cooperation between_ Fund personnel and Amalgamated 
on claims matters and that they were typically "at loggerheads on most 
things" (p. 865). Shannon evidenced concern over rumors that Dorf
man may have had an ownership interest in Republic National Life 
and over the refusal of that company to turn over a listing of its share
holders (pp. 864-865) . Both Shannon and Heeren were concerned that 
Amalgamated had been involved periodically in the solicitation of 
"add-on" insurance from Fund participants (pp. 868-869). Shu,nnon's 
testimony made clear his feeling that over a period of years Amal
gamated had had too much control over the claims program to the 
exclusion of the Fund's professional staff. He described the relation-
ship as an unhealthy one; said that the Fund had been "subservient" 
to Amalgamated for far too long (p. 867) ; and felt that the Fund 
should disengage itself from Amalgamated and make other provisions 
for claims servicing (pp. 867, 924). Shannon also acknowledged that 
Dorfman's conviction of an offense related to a Oentral States Pension 

•• In a complaint dated Sept. 29. 1977. seeking to enjoin the Department of Labor trom 
enforcing investigative Buhpoenas fo!: documents from Amalgamated and other firms with 
which be is affiliated, Dorfman acknowledged that be is an "employee" and "principal 
shareholder" of Amalgamated. Dorfman, et al. v. Lippe, et al., Civil Action No. 77-C-363ii. 
U.S. District Court for Northern District of Illinois (Appendix) I). 
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Fund transaction was also a factor in his thinking (pp. 847-848,850-
851, 86:}-869, 923-924, 96~963). 

Given this background, the specifications for the rebidding of the 
Fund's life insurance program required each prospective bidder to 
process the· claims and to include in its proposal the direet cost of 
processing claims under the insurance program. This feature of the 
specifications laid the groundwork for removal of the claims process
ing function from Amalgamated and Allen Dorfman to the new in
suraUCB carrier. Both Shannon and Heeren testified that they viewed 
the Fund's new agreement with Alnalgamated as permitting the award 
of a life insurance contract under which the claims would not have to 
be handled by Amalgamated (p. 852). This is supported by a reading 
of the contract which provides that Amalgamated shall provide serv
ices "requested by" the Fund (p. 691). 

John Boden testified that on April 25, 1976, he traveled from Los 
Angeles to Washington, D.C., to meet with Hauser. On Tuesday morn
ing, April 27, 1976, Hauser instructed Boden to meet with Klein
dienst at Kleindienst's office at 9 a.m. According to Boden, Hauser 
described Kleindienst as the former Attorney General of the United 
States and as a lawyer with close ties to Fitzsimmons. Hauser told 
Boden that Kleindienst wanted to discuss the details of the Old 
Securitl. proposal; that he would be very influential with Fitzsimmons 
on the insurance award; and that it was very important that he 
(Boden) perform well. Boden met wit.h Kleindienst as instructed 
(p.610). 

Kleindienst acknowledged that he had requested that Hauser send 
an officer of Old Security to discuss the company's bid and his repre
sentation of the company (pp. 1033, 1050, 1053, 106'7). At the begin
ning of the meeting, according to both Boden and Kleindienst, they 
discussed Old Security's bid at some length. Afterwards, according 
to Boden, Klejndienst asked if he would have any objection to using 
Dorfman's Amalgamated Insurance Agency to process the claims. 
Boden said that he did not then know who Allen Dorfman was, but 
that he told Kleindienst he did not think Old Security would have any 
objection if the service cost no more than $100,000. 

According tv Boden, Kleindienst then placed a telephone call to 
Dorfman in his presence. Boden testified that the call was not com
pleted at first, but was completed a short time Jater during their meet
ing. Following this call, which Boden testified was made in his 
presenoo, Kleindienst told Boden that Dorfman would process the 
claims for $96,000. Boden vlso testified that following the call, "Klein
dienst then turned to me and said he thought he could now tell me that 
Old Securiy would get this business." Also, according to Boden, 
Kleindienst told him that Dorfman would want an agency agreement 
witt). Old Security under which he \1ould sell add-on individual whole 
life insurance policies to eligiblE' Teamsters members on an individual 
basis. Boden said he told Kleindienst that any such agreement would 
have to be left up to Old Security and the Fund trustees. At the end of 
their conversation Kleindienst told Boden that a couple of mutual 
friends were waiting in another office. Kleindienst placed a phone call; 
and short.ly thereafter Hauser and Davidson joined them in Klein-

'j 
1 
I 
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dienst's office. According to Boden, Hauser, Davidson and he re
mained in Kleindienst's office for about another half an hour engaging 
in a general social conversation. He testified that no further business 
was discussed; that Hauser, Davidson and he left the office together; 
and that he told Hauser privately what had transpired (pp. 6l0-6:! 1, 
635-640). 

i. Kleindienst's Testimony.-Kleindienst was questioned closely 
concerning this April 27, 1976, meeting and Boden's testimony. 
He testified that he had no independent recollection of the matter. 
However, after reviewing his former law firm's records, he acknowl
edged that the meeting did take plaGe. According to Kleindienst, it 
resulted from a request he made to Webb, shortly after the Old 
Security matter was brought to his attention, that an officer of Old 
Security meet with his to discuss the company's bid. He said that this 
was the first time he had met Boden; that Boden introduced himself 
as the actuary who had prepared the Old Security bid; and that the 
meeting was devoted principally to an examination of the bid (p. 
1067). 

Kleindienst's testimony differed sharply from Boden's in a number 
of material respects: 

(1) While Boden testified that he found Kleindienst very familiar 
with the details of the bid, Kleindienst denied this saying that he had 
talked to no one else about the bid and that the only informakion he 
ever received ab,i1at it came from Boden (p. 610, 1068). 

(2) Contrary to Boden's tp.stimony, Kleindienst denied that he 
placed a telephone call to Allen Dorfman after first ascertaining that 
Old Security would be willing to use Dorfman's Amalgamated In
surance Agency to process the claims if it received the Teamsters con
tract. As noted below, the telephone logs show that on April 27, 1976, 
Kleindienst's secretary placed a call to Dorfman at an unspecified 
time, and that Dorfman called Kleindienst at 9 :51 a.m. (8 :51 a.m. 
Chicago time). Kleindienst's recollection was that Dorfman called 
him first (p.1041). 

(3) Contrary to Boden's testimony, Kleindjenst testified that there 
was no discussion of Dorfman or Amalgamated prior to Dorfman's 
incoming call at 9:51 a.m. (pp. 1069'-1070). He had no independent 
recollection of Boden's having been present during his phone conver
sation with Dorfman, but since the records show that Boden arrived 
in his office at 9 :05 a.m. he could 110t exclude the possibility (p.1068). 
Elsewhere in his testimony, KJ.eindienst acknowledged that he could 
have talked to Boden about using Amalgamated to process the claims 
ltfter his I} :51 a.m. conversation with Dorfman, but not before, as 
Bodentestified (p. 1069). Kleindienst's recollection of the Dorfman 
call was as follows: that Dorfman said he understood Kleindienst was 
representing Old Security; that his insurance agency (Amalgamated) 
had been processing claims for previous carriers under the Teamsters 
Fund's insurance policy; and that hl.s company was already set up to 
do thn work more efficiently and cheaper than anybody else including 
Old Security, which would have to establish a clalms processing opera
tion. Kleindienst said he told Dorfman that the matter was one to be 
settled between Dorfman and Old Security: and that he would recom-
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mend that someb'ody from Old Security contact him (p. 1042). Klein
dienst recalled that, when Hauser arrived after the discussion with 
Boden was finished, he asked him to call Dorfman (p. 1068) and that 
his secretary then placed a call to Dorfman (pp. 1043, 1069). This is at 
odds with Boden's testimony that f.1fter the meeting Hauser, Davidson 
and he left Kleindienst's office together; that he (Boden) then in
formed Hauser of Dorfman's interest; and that Hauser told him at 
the time that there was no way he would do business with Dorfman 
(p.61l). 

(4) Kleindienst flatly contradicted Boden's testimony that follow
ing his phone conversation with Dorfman, Kleindienst turned to him, 
"and said he thought he could now tell me that Old Security would 
get the business." He specifically disavoowed having made any such 
statement, and said he had no reason to know at that time that Old 
Security was going to be awarded the business (pp. 613., 1071). 

(5) Contrary to Boden's testimony that, during the meeting, Klein
dienst and he had discussed the cost of claims processing and an agree
ment concerning the sale of add-on insurance by Amalgamated, Klein
dienst testified that he had no recollection of ever talking to anyone 
involved about any specific sumfl of money (pp. 601,1058,1070-1071) 
or about add-on insurance sales (p. 1077). 

j. D(]IIJidson-Webb Te8timony.-The record before the Subcommittee 
shows that a few days before the Teamsters contract was awarded, 
Hauser told both Davidson and 1iVebb that Allen Dorfman had been 
trying to reach him by phone for 2 days and that he was not accepting 
the calls because he felt Dorfman was trying to inject himself into 
the Teamsters award and because he wanted nothinO' to do with Dorf
man (pp. 997, 1002). Davidson testified that he to~d Hauser he was 
right in not accepting the calls fLnd advised him to bring the situation 
to Kleindienst'S attention. Webb confirmed Davidson's testimony (pp. 
998,1002). Although they were not certain of the date, both Davidson 
and Webb described a meeting between themselves, Hauser and Klein
dienst in Kleindienst's office at which Kleindienst was informed of 
Dorfman's calls, and that Davidson felt Hauser was right in not 
accepting them. According to Davidson and Webb, Kleindienst reacted 
strongly to Davidson's advice. Davidson said Kleindienst was angry. 
Webb said Kleindienst told Davidson to keep out of his law business. 
According to Davidson and Webb, Kleindienst than had a call placed 
to Dodman and put Hauser on the line (pp. 998, 1002). Davidson 
testified that Kleindienst spoke first to Dorfman and said: "Allen, 
t,his is Dick Kleindienst. I have got Joe Hauser sitting here right in 
front of me and I understand you had been trying to reach him for 
the last 2 d~ys * * * I am putting him on the phone right now and he 
will be in to see you tomorrow" (p. 998). Both testified that when 
Hauser got on the phone he apologized for not accepting Dorfman's 
calls and promised ·to take a plane to Chicago to meet with him the 
next day (pp. 998, 1002). Both Davidson and Webb also testified that 
they were sure that Hauser did go to Chicago the next day, to keep his 
appointment with Dorfman (p. 1010). • 

Questioned about this meeting, Kleindienst could not recall 'ever 
being in a meeting with both Webb and Hauser prior to the award 
of the Teamsters contract. Howeyer: he did acknowledge that David-
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son and Hauser were together in his office on April 27 , 1976 (p. 1019). 
He testified that sometime after his conversation· with Dorfman that 
morning (the 9:51 a.m. incoming call) he did telephone Dorfman; 
that he told Dorfman that Hauser was in his offics; and that he 
(Kleindienst) wanted Dorfman to t3Jlk with Hauser because he had 
recommended that Hauser meet with him (p. 1071). Kleindienst de
nied that he had any argument over whether Hauser should see 
Dorfman, and denied that he had "told" him to do so. He said he 
"recommended" to Hauser that he talk to Dorfman; that he put in a 
call to Dorfman; that he put Hauser on the line; that the call was a 
brief one; and that from what he overheard of the conversation, 
Hauser was to meet with Dorfman in Chicago the next day (pp. 1079, 
1081). .. 

Asked why he recommended that Hauser see Dorfman, Kleindienst 
gave two reasons: (1) because Dorfman had told him his firm was 
already set up-to process the Fund's insurance claims and could do it 
more efficiently than Old Security, and (2) because it was his under
standing that Dorfman and Fitzsimmons were very friendly and he 
felt it could not hurt Old Security's efforts to get the business if Hauser 
paid Dorfman the courtesy of meeting with him in Chicago. He felt 
the friendship between Dorfman and Fitzsimmons would not hurt 
Old Security's chances (p. 1080). Asked whether Fitzsimmons had 
eyer mentioned anything to him about Allen Dorfman or Amalga
mated having to do the claims processing prior to April 30, 1976, 
!CHendienst testifiec1 that Fitzsimmons never told him the Dorfman 
firm. would have to process the claims. He also said, "I have no specific 
recollection of talking to Mr. Fitzsimmons about Mr. Dorfman's 
company. He could have. I don't recall it." He deferred to Fitzsim
mon's recollection on the matter (pp.l040, 1041). 

Fitzsimmons appeared before the Subcommittee on November 2, 
19,77. Apprised. of Kleindienst's testimony, he denied that he ever sug

. gested tc Kleindienst that he contact Dorfman or Amalgamated con~ 
cerning the Old Aecurity award. He testified that he was 3Jbsolutely 

- certain thu,t he had not (p. 1117). > 

k. Pre-a1.vard Meetings with Amalgamated.-Travel records ob
tained by the Subcommittee show that Hauser traveled to Chicago to 
see Dorfman on April 28, 1976 (exhibit 234, p. 681). According to 
Bod'3n, Hauser called him from Chicago that day and told him they 
were going to get the business, but that someone had to come to Chicago 
to talk to Sol Schwartz of Amalgamated about claims processing and 
arrangements for add-on business (p. 612). Travel records, an affidavit 
obtained from Schwartz, and a letter of May 17, 1976 from Roger 
Carney to Richard Heeren show that Carney and Brian Kavanagh 
then met with Schwartz and others at Amalgamated the next day, 
April 29, 1976 (p_ 612; exhibits 234A, 234B, 235; pp. 746-748). . 

The entries in the Kleindienst law firm's logs for April 27, 1976, are 
in accord with Boden's testimony regarding his visit to Kleindienst's 
office on that date. They show that Boden arrived at 9 :05 a.m.; that a 
call was placed to Dorfman by Kleindienst's secretary at an unspeci
fied time; that Dorfman called at 9 :51 a.m.; that Webb called at 
10 :30 a.m.; and that a Jack Mills called from the Amalgamated Insur
anCe Agency telephone number at 10:44 a.m. (exhibit 231, p. 741). 
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1. Old Security Bid Lowered.-Richard Halford of Old Security 
testified that: 

In late April,I received a phone call, probablyfrQID Roger 
Carney. He said that the Central States Fund had requested 
that Amalgama.ted Insurance Agency Services, Inc., be the 
sub-administrator on the Ce.ntral States Fund group business 
and he asked if we would agree to a reduction of the reten
tion from 3 percent to 2.6 percent, with the Central States 
Fund paying Amalgamated directly Ior its services. I told 
him that we would agree to this, as we felt that this was a 
fair price in view of the fact that Amalgamated would then 
be p~rforming the bulk of the administrative work (p. 559). 

Thereafter, on April 29, 1976-the day prior to the award-a wir.;; 
was sent to the Fund trustees, over the signature of Halford, stating 
that "if Old Security does not process nor bear the expense of proc
essing the claims, our previously quoted retention of 3 percent will 
be reduced to 2.6 percent" (exhibit 237', p. 748). Halford stated that he 
did not authorize nor sendthis wire, but he did not objeot to it since 
it accurately reflected his previous agreement with Carney (pp. 598-
599). 

Shannon indicated that his staff played no part in the reduction in 
retention (p. 919). Shalmon and Heeren also testified that they did 
not know of the pre-April 30 contacts between Amalgamated and Old 
S<>curity representatives until after April 30 and that they then ob
jected to them as violations of Fund policy (pp. 907'-912). 

The April 29 wire appears to have set the stage for the action taken 
by the trustees the following day. The record as a whole indicates very 
strongly that the arrangement worked out during Hauser's visit to 
Dorfman on April 28 was a condition precedent to Old Security receiv
ing the award. In addition to the facts and circumstances discussed 
above (see in particular pp.138-140 and 142-147'), C. Robert Barton, 
former president of Old Security, stated in a sworn affidavit to the Sub
committee that he hatl been told by Hauser associate Brian Kavanagh 
that one of the reasons Old Security was a warded the Central States 
business was the company's willingness to have Amalgamated service 
the Claim function (exhibit 238, p. 7'51). Also, as discussed below (see 
pp.149-152), the trustee's acceptance of Old Security's proposal to per
mit Amalgamated to process claims was consistent with the contempo
raneous action of the trustees to grant Amalgamated a long-term ex
tension on its Claims processing contract with the Fund. 

m. Testimwny of Allen Dorfrnan.-Al1en Dorfman appeared before 
the Subcommittee on November 1, 197'7', in response to a subpena. He 
was asked questions concerning his occupation, his Apri127, 1976 con
versation with Kleindienst, and whether it wns it condition or the con
tract award to Old Security that Amalgamated by permitted to proc
ess the claims and write add-on business. On the advice of counsel, 
Dorfman asserted his rights under the Fifth Amendment or the Con
stitution and refused to answer any or the Subcommittee's questions 
concerning his role in the Old Security award, including whether an 
agreement was reached on the occasion or his conversation with Klein
dienst whereby Amalgamated would process claims £01' $96,000; and 
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whether it was a cond,ition of the Teamsters Fund award that Old Se
curity allow Amalgamated to process claims and sell add-on insurance 
to Teamsters Fund participants. Dorfman also declined to respond to 
Senator Percy's inquiry as to how Dorfman justified the $22 million 
Amalgamated. had received since 1970 for processing Teamsters Fund 
insurance claims (pp. 1026-1028). 
6. The Award 

Old Security was awarded the $23,000,000 Health and Welfare Fund 
insurance contract by the FUIld's trustees on April 30, 1976. The por
tion of the minutes of the trustees meeting at which the award was 
made (exhibit 239, pp. 753-754) contains a brief description of an oral 
presentation by Len Teeuws of Tolley International which includes the 
following statement: 

Based upon an analysis of all insurance bids, it was the 
recommendation of Tolley International Corporation that 
Old Security Life Insurance Company be selooted by the Fund 
on a short term basis. After one year, the Fund can reevaluate 
its experience with Old Security Life Insurance Company and 
make a decision on how to proceed in the future (p. 754). 

This Tolley International recommendation was, in effect, the same 
alternative that Fitzsimmons had discussed with Shannon during 
their April 12 meeting in Miami (p. 109 above, p. 1138). However, 
Fitzsimmons testified that he had never discussed the matter with 
Teeuws (pp.1125, 1136-1139). 

The minutes of the April 30 meeting conclude: 
After a full discussion, a motion was made, seconded and 

unanimously carried to accept the proposal of Old Security 
Life Insurance Company to provide Life Insurance, Ac
cidental Death and Dismemberment and Total and Permanent 
Disability insurance coverage for the Fund for one year com
mencing May 1, 1976. The Trustees also approved the payment 
of claims by the Fund (as opposed to payment by the in
surance company itself) provided that Old Security Life In
SUrance Company would reduce its retention charges accord-
ingly (p. 754). . 

The Subcommittee staff interviewed all of the persons who were 
then trustees and voted for this motion, except William Presser who 
declined to be interviewed. All stated that they had not been contacted 
by anyone on behalf of Old Security, and that they relied entirely on 
the Tolley International's recommendations in voting for Old Se
curity. The three management trustees, John F. Spickerman, Jack A. 
Sheetz, and Thomas J. Duffey, signed sworn affidavits regarding the 
matter (exhibit 240A, B, C, pp. 754-794). 

Teeuws testified that he recommended Old Security because the 
Trustees had indicated that they wished to remain insured only on an 
interim basis, until they could become self-insured (pp. 944-945,973-
974,1184-1185). Fitzsimmons indicated that this was also his reason 
for favoring Old Security and that he too relied on the advice of Tolley 
Illterna;tiollal. He also testified that he did not promote Old Security 

.~to any of the other trustees (pp. 1101, 1103-1105). 
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There is no indication in the minutes of the April 30 trustees meet
ing or otherwise in .the record that there was any discussion concern
ingthe discrepancy between Tolley International's recommendation at 
the meeting and the April 5 and 23 agenda reporting a recommend a
tionof the Prudential bid by Tolley (p. 754), nor was there any in
dication that the trustees inquired as to whether all bidders were given 
an opportunity to reduce their retention if relieved of the claims pro
cessing function. There is no indication that any inquiry was made as 
to the nature of any negotiations upon which the reduction in Old 
Security's. retention was based, Also, the Fund Executive Director 
Shannon remained silent at the meeting and did not advance his own 
recommendation (previously con;:ununicated in two meeting agendas) 
or challenge Tolley's apparent change in position (p. 871). In response 
to a question by Senator Percy as to why he remained silent, Shannon 
gave this explanation: 

Possibly I should hlJ,ve said something, although I would 
have been out of order to say something. Here they had hired 
a consultant, they had paid him money, they asked for this 
analysis, they asked him to stand up at the meeting, make 
the analysi<;, One or two of the trustees said give us one name 
of the two names, Prudential or Old Security, and Old 
Security was given at that time. 

I think you have to take it in the context 01; at that time, 
not in hindsight, but on foresight, that here we went out 
with a good company to consult withina:n insurance market, 
to get off of Republic National; to make sure :we complete _ 
our self-funding program, to go forward in It very short 
period of time with Old Seeurity and possibly complete that 
funding program. 

* * * * * 
I talked to J oim Spickerman on the phone and told him 

my sp~cific recommendation for Prudential. I talked to Jack 
Sheetz on the phone and told him my specific recommenda
tion.86 How long do you beat a dead horse, ,Senator ~ 

You know, that horse will lie there until hell freezes over 
because it is dead. I am sure you are both management ex
perienced and with your legislative experience, you recog
nize when you beat and you continue going on, I felt at that 
point, it was most important that we did not continue with 
Republic National after April 30, and that we had all the 
representations, that we were going with a good company, 
Old Security, and we could take that representation on a 
I-year basis. 

I could come back and fight another time. So you fall back 
a little bit. You come back, at a future date, to fight, if you 
are right and I have been proven right on the basis of hind
sight (pp.891-892). 

Shannon also acknowledged that, on the basis of hindsight, he 
should have spoken up at the April 30 meeting (p. 892). 

"" Shannon was referring to pre-April 30 discussions with t'tl1stees Spickerman and 
Sheetz that wel'e in apparent reference to the April 5 agenda Shannon sent the trustees 
soliciting their approval of his Prudential recommendation. 

I 

I 

I 
I 
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Fitzsimmons called Kleindienst on April 30, 19'76, and advised 
him that the contract had been awarded to Old Security. However, he 
maintained that his knowledge of Kleindienst's interest in the matter 
played absolutely no part in the ultimate award of the insurance con
tract to Old Security (pp.1105-1109). 

On the other hand, Kleindienst testified that he had been very 
optimistic on the basis of his telephone conversations with Fitzsim
mons. He said that he thought his relationship with Fitzsimmons, 
hi& impression of Fitzsimmons' regard for him and his opinions and 
the credence that Fitzsimmons would give to his representations 
probably helped Old Security (pp. 1039-1055). 

a. Amalg{JJlnated Letter Oontract.-The record shows that on 
April 30, 1976, the same day the insurance contract was awarded to 
Old Security, a letter contract was drawn up designating Amalga
mated as the Fund's agency for paying all of its insurance claims for 
a period of 10 years running from Jelle 1, 1976 until May 31, 1986 
(exhibit 252; pp. 852-856). The letter contract was signed only by 
then trustees William Presser ,and J a:ck Sheetz 37 and stated that it was 
made pursuant to a resolution adopted by the trustees; however, there 
is no evidence of any prior resolution. In an affidavit, Sheetz stated 
that the first time he saw the letter contract was when Presser handed 
it to him on June 7,1976 and at which time he signed it (pp. 788-789). 
The minutes of a meeting of the trustees on June 8, 1976, stated that 
"the trustees attllntion was brought to the fact that consideration 
should be given to the extension of the Amalgamated Insurance 
Agency contract. As a result of such consideration, the trustees in
structed counsel to draft an amendment to the current Amalgamated 
Agreement (dated January 31, 1976) stipulating an extension of 
7 years (or 10 in total) with the price to be negotiated yearly during 
each of the 7 last years (exhibit 254, p. 857). This action was taken 
without consideration of alternatives such as the solicitation of com
petitive bids or the possibility of the Fund performing its own claims 
processing internally. In this regard, Shannon and Heeren testified 
that the Fund would be able to process claims by $2 to $3 million per 
year less than the $6 million charged by Amalgamated (p. 924). 
Shannon also said that the Fund would have undertaken the per
formance of that function by the termination of the Amalgamated 
contract in February 1979 (pp. 924-925) . 

After adverse pUblicity concerning the Fund trustees .Tune 8 action 
and after receiving an opinion from counsel that the April 30 contract 
was unenforceable because the price was not specified, the trustees 
voted on August 2, 1976 to rescind their June 8 ratification (exhibit 
254,pp.85'7,894-895). 

The record also shows that on September 7,1976, Shannon obtained 
a further legal opinion that the August 2 rescision was proper; the 
opinion stated that any implementation of the letter agreement would 
be a "prohibited transaction" under Section 406 (a) (1) (C) of ERISA 
and that the actions of Sheetz and Presser and the June 8 ratification 
of their actions by the full board of trustees constituted breaches of 
fiduciary duty under ERISA (exhibit 255; pp. 857-869). The opinion 
further noted that the rule of prudence under ERISA dictated 

37 Presser and Sheetz resigned as trustees In October 1978. 
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an extensive search be instituted of service organizations-and possibly 
competitive bids be obtained before such a contract is let by the Fund. 

The position taken by Shannon as Executive Director of the Fund 
was that the April 30 letter did not constitute a valid and enforceable 
contract. Amalgamated contends that it did (exhibits 256, 257, 258, 
259,260, pp. 860-862). 

In the. meantime Amalgamated has continued to operate as the 
Fund's claims processing agent under the January 31,1976 contract, 
and according to Shannon's testimony was continuing to solicit indi
vidual Teamsters for add-on insurance business as late as July 19, 
1977 (pp. 868-870, 926). 

On July 19, 1977, the Fund's new board of trustees appointed after 
a Federal joint task force investigation of the Teamsters Pension 
Fund forced the resignations of the former trustees,38 voted an addi
tional10 year extension of the Fund's agreement with Am&'lgamated, 
despite Shannon's recommendation to the contrary. The Fund's attol'
ney has taken the position that this was only an agreement in principle 
to extend Amalgrumated pending resolution of certain areas of con
t.roversy between Amalgamated and the Fund (pp. 838-843,847-848, 
866-870). As of the time of the Subcommittee's hearings in November 
1977, the Fund's position was that the only existing contract between 
the Fund and Amalgamated was the January 31, 1976 contract 
(p.841). 

Subsequent to the Subcommittee's public hearings, the controversy 
concerning the Fund's relationship with Amalgamated has continued. 
In August 1978, tIle Fund solicited bids from Amalgamated and six 
insurance companies 39 on a contract for the period March 1979 through 
February 1982 to process insurance claims. Amal~amated, Blue Cross
Blue Shield and Travelers submitted bids. The bid analysis performed 
by the Fund's executive director, John Dwyer/o showed Amalgamated 
to be the low bidder. Before the contract was execnted with Amalga
mated, the Department of Labor instituted a civil action on October 16, 
1978 against the current and former trustees and Dwyer 41 seeking, 
among other things, a court order enjoining the execution of the new 
contract with Amalgamated, appointing a temporary receiver for the 
Fund for thr: purpose of acquiring processinl$" claim services which are 
most advantageous to the Fund; and requirmg the defendants to re
imburse the plan for losses incurred by the plan .as a result of breaches 
of fiduciary duty arising from its retention of Amalgamated's services, 
Marshall v. Robbins, et al., Oivil Action No. 78-C-4075, U.S. District 
Court, Northern District of Illinois (Appendix I). The Department 
of Labor's claim is predicated upon alleged violations of the fiduciary 
provisions of ERISA by reason of the trustees failure to adopt and 
adhere to adequate competitive ~id I?rocedures. . 

On November 1, 1977, the DIstrIct Court demed the Department's 
motions for a preliminary injunction and temporary restraining order 
to prf"vent the execution of the contract pending outcome of the case. 
After the Oourt of Appeals denied the Department a stay pending 

"" See the Subcommittee's Hearings on the Teamsters Central states Pension Fund, 
July 18, 1977, pp. 10-14, 19-20. Frank. Fitzsimmons, John Spickerman, and William 
Presser resigned as trustees of the Teamster Health and Welfare Fund at the same 
time they resigned as trustees of the Pension Fund. 

""Prudential, MetropoUtan Life, Equitable, Blue Cross-Blue Shield, Travelers /lnd Aetna . 
• 0 Daniel Shannon resigned in April 1978. 
41 The Fund and Amalgamated have intervened as party defendants. 
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appeal, the Department moved for voluntary dismissal of its appeal 
of the District Oourt's denial of preliminary relief. The Court of Ap
peals granted the motion on December 14, 19'78. The agreement be
tween the Fund and Amalgamated was executed on January 31, 1979. 

On June 25, 1979, the District Oourt granted the defendant~' mo
tion for summary judgment as to the Department's claims for eqUltable 
relief. The Department is presently appealing that decision. 

b. Afte7'7'fW,th of the Insuranoe Award.-The contract between Old 
Security and the Oentral States Fund remained in effect for only 1;hroo 
months, from May through July 1976, at which time the fund can
celled the contract and transferred the business to Travelers Insurance 
Oompany. The Subcommittee's investigation shows that during the 
period the contract was in effect the Fund paid (mt a total of $7,028,000 
in premiums ae;ainst which only $344,009 i.n claims was paid to union 
members (exhlbit 1A and B, p. 13). The investigation also showed 
that most of the remaining money was diverted by Hauser and his as
sociates to other purposes (exhibit 243, p. 681). 
(1) Diversion of TearMters PremiUrM 

The misuse of Teamsters premiums began immediately after the 
Fund, on May 10, 1976, paid the deposit required by the Old Sec.ur:J.ty 
Oontract and the May 1976 premium. The amounts were $1.7 mllhon 
and $1.76 million respectively (exhibit 208, pp. 652-653). According 
to Jolm Boden 'and an affidavit of O. Robert Barton, the former presi
dent of Old Security, two checks for these amounts were given to 
Barton that day at a meeting in the Fund's offices attended by Barton, 
Shannon, Heeren, Boden and Kavanagh. Arrangements had been made 
for a representative of the Oontinental Illinois Bank of Ohicago to 
come to the meeting to pick up the checks and documents and signa
ture <lards needed to open an account at t·'-tat bank. The $1.7 million 
check was to be deposited immediately .'he larger check was to be 
held a few days to permit the Fund to liquify assets sufficient to cover 
the check. The account was to be opened in the joint names of Old 
Security and its reinsurance partner, Hauser's F,amily Provider Life 
Insurance Oompany. Boden was the only person in the Hauser group 
authorized to be a signatory on the account. 

The bank's representative was delayed in getting to the meeting, and 
because of other commitments, Barton, Boden, Shannon and Heeren 
departed before he arrived. Barton gave Kavanagh the $1.7 million 
check to deposit which he did, and the ,account was opened that day 
(pp.615-616,750-751). 

The next day, according to Boden, Kavanagh telephoned the Con
tinental Illinois Bank and wire transferred $1.5 million from the 
newly opened ·account. on which he was not a signatory, to an Old 
Security -Family Provider account at the First National Bank of Ari
zona in Phoenix. Boden then called the Arizona Bank and transferred 
the money to various other accounts controlled exclusively by the 
Hanser group (pp. 616-617,896). Among the accounts was one owned 
bv the Great Pacific Oorporation, a holding company created by 
Hauser. Family Provider was a subsidiary of Great Pacific. 
UJ) The Kleindienst Fee 

Of this $1.5 million $200,000 was used to cover a portion of a Great 
Pacific Corporation check for $250,000 which Boden, at Hauser's direc-

51-777 0 - 79 - 11 
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tion, wrote to Kleindienst's law firm on May 3,1976. Kleindienst shared 
half of this $250,000 fee with Webb and Davidson (exhibit 241; pp. 
676-671). According to Boden, when he asked Hauser what the 
$250,000 fee was for, Hauser told him that he was going to hire Klein
dienst as General Counsel for Great Pacific and that, while Kleindienst 
had be()n helpful in obtaining the Central States awa.rd, that was 
"small potatoes" compared to other business Kleindienst'could get for 
them (p. 613). On May 3, 1976, Kleindienst wrote a letter (exhibit 267, 
p. 999) to Webb forwarding him a check for $125,000 "constituting 
your one-half of the fee pdd by the Great Pacific Corporation in con
nection with professional serVIces which were jointly rendered prior 
to Friday, April 30, 1976." Thus, it is clear that the fee was for services 
rendered prior to the award of the Teamsters contract. 

Kleindienst acknowledged that Hauser retained him as General 
Council of Great Pacific on April 30, 1976, to represent Great Pacific 
in the acquisition of Great American Life Insurance Company of New 
Jersey and a related property known as Continental Homes and Coun .. 
try Club, in Arizona (p. 1080; exhibit 269, pp. 1094-1095). Boden 
testified, and the Subcommittee's investigation shows, that $1.1 million 
of the $1.5 million diverted from the Teamsters initial premium pay
ment was used to cover a check written as part of a $2 million down 
payment on this purchase (pp. 616-617; exhibit 242). However, Klein
dienst denied that he was aware of the source of these funds until 
some time close to the date of the hearing before the Arizona Depart
ment of Insurance, held on May 24, 1976. (See discussion below of 
the Arizona inqury.) 

As noted earlier, Boden testified thllit Hauser wanted to purchase 
control of a broadly licensed insurance company so as to be able to 
continue his operation in case Farmers National was forced out of 
business by the Florida authorities, and also to avoid having to con
Hnue to share the profits with Old Security under the reinsurance 
agreements. Great American, which was licensed in 48 States, would 
have met that need. According to Boden, in order to obtain the ap
proval of the purchase by the New Jersey Department of Insurance, 
they told the Department that Great Pacific had acquired $1.8 million 
of the down payment through a dividend from its Arizona based sub
sidiary, The Family Provider Life Insurance Company (p. 618). 

c. The Arizona Inauiry.-According to the testimony of Govel'11or 
Bruce Babbitt of ArIzona, after receiving this information from the 
Hauser group, the New Jersey Department of Insurance made an 
inquiry of the Arizona Insurance Department concerning the pur
ported dividend. 

Based on this information, the Arizona authorities reviewed Family 
Provider's latest annual statement and found that the company's assets 
totalled only $255,000. They immediately- notified Family Provider's 
local counsel and ordered a meeting for May 18, 1976 to explore the 
situation. Prior to the meeting, the Arizona Department contacted Old 
Security to inquire about its relationship with Family Provider and 
advised that $1.0 million of the Tearrnsters preminm deposit payment 
had been transferred without authority from Chicago to Phoenix 
(p.546). 

John Boden, who was then President of Family Provider! repre
sented the company IlIt the May 18 meeting. He told the Arizona 
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authorities that the $1.5 million was part of It $1.8 million dividend dis
tributed to Great Pacific by Family Provider and maintained that 
sufficient securities had been given to the Chicago bank to cover the $1.5 
million. He described the situation as "a misunderstanding" on Old 
Security's part and contended that Family Provider's surplus was ade
quate to support the $U; million dividend. The meeting ended with the 
Arizona authorities giving Boden 48 hours to rescind the dividend 
and return the money to Family Provider (p. 546-547). 

Boden testified tllat when .tlauser leal'l1ed of the Arizona demand 
he did not want to return the dividend, and asked Kleindienst, who 
was by then General Counsel of Great Pacific, to contact the Arizona 
authorities. According to Boden, lengthy discussions were held in 
Kleindienst's office between Kliendienst, 1:Iauser, himself and others 
of the Hauser group to devise a course of action. Boden testified that: 

We agreed to put the money back into Family Provider bank 
accounts but not in Arizona banks. We figured that if the 
money ever returned to Arizona, the State lllsurance depart
ment would seize it (pp. 618-619). 

Boden said that the plan was to have two banks in which the Hauser 
group held sufficient funds-the Provident Bank in Cincinnati, Ohio 
~$1.1 million) and the Diplomat National Bank in Washington, D.C. 
($700,000)-to send written confirmation to the Arizona Department 
stating that they held deposits in those amounts, totaling $1.8 million 
in Family Provider accounts. Boden testified as follows: 

"* * * This required the cooperation of the American Finan
cial Corp. and the Provident Bank in Cincinnati. Specifically, 
American Financial had to agree to transfer the earnest 
money on the Great American-Oontinental Homes purchase 
into It Family Provider account in the Provident Bank. Klein
dienst requested the Provident Bank to wire the Arizona in
surance director that Family Provider had a $1.1 million 
unencumbered deposit there. He also requested the Diplomat 
National Bank to send a similar telegram stating that Family 
Provider had $700,000 there (p. 619). 

A letter to the Arizona Insurance Department from the Diplomat 
Bank stated that $'lOO,OOO waS on deposit for Family Provider and 
unencumbered (pp. 1085-1086). A telegram from the Provident Bank 
confirmed that $1.1 million was on deposit in Family Provider's ac
count, but made no reference to whether or not the :funds were encum
bered (p. 1085). In fact, the $1.1 million at the Provident Bank was en
cumbered, since, as Boden indicated in his testimony, it constituted part 
of a down payment on the purchase of Great Pacific of certain prop
erties from Continental Homes, Inc. and the Great American Life 
Insurance Company (pp. 617-619, 1086).42 Continental Homes, Great 
American, and Provident Bank were subsidiaries of American Finan
cial Corporation. 

In his testimony, Kleindienst acknowledged making requests of both 
banks that they send communications to the Arizona Insurance De
partment confirming Family Provider deposits. However, he denied 

,. As indicated later, the purchase was not consumm,lted, 
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that he had any knowledge that the Provident Bank deposit was en
cumbered until he read Boden's October 28, 1977, testimony about the 
encumbrance (p. 1085). In this connection, Kleindienst was aslmd 
about a letter, dated May 20, 1976, to Continental Homes, Inc., an 
affiliate of American Financial Corporation~ from Great Pacific Cor
poration. The letter was signed by Brian Kavanagh. The letter 
referred to previous agreements, dated February 3, 1976 r,nd May 20, 
1973, providing for the purchase by Great Pacific of certain Con
tinental Homes properties.43 

Kleindienst acknowledged that the letter reflected that the $1.1 mil
lion was stilI encumbered, but testified that s'To the best of my recol
lection, that is the first time I have ever seen or heard of that letter" 
(p.1086). 

The communications sent by the banks did not satisfy the Arizona I 

authorities (p. 619). A hearing was ordered in Phoenix on May 24, 
1976 (p. 547). According to Boden, it was decided that Kleindienst 
would represent the Great Pacific at the hearing in the hope that his 
past associations in Arizona would prove helpful (p. 619). 

At the hearing in Phoenix, Boden, as president of Family Provider, 
admitted that the $1,800,000 dividend was attribut.able to union trust 
fund insurance business. He also entered into a commitment that the 
$1.8 million would not again be paid to Great P:tCific without obtain
ing the approval of the Arizona Insurance Director (pp. 547, 619). In 
addition, Kleindienst assured the Director that. no dividend would be 
paid out by Family Provider without the conRent of the Arizona au
thorities (pp. 547, 619). In papers filed in liti~ation by the Arizona 
Director of Insurance as receiver for Family Provider the Director 
of Insurance stated that at the May 24: 1976 hearing, Boden repre
sented in Kleindienst's presence that the Family Provider funds in 
the Provident Bank account were unencumbered. (Plaintiff's opposi
tion to Defendant Kleindienst's motion for Protective Order, Appen
dix F.) Based on these representations, the Arizona Department va
cated its proceeding, and any imposition of penalties that might have 
resulted (p. 548 and Appendix F). 

The Arizona inquiry shows that while these activities were under
way in Phoenix, and despite Boden's commitment that the $1.8 mil
lion in Family Provider accounts would be preserved, Hauser wrote 
substantial checks against Family Provider funds on deposit at the 
Diplomat Bank. On May 18, the same day Boden met with the Arizonl:l. 
authoriti~, Hauser withdrew more than $20,000 for what appears to 
have been personal purposes. On May 26, 2 days following the Phoenix 
hearing, he transferred $160,000 of Family Provider's money to Great 
Pacific. And on June 3 he wrote two checks to Great Pacific for $100,-
000 and $250,000 respectively. Additional checks totalling $56,000 were 
written against the Family Provide.r account during the period 
June 2-10. 

On June 9, the $1.1 million held for Family Provider in the Provi
dent Bank in Cincinnati was transferred to the Family Provider ac-

.. The letter states in part: 
Pursuant to the agreements, Great Pacific has deposited with you $1.1 million to 

implement the purchase of the aforesaid properties. G;:eat PacifiC hereby directs and 
authorizes you to relllase and transfer suld $1.1 million deposit to the Family Pro
vider Life Insurance Co. of Phoenix, Ariz., into Us account at the Provident Bank 
Cincinnati, Ohio (p.1086). • • • 

---~-,~~~-,-----
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count at the Diplomat Bank. On June 11, Hauser wrote a check in 
that amount to Great Pacific. Thus, 18 days after the Arizona au
thorities had been assured that the Family Provider funds would be 
preserved, the money was gone. The Arizona authorities were given 
110 notiee of these payments of Family Provider funds to Great 
Pacific (pp. 527-529,548). 

d. PUToha8e of National American Life InsuT(]/}UJe Oompany.-The 
New Jersey J?epartment turned dow11 the Hauser group's application 
to purchase Great American Life Insurance Company on May 2£, 1976. 
Moreover, according to the affidavit of Richard Halford of Old Se
curity (exhibit 197, pp. 557-560), Old Security decided as a result of 
the $1.5 million unauthorized trallSfer of the Teamsters' money, the 
adverse publicity the Teamsters Fund was receiving, and a continuing 
dispute with Family Provider over control of the reserves, that they 
wanted to terminate its involvement with the Teamster Fund contract 
und the reinsurance agreement will Farmers National and Family 
Provider.44 

Boden testified that, when it became clear that the New Jersey au
thorities were not likely to approve Hauser's purchase of the Great 
American Life Insurance Oompany, they began to look elsewhere for 
an available carrier, and lisked Kleindienst's firm to research the insur
ance licensing and holding company laws, to identify States with the 
least rest.rictj.ons. According to Boden, Hauser and he wanted to avoid 
having to seek approval from another State agency (p. (29). Klein
dienst denies that he or his firm performed such research. He ackowl
edges, however, that a member of his firm did locate an insurance 
company that was available for purchase in Louisiana-the National 
American Life Insurance Company (NALICO), and that he was ad
vised by Louisiana counsel for NALIOO that the property could be 
purchased without the approval of State authorities. He conveyed this 
information to Hauser and, at Hauser's direction, entered into nego-
tiations for the purchase (pp. 1088-1089). . 

As in the case of the attempted acquisition of Great American, Bo
den says that a "clean" company was needed to carry out the NALICO 
purchase (p. 630). Accordingly, a new firm, the National Pacific Oor
poration was incorporated in the State of Delaware on June 8, 1976. 
The Kleindienst firm did the necessary legal work, drew the contracts 
needed for National Pacific's purchase of NALICO, and represented 
the Hauser group in the negotiations. The required down payment was 
$2 million in cash (p.1089). 

Settlement of the N.ALIOO purchase took place at a meeting in 
Baton Rouge, La., on June 14, 197'6. Boden testified and investigation 
shows, that in order to obtain the down payment, Hauser transferred 
$1.8 million from the Family Provider accounts in Cincinnati and 
Washington to a Great Pacific Corporation account at the Diplomat 
Bank (p. 633). On June 11, he wrote a check for $1.8 million on that 
account payable to National Pacific. This check was part of the down 
payment. The $200,000 balance was obtained by Hauser, in cash. Ac-

«The affidavit or Barton, the former President of Old Security, and the testimony of 
Boden show that Old Security had been aware of the $1.5 milUon diversion since the day 
It occurred. They had agreed to accept as a replacement the Golden Horn Mortgages, 
which had a face value of $2,200,000 but which were in fact, worthless (pp. 662; exhibit 
238, pp. 748-752). See pp. 75-77 of this report for discussion of Golden Ho:tn mortgages. 
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cording to Boden, Hauser appeared at settlement with this $200,000 
. in cash in a briefcase and showed it to those present, including 
Kleindienst. 

As noted above, the Subcommittee's inV'estigation showed that $1.8 
milJion of the down payment came out of the deposits at the Provident 
and Diplomat National Banks"which were not supposed to be moved 
without notifying the Arizona Insurance Department. Governor Bab
bitt testified that no such notification was ever received (exhibit 242; 
pp. 528-529). In this connection, Boden testified that: 

On Friday, .Tune 11, 1976, or Saturday, .Tune 12,1976, be
fore the settlement was to take place ill Baton Rouge, La., I 
called Kleindienst and told him that we could not transfer the 
$1.8 million out of the Family Provider bank account without 
causing a lot of problems in Arizona and elsewhere. 

Kleindienst told me in effect not to worry about it that we 
should transfer the money and fix it up later (p. 630). 

Kleindienst denied repeatR.dly that this conversation occurred and 
testified that he did not know where the money had come from. He 
also stated that he had asked Hauser and his associate, Melvin Wy
man, whether or not the $1.8 million had anything to do with the mon
eys covered by the Arizona Insurance Department directive, and that 
they assured him that it had not (pp. 1062-1064, 1090-1091, 11)94). 
However, Boden's diary, a copy of which was obtained by the Sub
committee, contains an entry for ,Tune 11, 1976 which reads: 

Kleindienst--money not out of PFL [Family Provider 
Life] but to National American. Told K (1) FPL can not 
transfer to GP [Great Pacific] (2) must be done through re
insurance. He said we should fix up later (exhibit 204; pp. 
630,1090). 

Kleindienst testified that he had never received such a call from 
Boden, and that he would have terminated his representation of the 
Hauser group if he had received any indication that the funds used 
for the NALICO settlement had been removed from Family Provider 
accounts contrary to his representation to the Arizona insurance au
thorities (p. 1063). It was Kleindienst'S position that he had no reason 
at that time to feel that Hauser and his people were not what they rep
.l.>':i3ented themselves to be, namely substantial businessmen who were 
able to support their transactions (pp. 1093-1094). 

The Subcommittee's investigation shows that following the con
summation of the NALICO purchase on .Tune 14, 1978, NALICO, in 
separate agreements with Farmers National, :Family Provider and 
Old Security assumed all of their positions in the existing reinsurance 
agreements, thereby consolidating all of the labor union insurance 
business of the Hauser group in the new company (exhibit 10B, C, 
D, E, F, p. 62). As a result, Old Security also turned over to N ALICO 
almost $2,500,000 representing the remainder of the reserves on the 
Teamsters business less expenses, the $1,500,000 which had been di
verted previously, and Old Security's 20 percent share of the profit, 
which came to $1,405,000. Old Security also passed on to NALICO 
the worthless Sage mortgagee which they had been holding in lieu 
of the $1,500,000 of diverted rJremium money (exhibit 243, p. 681). 
These transactions took place despite the fact that the Hauser group 

I. 
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had sought and was denied 1?ermission from the Central Sta;tes Fund 
to transfer the Teamsters ll1surance to N ALICO.45 The ll1surance 
contract and the Teamsters premiums were transferred anyway (pp. 
560,568,662,832-833,927,1092,1105,1115). 

On June 24, 1976, the Arizona Director uf Insurance filed a com
plai~t in the Maricopa County Superior Court against Kleindienst, 
FamIly Provider, Boden and Great Pacific. The preceding was insti
tuted after the Directol' of Insurance learned of the withdrawal of 
funds in violation of the commitment Kleindienst and Boden made 
at the May 24 hearing. Kleindienst objected to being named as a 
de:fendant and furnished an affidavit, that, prior to the filing of the 
DIrector's complaint, he had no know ledge that the rescinded dividend 
moneys that were placed in the Family Provider bank accounts had 
been removed (p.549). 

Governor Babbitt testified before the Subcommittee that, on the 
basis of the affidavit, Kleindienst was dismissed as a defendant. How
ever Governor Babbitt stated that "later investigation casts consider
able doubt upon the plausibility of that avowal" (p. 549). In this 
regard l Governor Babbitt stated: 

It appears that Kleindienst had several meetings with 
the Hauser group at the time of the formation of National 
Pacific and negotiated on their behalf in the NALICO trans
action [discussed below]. It is difficult to believe that the 
approximately $2 million used as a down payment could have 
been blithely viewed by a sophisticated attorney as coming 
from a source other than the Family Provider distribution 
(p.549). 

On December 20, 1976, Family Provider was placed into receiver
ship (p. 551). On December 19, 1977, J. N. Trimble, in his capacity 
as Director of Insurance of Arizona and receiver for Family Pro
vider instituted a civil aenon against Hauser, Kleindienst, Thomas 
Webb, Irving Davidson, lUeindIenst's former law partners Welch, 
Morgan, and McNelis. T'l'imble v. Kleindienst, et al., Civil Action 
No. 77-2152, U.S. District Court for the District of Columbia. Trimble 
sought recovery of the $250,000 fee paid hy Hauser to Kleindienst 
and his firm, and split with Webb and Davidson. The complaint 
alleged that services rendered by Kleindienst and his law firm and 
Webb and Davidson conferred no benefit upon Family Provider or 
Old Security, and that receipt of such fee constitutes, among other 
things, unjust enrichment. The complaint also included allegations 
that Kleindienst, Webb, and Davidson conspired with I-Iauser and 
others to defraud Family Provider of $1.5 million of the $1.7 million 
insurance premiums paid by the. Teamster Fund by misrepresenting 
or ratifying" misrepresentations to the Director of Insurance that the 
Family Provider funds in deposit were unencumbered ancl those funds 
would not be removed without notice to the Director. (Complaint in 
Trimble v. Kleindienst et al., Appendix F.) 

Pursuant to a settlement in January 1979, Welch, Morgan and 
McNelis returned $66,000 to Trimble. As part of another settlement, 
Kleindienst, Webb, and Davidson each agreed to return $50,000 . 

.. Shannon testified that In late June. KleindIenst called and asked If Old Security's 
huslness could be transferred to NALICO. Shannon objected ns did Fitzsimmons n tew 
days Inter In n conversation with KleIndIenst (pp. 927, 1105). 
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Upon receipt of the paym~nts the receivers agreed to dismiss the ac
tions against settling defendants with prejudice. Also, in June 1979, 
the court rendered a judgment against Hauser in the amount of $1.4 
million. (Settlement Agreements, Appendix F.) 

In the course of discovery in this case, an issue arose as to whether 
Kleindienst obtained knowledge of the encumbrance on Family 
Provider funds from James Evans (an attorney and agent of Ameri
can Financial Corp., parent of Provident Bank) prior to the afore
mentioned hearing before the Arizona Director of Insurance. In his 
deposition, Evans could not recall having told Kleindienst that those 
funds were encumbered. The notes of former Subcommittee investi
gator Donald Gray indicate that Evans t{)ld him in an interview th:at 
he (Evans) had informed Kleindienst of the encumbrance prior to 
the hearing by the Director of Insurance. (These notes were brought 
to the attention of the District Court after Trimble obtained access to 
them pursuant to a Rule XXX resolution-So Res. 138.) Before 
Evans could be deposed further and the issue resolved, the case was 
settled. 

The Arizona Director of Insurance also filed a civil action on 
April 20, 1979, against Evans, American Financial Corporation 
and Donald P. Klekamp, an attorney and agent for American Finan
cial. T7'irmble V. Evans, et al. C.A. No. 79-1190, U.S. District Court 
for the District of Columbia. The complaint sought compensatory 
damages to Family Provider resulting from the defendants' failure 
to disclose in its confirmation to the Arizona Director of Insurance 
that the $1.1 million in bhe Frumily Provider account with Provident 
Bank were encumbered (Appendix F). Pursuant to .a settlement in 
May 1979, the defendants paid $90,000 to the receiver of Family 
Provider in return for dismissal of the action with prejudice 
(Appendix F). 

The complaint in the Evans action alleged, among other things, that 
on or about May 20, 1976, a meeting was held'at Kleindienst's law 
office by Kleindienst, Hauser, Boden, Kavanagh, Melvin Wyman, 
James Evans and Donald Klekamp at which they discussed (a) the 
proposed acquisiti{)n by Hauser's Great Pacific of American Finan
cial's Great American Life Insurance Company, and certain American 
Financial's real estate; (b) the Director of Insurance's demand that 
the $1.8 million dividend be returned unencumbered to Family Pro
videI'; and (c) plans to have Great Pacific 'assign its interest in the 
proposed acquisition and the $1.1 million held in escrow at Provider 
Bank to Family Provider. 

The complaint also alleges that, on May 20, 1976, two letters effec
tuating the aforesaid plan were prepared, discussed, and executed at 
the above-describoomeeting; and that Evans drafted the letters which 
were ~yped by a secretary at Kleindienst's firm and were signed 
by BrIan Kavanagh. One of these letters was the letter, dated May 20, 
1976, of which Kleindienst had told the Subcommittee he had not 
previously seen or heard (p. 1086).46 Since the case was settled, the 
allegations in the complaint were not adjudicated. 

,. See discnsslon of this letter on pp. 151" 156 of this report. 

--------=-=-=========------~ 
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F. TllE UNRAVELING OF THE HAUSER OPERATION 

On July 4,1976, an article appeared in the Daily Oklahoman news
paper by an investigative reporter named Jack Taylor which dealt 
extensively with th~ Hauser operation, the diversion of the Teamsters 
premium money and the proceedings before the Arizona Department 
of Insurance (exhibit 264, pp. 929-933). According to the testimony 
of both Shannon and Fitzsimmons, the first lrnowledge they had of the 
reinsurance arrangement, Hauser's involvement and reputation, and 
the diversion of the Fund's premium money resulted from a call 
placed by Taylor to Fitzsimmons during the preparation of the article 
and from the article itself (pp. 927, 929, 1105). 

The Subcommittee's investigation showed that the Fund's consult
ant, Len Teeuws of Tolley International, who ha.d. long been aware 
of the relationship between the Hauser group and Old Security, re
ceived a memo from one of his field representatives on May 17, 1976 
advising him of Hauser's reputation, his previous financial and legal 
difficulties in California, and some of his current activities in Arizona 
(exhibit 265H, p. 981). However,· Teeuws testified before the Sub
committee that he cou~d not recall having seen or read the document 
at the time it was written. He also stated that, if he had, he might or 
might not have alerted the Central States Fund because Old Security 
was the responsible underwriting company (pp. 1185-1186). 

Following pUblication of the Taylor article and the Hauser group's 
successful conversion of almost all of the remaining Teamsters Fund 
premiums to its own use (exhibit 243, p. 681), the Hauser operation 
began to disintegrate. On August 2, 1976, the Teamsters Fund de
clared void the insurance contract with Old Security. In time, most of 
the union employee benefit plans that had done business with the 
Hauser group either cancelled or did not renew their coverage, or 
insisted that Old Security reassume the coverage and liabilities. By 
the end of 1976, all of the Hauser companies had been placed in some 
form of receivership. 

On August 4, 1976. the Fund filed a civil action seeking the re
covery of $'T million in losses resulting from the Hauser group's mis
conduct. Oentral States, Southeast and Southwest Areas Health and 
Welfare F'l1!I1.il v. Old Se(jUrity, et al., C.A. No. 76-0-2904, U.S. Dis
trict Court for the Northern District of Illinois. The complaint names 
as defendants, among others, Old Security, and its holding company, 
ISC Financial Corp., certain Old Security officials, Hauser, several 
of his associates and his insurance and other companies, Tolley Inter
national, Kleindienst, Webb and Davidson. The complaint alleges, 
among other things, that these defendants conspired to defraud the 
Fund and to breach their fiduciary duties to the Fund under ERISA. 
(Second Amended Complaint, Appendix D.) 

Essentially the same defendants in the trustees' action are also 
named as defendants in an action filed by two beneficiaries of the 
Teamsters Fund. The complaint by the beneficiaries also names as 
defendants the present and former trustees (including Fitzsimmons) 
of the Fund, plus Daniel Shannon, the former Executive Director of 
the Fund, whom the plaintiffs charge with breaches of fiduciary duty 
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under ERISA and malfeasance, negligence and possible complicity in 
fraudulent acts.46 

On June 12, 1979, the U.S. Court of Appeals for the Seventh Cir
cuit permitted Carpenter and Adcock to intervene in the Fund trust
ee's suit. These actions are still ill pre-trial stages. However, in 
August, 1979, the Fund trustees submitted for court approval a 
partial monetary settlement of the case. The settlement J?rovides for 
the payment to the Fund of $2.3 million from Old SecurIty's parent, 
$400,000 from the present and former trustees, and $200,000 from 
Hauser's National American Life Insurance Company. The plaintiff 
Fund beneficiaries are opposed to the settlement because it does not 
provide for enfoTceable protections on the future operation of the 
Fund (Appendix D). Subsequently, the plaintiff Fund beneficiaries 
and the trustees reached an agreement which was prelimjnarily ap
proved by the court in October 1979. The agreement included the $2.9 
million payment and protective procedures to be negotiated with any 
difference to be resolved by the court. 

On September 24, 1976, the Securities and Exchange Commission 
filed a civil action a~ainst Hauser, Herrera, Wyman, and a number of 
Hauser com~anies, mcluding National Pacific Corporation, National 
American LIfe Insurance Company (N ALICO) and Family Provider 
seeking injunctive and other relief. The complaint contams allega
tions that violations of the anti-fraud and reporting provisions were 
committed in connection with the misappropriation of the Teamsters 
Fund premiums from Family Provider and the subsequent takeover 
of NALICO and misappropriation of NALICO's assets. SEO v. Na
tionrit PaAJijW Oorp., et aI., C.A. No. 76-1784, U.S. District Court for 
the District of Columbia (Appendix H) . 

On December 2, 1976, the Court entered orders effecting settlement 
of the SEC case by consent, which included injunctions against future 
violations against the defendants 47 and appointment of a receiver for 
NALlCO. The court also ordered Hauser and National Pacific to re
turn to NALICO the $1.1 million remitted in NALICO's name to 
Zeevco, A.F., a Swiss company, in August 1976. The receiver succeeded 
in recovering $832,000 of the $1.1 million. In July 1977, on a motion of 
the SEC and the receiver, the Court ordered that Hauser be held in 
contempt of the restitution order and ordered Hauser to pay the re
ceiver $146,000. Hauser made payment of the $146,000 only after being 
jailed by the Court (p. 74). Also pursuant to the terms of the settle
ment, the receiver made an investigation of other misappropriations 'Of 
NALICO's assets and damages suffered as a result thereof. After con
sideration of the receiver's findings and a report of a Special Master, 
the Court on August 7, 1979, entered judgment in the amount of $3.9 
million against Hauser, his associates Herrera, Boden, and Melvin 

•• On June 8. 1979. two other Teamst~fs Fund beneficiaries filed a civil action against 
lamen Evans. Donald Klekamp. American Financial Corporation. Richard Kleindienst 
and Kleindienst's former law firm seeking- recovery of $7 millloll In losses caused by the 
rlp.fendants' failure to disclose to the Arizona Director of Insurance In May 1976 that 
Family Provider funds on deposit with the Provident Bank were encumbered. Thornton 
".nll Ooroth.er8 v. Evan8, et al., C.A. No. 7!l-C-21l31 U.S. District Cnurt for the Northern 
District of 1111nols. (Appendix D) The Complaint contains allegations similar to those 
In the actions fIoled by the Arizona Director of Insurance ar:ainst the same defendants . 

• 1 Also. Hanser was barred from holding any position with NALICO and from belnll 
nRsoclaterl with any other llUhllc ('onlpnny tor a 11~rlol1 uf 10 Year" without the consent 
of the SEC. 
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Wyman, and one of Hauser)s companies, Pacific Southwest Insurance 
Agency (Appendix H). 

As mentioned above, the Secretary of Labor has instituted one action 
concerningERISA violations involving Hauser's sale of insurance to 
one of the Florida Laborers funds and has investigated other cases that 
will or may result in civil actions. However, the Deparbmen't has ad
vised that it is not currently investigating Hauser's sale of insurance 
to the Teamsters' Fund because criminal actions have resulted in that 
matter. The Fund trustees and participants have filed lawsuits to 
recover losses, and the trustees involved in the Old Security award 
have resigned. The Department states that it is monitoring the crim
inal case and civil suits. 

As a result of the failures of the Hauser companies, responsibility 
for all of the unpaid claims and refunds of unearned premiums with 
labor union trust funds under the reinsurance agreements fell back 
on Old Security. As a result of this and a similar failure under a re
insurance agreement with another small Arizona insurance company, 
Old Security was forced into receivership, and its parent holding com
pany into reorganization proceedings. Old Security and Family Pro
vider are now involved in liquidation proceedings. NALICO has been 
reorganized, but still has some unresolved claims against it. Therefore, 
the Teamsters Funu and several other labor union trust funds, as well 
as many individual policy holders, who lost money as a result of their 
dealings with the Hauser affiJjated companies will have to await the 
outcome of a myriad of civ ~~ ~itigation in order to determine whether 
any of the money will be recovered, and if so, how much. 

G. PROBLEMS IN THE REGULATION OF INSURANCE 

The Subcommittee received testimony at its hearings from State 
officials concerning the problems they face in regulating the opera
tions of insurance companies and employee benefit plans which extend 
beyond the confines of a single State. The following excerpts from the 
statement of then Arizona Attorney General, now Governor, Bruce E. 
Babbitt, gives a good overview of these problems: 

We share your concern about the continuing abuses of pen
sion and benefit plans through fraudulent insurance s6hemes. 
Given the persistence of these abuses, the vast numbers of em
ployees and union members affected, and the interstate nature 
of the schemes, additional Federal legislation is certainly 
called for. I hope that our experiences in this area of regula
tion will be of some assistance in helping you formulate the 
best results. 

Our principal regnla.tory problems relate to the vast ex
pansion of the ,group insurance market, particularly through 
ust>. oft.hemultiple emploved trv.st (MET) form. The sprawl
ing interstate C'haracter of the business, usually encompassing 
,groups in several different States. has spawned a whole new 
set. of jurisdictional problems. Administrators are appointed 
and accounts are established in each of the locales where a 
group is domiciled. Fnnds are collected and transferred from 
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State to State with the rapidity of the wire transfer. Where a 
State insurance department used to maintain strict control 
over a domestic insurer's financial dealings, accounts and 
records, a'll readily locat3Jble within the State's borders, the 
activities of the interstate trusts almost defy manageability. 

In a sense, attempting to regulate interstate insurance op
erations is only one part of the State enforcement dilemma. 
The attraction of the huge labor trusts and METs for the 
skillful swindler of the 1970's is in the total premium dollar 
generated by the Group insurance business. The business that 
is written m&y not in fact be profitable after future claims 
are paid and the books are balanced. Unfortunately, that is 
no deterrent to the unscrupulous operator. The plain fact of 
the matter is that the initial premium dollars paid in are sub
stantial and can be easily diverted. 

* * * * * Because of the huge sums that are involved in this kind of 
insurance, the potentIal for corruption in the placement of the 
business is great. The Arizona investigation into the Family 
Provider affair led us into an examination of the placement 
of insurance coverage for members of labor locals grouped 
into two Arizona trusts. Interestingly, the handling of that 
insurance decision by the Arizona labor and management 
trustees raises the same kind of questions that surroillld and 
cloud the procurement of coverage by the Teamsters' Central 
States Welfare Fund. 

* * * * * * * * I think it important to note that the effectiveness of the 
States in policing the interstate.insurance operations, and the 
millions of dollars in premium income they generate, requires 
both the vigilance and res<[)ur.cefulness of State cfficials and a 
firm commItment of cooperation from Federal authorities. 
Undoubtedly, Family Provider will be remembered as the 
prototype of what appears to be developing art of reinsur
ance fraud. However, it also highlights the fine degree of 
cooperation between State and Federal authorities (specific
ally, the Arizona Attorney General's Offices, the Arizona De
partment of Insurance and the Securities & Exchange Com
mission) that is attainable under such circumstances. 

I also believe that new legislative approaches are in order. 
However, I don't view extensive Federal intrusion into the 
field of insurance regulation as the solution. Historically, the 
States have occupied a vital and important role in this area 
and have established a proven record with respect to protect
ing the interests of policyholders. The difficulties that have 
surfaced as of late relate to the jurisdictional barriers that 
preclude a State from obtaining remedial action when an in
surer subject to its regulations has substantial business con
nections in other States. State insurance laws have tradition- . 
ally provided remedies that are summary in nature. Although 
infrequently availed of, the right of an insurance commIS-
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sioner to procure speedy relief designed to locate and preserve 
assets, books and records is a crucial element in achieving 
regUlation in the public interest. Unfortunately, the result of 
present efforts to seek compliance with local enforcement or
ders in other jurisdictions is too often marked by delay and 
procedural entanglement. Notwithstanding the Full Faith 
and Credit Clause of the Constitution, there is no guarantee 
of swift-footed justice when a sister state's insurance direc
tives are at issue. 

I would urge the Subcommittee to consider les-islation that 
would assist the States in carrying out their Insurance en
forcement responsibilities. Certainly, there are areas affected 
with labor-management relations which are fit subjects for 
federal preemptive legislation. For example, requiring the 
disclosure by an insurer of any reinsurance agreements that 
would relate, in any way, to policies issued to a Taft-Hartley 
labor trust. Also, the disclosure of any so-called "finders fee" 
arrangements attributable to the procurement of labor trust 
business would serve as an important curb on potential 
trustee corruption. 

However, in order to bolster s,nd enhance the efficacy of 
State insurance regulation, I would also suggest that some 
kind of enabling legislation be considered which would per
mit the various States to enter into compacts, for the purpose 
of obtaining prompt enforcement of their orders relating to 
domestic insurers in sister jurisdictions. Such an interstate 
compact would effectively remove the jurisdictional barriers 
that subvert meaningful regulation of the insurance trusts. 
It would provide the States with the capability to translate 
their commitment to tough controls over the insurance in
dustry into reality. It would, importantly, forestall the im
petus for Federal regulation over one more aspect of State 
poli~e power activity. And, it would truly benefit the millions 
of Americans who purchase insurance, whether through the 
giant trusts or individually, to protect themselves and their 
families from the financial deprivation caused by the unex:" 
pected disability or death. 

Elsewhere in his testimony, Governor Babbitt noted that the Na
tional Association of Insurance Commissioners has a computerized 
system to pool data about insurance companies, but that there are "a 
number of problems with it, one of which is a lot of States are still not 
patt~cipating" (p. 523). Governor Babbitt also noted that there is 
a 'bIg vacuum" between Federal regulation and the "State model 
which breaks down because of the interstate nature of virtually all 
commerce today" (p. 524). He said that the Hauser case is a perfect 
illustration because: 

* * * There is no question they [the Hauser group] moved 
out of Florida when it got kind of hot, they came to Arizona 
because of a deliherate decision based on historic fact, that 
Arizona next to Florida was the easiest place to run a big 
swindle. 
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When things got hot in Arizona, they moved to Louisiana, 
kind of a rank ordering of which States had the worse regula
tory schemes. To the extent that the legislation could get us 
together in the harness, it would be very valuable (p. 524). 

. In his testimony, James Hanna, Director of the Florida Division of 
Insurance Company Regulation, pointed out that the ability of one 
State regulator to obtain iu.formation andassistanoo is dependent 
upon informal personal relationships. He stated that there is "nothing 
binding" or formal, even though the NAIC, to assure cooperation 
(pp.118-119). 

Hanna commented favorably-as did Governor Babbitt-on the 
cooperation his office received from the SEC during its investigation 
of Hauser's operations. However, Hanna was very critical of the De
partment of Labor, the FBI and the U.S. Attorney's office, and 
Department of Justice Strike Forces for their refusals to share infor
mation with his office (pp. 96-97, 117). 

The Subcommittee's investigation dealt primarily with the impact 
of Hauser's scheme on union employee benefit plans which purchased 
insurance. The damage has been referred to in terms of aggregate 
dollar losses incurred by the affected trust funds. However, these losses 
have a more personal meaning to the hundreds of thousands of fund 
beneficiaries. Each of them must share the burden of the losses either 
by way of reduced insurance benefits or increases in contributions to 
the funds. Another aspect of the personal adverse impact of Hauser's 
activities is the extremely poor service Teamsters Fund participants 
received in the 3 months Old Security was its insurance carrier. Ac
cording to affidavits received by the Subcommittee from a Teamsters 
official and widows of Teamsters members, claims payments were fre
quently delayed up to 4 months. Prior to Mav 1, 1976, similar claims 
were usually paid within 2· weeks. The delays in many cases caused ex
treme hardship. For example, a Teamsters official had to arrange for 
several widows to obtain food stamps or other public assistance. Also, a 
4: month delay resulted in another widow being threatened with legal 
nction over debts incurred during her husband's illness. The widow 
developed a nervous disorder for which she had to take tranquilizers 
(PP. 803-810) . 

In addition, severn.l thousand individiml policy holders in insurance 
companies which failed as a result of Hauser's scheme sustained sub
stantiallosses The policy holders of Farmers National were perhaps 
the hardest hit. Hanna testified that about 20,000 Farmers National 
Policy holders had their insurance cancelled and lost the cash sur
render values of their policies and, in the case of accident and health 
policies, unpaid claims. Holders of life or accident and health insur
ance who had become uninsurable lost their ability to 'Purchase new 
coverage (p. 76). Hanna estimated that about two~thirds of Farmers 
National policy holders were of such age or employment level that 
they would have great (Hfficulty obtaining insurance coverage except 
at very high prices (p. 120). 

In his statement to the Subcommittee, Bill Gunther, Insurance 
Commissioner of Florida, emphasized the need to reduce the likelihood 
of insurance company failures because of the "severe psychological' 
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and economic impact" they have upon "those who build their lives 
around the security they purchased through insurance" (p. 98). The 
personal human dimension of these consequences is best illustrated by 
t.he case of Mrs. Rose Mary Angrisini of Orlando, Florida, who fur
nished the Subcommittee an affidavit describing the impact of Farmers 
National on her life. After $5,600 in premium payments over 3 years 
were made on a life insurance policy with an $18,000 benefit covering 
her hnsband, the policy was cancelled on January 1, 1977, leaving the 
Angrisinis with only a claim of uncertain va,lue for the $5,600 in pre
mium payments. On February 10, 1977, Mrs. Angrisini's husband died. 
A 53-year-old widow, Mrs. Angrisini took a taxing $134 a week job as a 
cafeteria supervisor to help support herself (pp. 127-129) . 

The Members of the Committee on Governmental Affairs, except 
those who were members of the Senate Permanent Subcommittee on 
Investigations at the time of the hearings, did not sit in on the hear
ings on which the above report was prepared. Under these circum
stances, they have taken no pa,rt in the, preparation and submission 
of the report except to authorIze its filmg as a report made by the 
subcommittee. 



ADDITIONAL VIEWS OF SENATOR SASSER 

'While I approve the report of the Subcommittee and commend tho 
Subcommittee for its diligent work, I would like to note that the rec
ommendations contained in Section II of the report may have far
reaching implications for the entire insurance industry. Congress 
should not further regulate this area in an attempt to curb the abuses 
outlined in the report before carefully considering the industry-wide 
impact of any new legislation. . 

,J 1M SASSER. 
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SEPARATE VIEWS OF SENATOR JACOB K. JAVITS 

I commend the Permanent Subcommittee on Investigations (PSI) 
staff on the fine work that has been done in preparing this Report on 
the insurance activities of Joseph Hauser and his associates, Gen
erally, the Report is thorough and well-researched, and will stimulate 
discussion of further ways to ,protect participants and beneficiaries in 
employee benefit plans. 

As a co-author of the Employee Retirement Income Security Act of 
1974 (ERISA), I have a particularly strong interest in seeing that the 
laws affecting pension and welfare plans are improved and strength
ened, Early this year, Senator Williams and I introduced S. 209, the 
ERISA Improvements Act of 1979, which, among other things, would 
establish an ERISA antifraud rule to protect plan participants and 
beneficiaries against knowing misrepresentations regarding their plans. 
S. 209 was approved by the Senate Labor and Human Resources Com
mittee on May 16. Also, Senator Williams, Senator Long and I, at the 
Administration's request, have introduced S. 1076 which would rede
sign the plan termination insurance for multiemployer pension plans. 
Hearings on this bill were held by the Senate Labor Committee on 
June 26 and 27, and the measure is now being analyzed by the 
Committee. 

As the Congress continues its deliberations on pension and welfare 
plan legislation, it should study the recommendations made in the 
Hauser Report by the P.SI. I have signed the Report because I gen
erally agree with its thrust and because the Report is an effective ve
hicle for focusing public attention on continuing questionable and il
legal activities with respect to employee benefit plans. I am, however, 
reserving judgment at this time on (;3rtain parts of the Subcommittee's 
RepQrt, including by way of example the following recommendations: 

1. That the Secretary of Labor establish minimum standards that 
insurance companies would be required to meet before an employee 
benefit plan could deal with such companies; 

2. That the Department of Labor issue interpretive regulations 
which would specify that consultants selected by plans to evaluate in
surance matters are fiduciaries under ERISA whenever they render 
advice or related services that will be relied upon by the plan or other
wise be a significant factor in any decision or action by the plan; 

3. That certain changes be mfl,de in the way jointly administered
Taft Hartley plans are run; and 

4. That certain additional sanctions and remedies be provided with 
respect to union and plan officials who abuse their positions of trust. 

JACOB K. JAVITS. 
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V. APPENDICES 

.A:fl>ENDIX B-1 

U.S. SENATE, 
SENATE PERMANENT SUBCOMlIIITTEE ON INVESTIGATIONS 

OF THE COMMITI'EE ON GOVERNlIIENTAL AFFAIRS, 

Hon. F. RAY MARsHALL, 
Secretary 0/ LaoO'J', 
Wa.ghington, D.O. 

Wa.ghington, D.O., O.otooe'l' ~1, 19'77. 

DEAR MR. SECRETARY: As you may be aware, the Permanent Sub
committee on Investigations has bp.eu holding hearings in October 1977 
looking into possible abuse of lL~ .. ,')' trust funds through health and 
life insurance contracts. Specific attention is being given to the opera
tions of one Joseph Hauser, the Farmers National Life Insurance 
Company of Miami, Florida and ,related companies. 

Mr. Hauser's companies have had extensive contracts with trust 
funds of various locals of the International Laborers Union and with 
the Central States Fund of the Teamsters. 

On October 12, 1977, Bernard Rubin, President of the Southeast 
Florida Laborers District Council, was called before the Subcommit
tee to explain the diversion in 1976 of approximately $750,000 from 
a union pension fund to Joseph Hauser's operations. Mr. Rubin de
clined to testify, invoking his constitutional rights under the Fifth 
Amendment. 

Mr. Rubin had been indicted July 8, 1975 and convicted October 22, 
1975 in the U.S. District Court, Miami. for embezzling $4:00,000 of 
union trust funds. Nevertheless, he ,retained control over some 10 union 
funds and trust funds until his conviction was affirmed by the Fifth 
District Court of Appeals on September 22, 1977. 

On October 17,1977, Mr. Marty Steinberg, Special Attorney with 
the Organized Crime and Racketeering Section of the Department of 
Justice, Miami, Florida, appeared before the Subcommittee. A copy of 
his testimony is enclosed. 

Mr. Steinberg was in cha.r.ge of the investigation that led to Mr. 
Rubin's indictment and conviction. Mr. Steinberg testified that jm
mediately following the indictment of Bernard Rubin, the Justice De
partment moved to protect the funds remaining under control of Mr. 
Rubin by placing the unions involved under the trusteeship of the 
Department of Labor. According to his testimony, this procedure 
was approved by the local and the district office of the Department of 
Labor. However, when the matter reached Washington, D.C., Mr. 
Steinberg was informed by the Solicitor's office that the Labor De
par~ment would not .Il.ccept this tru~tees?ip anrd would 0rpo.se any 
motIon to put the unlons m trusteeshIp. Accordmg to MI'. Sternberg, 
the only explanation gi \'('11 WitS that this had n(\yer been done by the 
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Labor Department even though Mr. Steinberg pointed out that a 
precedent existed in a case involving the United Mine Workers. Mr. 
Steinberg also noted that at the time the Justice Department would 
have been agreeable to something less than a full trusteeship i that the 
objective was to obtain Labor Department cooperation in somehow 
monitoring disbur-sements to insure that Mr. Rubin did not continue 
to abuse his contr,')l over union funds. Evidently, this effort. was 
unsuccessful as well. 

Mr. Steinberg also testified that £ollowin~ Rubin's conviction in 
October 1975, the Department of Justice contmued its efforts to estab
lish some measure of protection for the funds to which Rubin had 
access during the nearly two-year period his case was on appeal. Ac
cording to Ur. Steinberg, the Justice Department was not able to 
obtain any assistance or cooperation from the Labor Department in 
these endeavors. 

I find the facts of the Rubin case and Mr. Steinberg's testimony 
very disturbing. The record before the Subce:mmittee indicates that 
the Government has evidence that from the time of his conviction 
until his conviction was affirmed in September, 1971 Rubin was in
volved in some $1.5 million of further unauthorized: transfers of 
union funds. As you know, the Congress has enacted legislation to 
protect union trust funds from the depredations of corrupt indi
viduals. If the facts outlined by Mr. Steinber~ are typical, then it 
seems clear that the existing laws are not working. 

The hearings before the Subcommittee are continuing, and I would 
like to invite you to prepare a statement concerning the Depart
ment's involvement in the Rubin case following the indictment and 
conviction and the present policy and practices of the Labor De- . 
partment designed to protect union funds and union trust funds 
when union officials who 'Control them have been indicted and con
victed. I would greatly appreciate the receipt of such a statement 
by November 1, 1977 so that it may be set out in the record of our 
hearings. 

Consideration can also be given to an appearance by you or by 
your representative before the Subcommittee at an appropriate time 
to afford. you an. oJ?portunity to outline the Departmental policy 
and practIces on this lllPortant matter. 

Sincerely, • 

Enclosure. 

APPENDIX B-2 

SA"M NUNN, 
Viae Ohairman. 

U.S. DEPARTMENT OF LABOR, 
OFFICE OF THE SEORETARY, 

Washington. 
HON. SAM NUNN, 
Vice Ohai7'7rUJ,n, Oommittee on Governmental Affair'B, Senate Per~ 

manent Suoa07nmittee on Investigations, Washington, D.O. 
DEAR SENATOR NUNN: This will respond to your letter of October 

21, 1977, concerning tho testimony before the Permanent Subcom-
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mittee on Investigations of Mr. Marty Steinberg, Special Attorney 
with the Organized Crime and Racketeering Section of the De
partment of Justice. 

Mr. Steinberg's testimony concerned the activities of Mr. Bernard 
Rubin, former President of the Southeast Florida Laborers' Dis
trict Council. Mr. Rubin was indicted and eventually convicted of 
embezzling union funds and employee benefit plan funds. Upon his 
conviction, the District Court ordered his ouster from office under 
the Anti-Racketeering Act. That order was stayed by the Court of 
Appeals pending Mr. Rubin's appeal from his conviction. The con
viction was 'affirmed last month and, shortly thereafter, another or
der was entered removing Mr. Rubin from his positions of trust. 

Mr. Steinberg complained generally of the Labor Department's 
alleged lack of cooperation with his efforts to protect the assets of 
the unions and the trust funds further misuses and specifically of 
our refusal to assume a tru~teeship or monitorship over the District 
Council and Local 666 of the Laborers' International Union of 
North America during the pendency of the criminal prosecution. 
He also expressed concern over our inaction during the pendency 
of the Court of Appeals stay of the order ousting Mr. Rubin from 
his offices. 

I do not believe there is any real basis for the charge of lack of 
cooperation by the Department of Labor in this matter. Mr. Rubin's 
indictment and conviction stemmed from the efforts of an Organ
ized Crime Strike·Force, which included Compliance Offices of the 
Department of Labor, Office of Labor-Management Standards En
forcement (LMSE). The evidence leading to Mr. Rubin's indictment 
and conviction was obtained in substantial part through the effor-ts 
of LMSE Compliance Officers, including an account employed in 
the National Office of LMSE, who was sent tc Miami at Mr. Stein
berg's request to assist in the investigation and to testify at the 
trial. 

Mr. Steinberg's concern over the Labor Department's refusal to 
assume a trusteeship or monitorship over the District Council and 
Local 666 of the Laborers' International Union during the pen
dency of the criminal prosecution of Mr. Rubin reflects a misunder
standing of the Department's role under the Labor-Management 
Reporting and Dise10sure Act of 1959 (LMRDA). 

The D~partment's enforcement authority under the LMRDA is 
confined to Titles II (Reporting and Disclosure) . III (Trusteeships). 
and IV (Elections). Title V, under which Mr. Rubin was convicted; 
establishes fiduciary responsibiliities for officers dealing with union 
assets, but is enforceable on~y by private litigation and by criminal 
prosecution. It confers no civil enforcement r. uthority on the Gov
ernment. ~he Labor Department can investigate violations of Title 
V, but prosecutions f0r violations of that Title can be instituted and 
maintained only by the Department of Justice. As noted above, Mr. 
Rubin's ouster from office was obtained under the Anti-Racketeer
ing Act, and not under the LMRDA. Section 504 of the L1\ffiDA 
does establish Mr. Rubin's inability to hold union office after his 
conviction, but only aftnr that conviction becomes final, i.e., after 
exhaustion of nIl appeals. Moreover, the ban on office-holding is 
enforceable only by criminal prosecution or upon the filing or a 
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Title IV post-election complaint by a union member who has first 
exhausted his internal union remedies. Accordingly, the LMRDA 
confers no authority upon the Department of Labor to remove a 
union official or to assume a trusteeship or monitorship over the 
assets ofa labor organization. The Mine Workers case referred to by 
Mr. Steinberg involved a limited monitorship imposed in civil liti
gation instituted by the Secretary of Labor under Title IV of the 
LMRDA. This case cannot furnish a precedent for the assumption of 
a monitorship by the Department in connection with a criminal 
prosecution totally outside the area of its enforcement authority. These 
legal obstacles were explained to Mr. Steinberg, as was the Depart
ment's lack of any appropriation, manpower or expertise to assume 
such a trusteeship role. 

Mr. Steinberg's statement that his proposal of a trusteeship or 
monitorship had the approval of local officials of the Department 
of Labor is incorrect. Mr. Steinberg never submitted a request to 
any responsible official of the Department. to assume the function 
he proposed. Such a requeai: at the local or regional level would have 
been referred immediately to the national office of LMSE, or to the 
Solicitor. As soon as the national office was alerted through. receipt 
of a copy of the motion filed by Mr. Steinberg, he was immediately 
notified of the Department's lack of either statutory authority or th.e 
resources to accept such an assignment. 

Mr. Steinberg indicated that the Department of Labor should have 
taken some action to preserve the assets of the ullions and the associ
ated trust funds during the Court of Appeals' stay of the order ousbing 
Mr. Rubin from his offices. As explained above, no authority existed 
for any action by th1s Department under the LMRDA. Nor did Mr. 
Steinberg, or any other Justice Department official request any assist
ance from the Department of La;bor from the time of Mr. Rubin's 
conviction until September 9, 1977, when Assistant Secretary Burk
hardt was asked to provide an auditor to look into certain funds. On 
the next working day, Monday, September 12, 1977, an auditor was 
sent from t.he LMSE national office to Mi!tmi, where he performed the 
requested audit and then testified at a bond revocation hearing on 
October 4, 1977 in Mr. Rubin's case. 

While the LMRDA provides no Government authority for the pro
tection of union funds, the Employee Retirement Income Security Act 
of 1974 (ERISA) provides equitable remedies for the correction of 
abuses in the management of employee benefit plans (not union 
funds). Such remedies are available for fiduciary misconduct occur
ring after January 1, 1975, the effecbive date of the Act's fiduciary 
provisions. While Mr. Steinber~ testified that such violations have 
occurred in Mr. Rubin's case, his testimony makes it clear that Mr. 
Rubin's conviction was based on events which occurred before January 
1, 1975, and thus afforded no basis for any enforcement action under 
ERISA. Neither Mr. SteJinberg nor any other Justice Department offi
cial advised any official of the Pension and Welfare Benefit Programs 
of any suspected continuing violations of Mr. Rubin's fiduciary respon
sibilities after his conviction until. October 3, 1977. Under the proce
dures then in enect, whrrch had be.,lh instituted. by the Strike Force, the 
Department did not typicQ,lly conduct civil investigations of activi
ties which were targeted by the Strike Force. There was a request in 
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November 1976 for additional manpower to be assigned to the Strike 
Force-directed criminal investigation. We were unable to comply with 
the request because of a shortage of personnel. 

On October 3, 1977, an attorney from the Criminal Division, Depart
ment of Justice telephoned the Associate Solicitor of the Plan Bene
fits Security Division to advise her that on the following day, at a bond 
revocation hearing, Mr. Steinberg would seek to have Mr. Rubin re
moved from all of his union and employee benefit plan positions. He 
requested the Department's assistance. An attorney was immediately 
sent from the Solicitor's Office in Washington and was present and 
available to assist Mr. Steinberg at the hearing on October 4. At that 
time, Mr. Steinberg was personally advised that the Department of 
L~bor stood readY' to take pr?mpt and appropr!.ate action ,as soon as 
eVIdence warrantm~ such. actIOn was made .avallable to .tlns Depart
ment. He was told that eVIdence demonstratmg the ongomg unlawful 
diversion of sums of money from an employee benefit plan, subse
quent to January 1, 1975, would warrant the pursuit of civil remedies 
including removal of plan fiduciaries, injunctive relief and money 
judgments to restore illegally diverted funds. 

To date, no evidentiary material of this character has been fur
nished to this Department. However, in view of the serious allegations 
made, we are at this time requesting the information lin the possession 
of Mr. Steinberg. 

In short, we believe that Mr. Steinberg's concern over the lack of 
cooperation from the Department of Labor stems from a lack of un
derstanding of the Department's authority and functions, and from a 
lack of communication with the Departinent's responsible officials. The 
Department has responded promptly and effectively to every request 
receiv:ed from Mr. Steinberg for assistance, to the extent that it could 
lawfully and properly do so. 

In short, we believe that Mr. Steinberg's concern over the lack of 
cooperation are extremely important. I am committed to improving our 
program and I will give special attention to better coordination be
tween the Labor Department and the Department of Justice. 

If you have any additional questions I would certainly be willing 
to discuss them and my staff is available to meet with you at your 
convenience. 

Sincerely, 
F. RAY MARSHALL, 

Searetary of Labo?'. 

ApPENDIX B-3 

V.S. SENATE, 
CmiMITTEE ON GOVERNl\IENTAL AFFAms, 

SENATE PERMANENT SUBCOl\Il\IITTEE ON INVESTIGATIONS, 
Washington, D.O., Deoember 14,1977. 

Hon. BENJAMIN R. CIVILETTI, 
A88i8tant Attorney Generril, Oriminal Dimision, 
Depa:rtment of JU8tioe, Washington, D.O. 

DEAR MR. CIVILETTI: As you know, on October 17, 1977, Marty Stein
berg, Esq., n. Special Attorney with the Depn.rtment's Organized 
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Crime and Racketeering Section in Miami, wstified before the Sub
committee concerning the Department's efforts to protect the funds of 
a number of south Florida labO,~ unions following the indictment and 
conviction of one Bernard Rubin for embezzling some $4:00,000 of 
union trust funds. The Subcommittee appreciated the Department's 
cooperation in making Mr. Steinberg available to testify. 

Following his appearance, Mr. Steinberg's testimony was referred 
to the Department of Labor for review and comment. Secretary Mar
shall's response is enclosed, and has been made part of the public hear-
ing record. . 

Since the Secretary takes issue with portions of Mr. Steinberg'S 
testimony, it will be helpful to the Subcommittee if you will review 
both the testimony and the Labor Department response and provide us 
the benefit of whatever observations the Department feels may be in 
order. 

Sincerely, 

Enclosure. 

APPENDIX B-4 

SAM NUNN, 
Viae Ohairman. 

FEBRUARY 6, 19'78. 
Hon. SAM NUNN, 
Vice Ohairma:n, 
Senate Permanent Suboommittee on /1vvestigations, 
Washington, D.O. 

DEAR SENATOR NUNN: This letter responds to your letter of Decem
ber 14:, 19'tr requesting the Department of Justice's observations con
cerning Secretary of Labor Marshall's response to the testimony of 
Mr. Martin Steinberg. Mr. Steinberg testified before your Subcommit
tee on October 17, 197'7 about the efforts of the Department of Justice 
to protect the funds of a number of Florida labor unions during the 
prosecution of Mr. Bernard Rubin for embezzling $400,000 from those 
funds. Our efforts to restrain Mr. Rubin so that he could not embezzle 
further funds proved unsuccessful, and, as we sought to demonstrate 
at Mr. Rubin's bond revocation hearing last fall, he apparently embez
zled more monies while he was being prosecuted and while his case was 
on appeal. Secretary Marshall's letter takes issue with some of Mr. 
Steinberg's testimony. The Department beliE;ves that the following 
informatIOn may be helpful to you in considering the issues in this 
matter: 

1. On page 2 of Secretary Marshall's letter the Department of Labor 
• sets forth certain reasons why it did not become involved with a tmst

eeship or monitorship of the nnions and trust funds under Mr. Rubin's 
control. The letter states that ~:he Department of Labor had no juris
diction to institute a trusteeship or monitorship over the unions. It 
points out that the Labor-Management Reporting and Disclosure Act 
of 1959, (LMDRA) confers no ·authority on the Department of Labor 
in such a case. 'Wbat the letter overlooks is that the Department of 
Justice had the authority to seek a trusteeship or monitorship as appro
priate equitable relief under 18 U.S.C. § 1963(b). The Department of 
Justice's only concern was that it be able to recommend to the court a 



176 

monitor with expertise in labor matters. Someone from the Department 
of Labor was the only realistic choice. The only "authority" that the 
Department of Labor would have needed was a court order which 
was \vhat the Department of Justice was seeking when the Department 
of Labor withdrew its support. The Mine Workers' case is a perfect 
example of such a monitorship imposed pursuant to a court order. The 
Department of Justice was merely seeking the same remedy, although 
it, rather than the Department of Labor instituted the proceedings 
and the proceedings were instituted under a different statute. 

Moreover, no one at the Department of I,Jabor offered any meaning
ful explanation to Mr. Steinberg of the legal obstacles, manpower 
obstacles, or appropriation or expertise obstacles. He was simply in
formed that the Department of Labor was withdrawing its support 
for the Government's motion to appoint a monitor. 

2. The Secretary's letter states that the Government's motion to 
appoint a monitor never had the approval of the Department of Labor, 
a position that rests upon the claim on page 3 that "Mr. Steinberg 
never submitted a request to any responsible officials". 

The facts are as follows: 
In June, 1975, about a month before the indictment of Mr. Rubin, 

Mr. Steinberg orally informed the Department of Labo.r case agent 
and the Department of Labor Strike Force coordinator that the De
partment of Justice intended to move to appoint a monitor. Through 
t.he agent and the coordinator, both Mr. Steinberg and Miami Strike 
Force Chief Atlee Wampler orally requested the Department of 
Labor to confirm whether or not they would accept such a role. They 
were informed that the request was proceeding through the channels 
of the area office, District office, and Washington office of the Depart
ment of Labor. They were informed subsequently that the Depart
ment of Labor would accep' the role of monitor and would approve 
of the proposed Government motion. Mr. Steinberg was told specifi
cally that a man named Warshaw in the Department of Labor in Wash
ington had approved the motion. The motion was filed approximately 
two days after Mr. Rubin's indictment in early July, 1975. The origimil 
motion called for a "trusteeship", but someone in the office of the 
Solicitor of Labor called and requested that Mr. Steinberg change the 
language to "monitorship" since "trusteeship" was a term of art in 
labor union affairs and had been used incorrectly here. The Govern
ment filed a supplemental motion changing the word "trusteeship" to 
"monitorship" . 

Shortly before the Judge was to rule on the motion, Mr. Steinberg 
received a phone call from a Ms. B. Block in the office of the Solicitor 
of Labor. She informed him that the Department of Labor would not 
accept a monitorship and would in fact join Mr. Rubin in opposing 
the motion. Mr. Steinberg attempted to obtain an explanation and 
pointed out the Mine Workers' precedent, but except :for statement 
regarding lack of manpower, he received no meaningful reply. He 
told Ms. Block that the Department of Labor had already agreed to 
~ccept ~he monitorship and that the Department of .r ustice had based 
Its motIon on that agreement. Ms. Block responded by saying the De
partment of Labor would not be responsible for the Department of 
.rustice's problems. Mr. Steinberg told her not only would it be em-
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barrassing to withdraw the Department of Labor as a monitor, but 
that in his opinion it would affect the court's decision in the ~atter. 
Ms. Block replied that there was nothing to talk about. Mr. Stemberg 
called her back a number of times and also talked to others in the 
Solicitor's office. He l'eceived no further explanation for the Depart
ment of Labor's change of heart. Shortly thereafter Mr. Steinberg 
hadto inform the court that the Department of Labor' had withdrawn 
its agreement to be made a monitor. The defendant relied heavily on 
this withdrawal of support not only at this stage, but as recently as 
the bond revocation hearings on October 4 and 5 of 1977. 

3. On page 3 the Secretary's letter states that (a) the Department 
of I.Jabor had no authority to move to protect the union and trust fund 
assets after Mr. Rubin~s conviction and (b) the Department of Jus
tice never requested any assistance from the Department of Labor. 

Mr. Steinberg'S rE',collection is that even after Mr. Rubin's convic
tion, the Department of Justice .renewed its previous motions to re
strain Mr. Rubin and to divest him of his union office. Without the 
assistance of the Department of Labot however, the Department of 
.T ustice was handicapped in its efforts to protect the union funds. Mr. 
Steinberg, Mr. Wampler, and other personnel of the Organized Crime 
and Racketeering Section in Washington did attempt, without suc
cess, to obtain this assistance. 

4. On page 4 the Secretary's letter states ,that the Department 0:1: 
Justice never advised the Department of Labor of any continuing 
offense by Mr. Rubin after January 1, 1975. This is inaccurate. The 
case agent who investigated the Rubin case was and always has been 
a Department of Labor Compliance Officer. He in turn reports to his 
superiors at the Department of I.Jabor. On many occasions after 
,January 1, 1975, personnel from the Miami Strike Force discussed with 
the Department of Labor personnel at the Area and District level 
continuing violations by Mr. Rubin and the need for manpower. On 
most of those· occasions, they were· informed that the local and area 
officials had informed their superiors in Washington of tht1ir conver
sations and requests. 

5. Also on page 4 the Secretary's letter states that the office of the 
Solicitor of I.Jabor first became a,vare of the Government's bond revo
cat.ion hearing on October 3, 1977. The Government filed its motion 
on September 12, 1977. Ar.ain it Department of Labor employee was 
t.he case agent who participated in the investigation that led to the 
filing of the motion. The matter had been discussed with the local 
Department of Labor officials. In fact, Mr. Steinberg specifically re
quested an expert to testify at the revocation hearing concerning the 
Employee Retirement Income Security Act of 1974' (ERISA), ,and 
two were provided several weeks before the hearing. On October 3, 
1977, one day prior to the bond revocation hearing someone in the 
office of the Solicitor of Labor called the Department of ,Justice and 
stated that the expert witnesses from the Department of Labor could 
not testify about ERISA. That development necessitated rep,eatcd 
calls by the Chief of the Organized Crime and Racketeering- Section 
to the Solicitor's Office. Mr. Steinberg along with Mr. Wamplel', 
phoned AssistantSecretary of Labor Burkhardt who happened to be 
i.n Miami on another matter. They requested someone to replace the 

51-777 0 - 79 - 12 
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Department of LabOr personnel they had depended upon to testify. 
After a series of phone calls (and, frankly, threats to subpoena a 
De~artment of Labor witness if they' would not produce one volun
tarIly) the Department of Labor agreed to send a lawyer to Mfami. 
Tliat lawyer was not sent down in response to any request for testi
mony by the Department of Justice, but was sent down by the Depart
ment of Labor when the Department of .Tustice insisted that i~ would 
subpoena 'an ERISA expert from the Department of Labor if one were 
not voluntarily provided. When the I1ttorney arrived in the hallway of 
the courthouse shortly before the hearings were to start, he inform~d 
Mr. Steinberg that the Department of Labor witness would oIlly 
answer certain questions and,that he was there to restrict the witness' 
testimony. Mr. Steinberg informed him that the Department of Labor 
witness would be called, that he would have to answer any question 
put to him by' Mr., Steinberg, the defen&e attorney, or the court, and' 
that the lawyer should not attempt to interfere with the witness in 
any manner. !twas in' this manp.er tha~ the nee<ied expert testimonx 
was obtained at the revocatiOJinearing. .,.,' . ' 

6. Also, on page 4, the Secretary's letter suggests th,at the Depart
ment of Labor has been standing ready to proceed civilly against Mr. 
Rubin and others for violations of ERISA. The evidence has been 
,available to 'the Department of Lahor for some time and Department 
of Labor personnel have always been aw:are of the abuses perpetrated 
by Mr. Rubin and others. '., . . 
. 7. Finally, let me add the observation that the local Department of 

Labor Compliance Officers working with the Miami Strike Force haye 
done a magnificent job. They have investigated complicated, important 
cases concerning many organizE;ld crime labor racketeerS and have per
formed in an outstanding manner. Over the lastfive years that limited 
force of two orthrea agents has made extraordinary accomplishments, 
in the Southern District of Florida. . . ' , ' 

;If there are any additional questions concerning th,ese matters, 'Ye 
Wll1 be happy to resRondto the:tp.. ,0 ' " 

Very truly yours, " 
, JOHN C. IUENEY, 

!)eputy Assistant A tt01'rU3y General, ' ' 
. Onminal Division. 

AFFENDIX E-1 

U.S. DEFARTMENT OF LABOR, 
OFFICE OF THE SECRETARY, 

Washington, D.O., June ~O;'19r9. 
H~Ti~ SAM NUNN; . • 
Ohai1'rnan, Senate Permanent S·uba0711ll71littee on l'lilvestigatio7UJ, 
Washington, D.O.·" . 
·DRARMR~ CMAnnrAN: This is ih resp9nse t() the telephonic'tequest 

by Ms,"Kitty Dias ofyanr staff on May is, 1979 for npgated. informa
tion concerning the Department of Labor's investigations~ .pur,suant to 
the Employee Retirement IncomeSecurity Act of 1974 (ERISA), of 
employee 'benefit plans whioh have purchased insurance from com~ 
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panies associated withrJoseph Hauser. To date, one lawsuit has boon 
filed by the Department of Labor; enforcement action has been f1iP
proved in three other cases; two Teports of completed investigations 
are presently in the Office of the Solicitor for evaluation; one case 
has been referred to the Pension Benefit Guaranty Corporation; 
three investigations are still in progress, and eight investigatIOns have 
been closed. 

In January 1978, the Department established a special task force in 
Miami, Florida to investigate several plans associat~d not only with 
Joseph Hauser, but also with Louis Ostrer, BernaI'd Rubin and Sey
mour Gopman. The first lawsuit naming Joseph Hauser, among others, 
as a defendant, M arsluiU v. Tricario, e.A. No. 79-914: Civ-JLK (S.D. 
Fla.), was filed on February 16, 1979, and involves the Laborers' Local 
767 Health and Welfare Fund. The work of bhe s~cial task force had 
resulted in one previous suit being filed in December 1978, Marshall 
v. Rubin, C.A. No. 78-5749 Civ-JAG (S.D. Fla.), in which both Ostrer 
and Rubin are defendants. The complaint in 'l'·ricario is based on al
legations that plan fiduciaries acted imprudently by expanding ex
cessive amounts of plan assets in funding death benefits through the 
purchase of individual whole life insurance policies for plan pa.rtici
pants from a Hauser-controlled company. Mr. Hauser is alleged to 
have induced this breach of fiduciary duty, in part, by providing one 
of the trustees with the use of an expensive boat in exchange for that 
trustee'~ continued support for the plan's insurance arrangements. The 
complaint prays for recovery of all amounts lost by the plan as a re
sult of the alleged fiduciary breaches from the plan's fiduciaries, and 
from Mr. Hauser who personally benefited by his participation in the 
asserted breadh. A copy of the Secretary's complaint is attached for 
your information. 

Investigation and analysis have also been completed with regard to 
the Laborers' Local 938 Health and Welfare Fund, the Laborers' 
Local 666 Health and Welfare Fund, and the Laborers' Health and 
Welfare Fund of Dade County, aU in the Southeast Florida area. ThE. 
Department has concluded that violations of ERISA have occurred 
with respect to each of the three plans. We are in the process of notify
ing the proposed defendants in these cases in order to provide them 
with the opportunity to enter into consent decrees to be filed with the 
complaints. The relief in. these cases willb6 designed to make the plans 
whole as well as to prevent fiduciary breaohes in the future. 

Two othe;r employee benefit plans affiliated wi6h Joseph Hauser, the 
Carpenters Local 103 (Broward County) Health and Welfare Fund, 
and the Plumbers and Pipefitters Local 719 Health and Welfare Fund, 
have also been investigated by the special task foree, and the results 
of these investigations are now being analyzed by the Office of the 
Solici.tor. A report of investigation of the final Hauser-related plan 
investigated by the task force, the Southeast Florida Laborer's Dis
trict Council Pension Fund, has been referred to the Pension Bene
fit Guaranty Corporation (PBGO), trustee of the plan. PBGC is 
currently reviewing the matter to determine what action, if any, is 
warranted. 

Three plans outside the Southeast Florida area are still under in
vestigation: the Atlanta Regional Laborers' Health and Welfare 
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Fund, the Laborers' Local 438 Health and Welfare Fund, and t~e 
Massachusetts Laborers' District Council Health and Welfare 1!~und. 
OUf investigation of the last of these three plans has been temporarily 
suspended at the request of the Department of Justice. . 

Eight additional Hauser-related employee benefit plans have. been 
investigated by the Department of LabOr. In each of these ei~ht cases; 
the investigation failed to uncover losses to the plan .resultmg from 
breachB!3 of the fiducia,ry provisions of ERISA. These cases have been 
closed, subject to reoJ>ening if new information becomes available: 

(1) Indiana State District OOllI).cil of Laborers and Hod Carriers 
Health and Welfare Fund; , 

(2) Arizona Laborers' Local 383 Health and Welfare Fund; 
. (3) Arizona Labore.rs, Teamsters an.d Cement Masons Local 395 
Health and ",Velfara Fund; 

(4) Hawaii Laborers' Health and Welfare Fund; 
(5) Rhode Island La.borers' Health and Welfare Funa; 
(6) Rihode Island·Laborers' Health and Welfare Heavy Construc

tion Fund; 
('n Amalgamated Food Handlers Local 328 Health and Welfare 

Fund; and 
(8) Amalgamated Food Workers Local 10 Health and Welfare 

Fund. 
I hope this information will be helpful to the subcommittee, and 

if any additional information is required, please do not hesitate to 
contact me. . 

Sinc~rely, 

Attaobment. 

Hon. SAM NUNN, 

.A.PPENDIX G 

RAY MARSHALL, 
Searetary of Labor. 

SEOURITIES AND EXOHANGE OOMMISSION, 
W (l8hington, D.O., September 19,1979. 

Ohai1'1rlOlfl" Permanent SUbcommittee on /'lII/)e8tigations, Oommittee on 
Govern/mental Affair8, U.s. Senate, WrpJhington, D.O. 

. DEAR SENATOR NUNN : This is in response to your letter inviting our 
observations or. recommendations regarding possible remedial legis
lation in order better to prot,ect union trust funds and others against 
abuses on the part· of insurance promoters, in connection with your 
Permanent Subcommittee's review of its public hearings into the 
awarding of insurance contlracts by certain health or welfare trust 
funds. 

You observed in particula,r that the hearings illustrated problems 
associated with the current regulation of insurance companies, nota
bly matters relating to the problems of one state's authority to regu
late transactions in another state alid also the ease of transfer of their 
ownership and control.· Through our own enforcement activities, we 
have learned that such problems can indeed exist. We believe that the. 
following description of our recent enforcement actions may be help
ful to you. The description is preceded by a discussion of the nature 

i 
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of our somewhat "limited jurisdiction in this area. I will then set forth 
some of my observations and recommendat.ions, which parallel thOse 
made in connection with the hearings in September 1977, before the 
Senate Oommittee on Banking, Housing and Urban Affairs on S. 1710, 
a bill which would, among other things, provide for optiona.! federal 
chartering of insurance companies.1 

THE COMMISSION's LIMITED JURISDICTION OVER INSURANOE COMPANms 

The Commission does not possess general regulatory authority over 
the business operations of insurance companies, nor does it regulate 
the relationship between policyholder and insurance companies. We 
do, however, exercise jurisdiction with respect to some aspects of the 
relationships between insurance companies and their public stock-. 
holders, and with respect to transactions in securities issued or owned \ 
by insurance companies. 

Pursuant to the Securities Act of 1933, an insurance company or 
insurance holding company which makes a public offering of secu~ 
rities must file a registration statement with the Commission. In addi
tion, while Section 3(a) (8) of the Securities Act exempts most insur
ance policies and annuity contracts from t.he registration provisions 
of that Act, variable annuities and variable life insurance contracts 
are subject to aU the requirements of the Securities Act. Unlike tra~ 
ditiona1 insurance products, the benefits lmder variable annuity and 
va.riable life contracts are dependent upon the investment results of 
specific portfolios· of securities and are not guaranteed by the insur
ance company. 

In conjunction with our consideration in the early 1970's of the 
status of variable life insurance under the federal securities laws, 
the Commission had occasion to consider the adequacy ('I State insur
ance regulation with resp(lct to the disclosure provided to purchasers 
of insurance contracts. The Commission determined that, where the 
contract provid.es for variable benefits to investors, the disclosures 
provided by the Securities Act were necessary, since State insurance 
regUlation is directed primarily at maintaining the solvency of in
surance companies rather than at providing the purchaser with full 
disclosure. Having made that decision, the Commission and its staff 
now review disclosure documents filed with respect ,to both variable 
annuity and vltriable life contracts and have developed a certain 
amount of experience with those contracts. 

Other disclosures required by the Federal securities laws are quite 
circumscribed in the case of insurance companies. Many insurance 
companies are exempt from the registration and a.nnual and periodic 
reporting requirements of the Securities Exchange Act of 1934 by sec .. 
tion 12(g) (2) (G). Aeompany qualifies for t1lis exemption if its domi
ciliary State regUlates proxies and insider trading in a manner com
parable to the regUlation contained in Sections 14 and 16 of the 
Exchange Act, and if it fileS annual "convention" (financial) state
ments on a form prescribed by the National Association of Insurance 
Commissioners ("NAIC"). The NAIC convention statement requires 

;t See Hearings before the Committee on Banking, Housing and Urban Atrairs, U.S. 
Senate, 95th Con., 1st Sess., on S. 1710, Sept. 1977. 
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neither an audit by independent accountants nor periodic reporting, 
as is mandatory for other corporate issuers. Holding companies with 
insurance subsidiaries are not eligible for this exemption, however, 
and are subject to the registration and reporting requirements of the 
.Securiti~s Exchange Act to the same extent as other publicly-held 
corporatlOns. 

There are other requirements of the Securities Exchange Act which 
do apply with full force to insurance companies. For example, Section 
13 ( d) provides that a person who acquires more than 5 percent owner
ship of an equity security of a publicly-held company, including an 
insurance company, must file a statement with the Oommission de
scribing the extent and nature of his ownership interest. In addition, 
the antifraud provision of the Securities Exchange Act, Section 10 (b) 
and Rule 10b-5 thereunder, as well as other antifraud provisions of 
the Federal securities laws, are of importance with respect to insur
ance companies, since the business of insurance involves day-to-day 
trading in securities. In addition, of CO~lrse, trading exists in securities 
issued by publicly-held insurance companies. 

Insurance companies, or more commonly their affiliates, are sub
ject to registration as broker-dealers under the Securities Exchange 
A.ct, when they act in that capacity. Most insurance company subsidi
aries registered as broker-dealers are primarily in the business of 8ell
ingvariable annuity and variable life contracts and mutual funds. 

The Investment Oompany Act of 1940, which regulates pooled 
investment m.edia, specifically excludes insurance companies from its 
coverage. Certain "separate accounts" of life insurance companies 
used to fund variable annuity and variable life contracts are, how
ever, registered under the Investment Oompany Act and are thus sub
ject to its comprehensi~'e regUlation. In addition, since the 1960's in
surance companies have increasingly sponsored their own mutual 
funds by acquisition or formation. By 1974, insurance companies
predommantly through subsidiaries-managed over 50 percent of all 
mutual fund assets. Insurance companies are not bound by federal 
statutes, such as the Glass-Steagall Act or the Bank Holding Com
pany Act, which would regulate these and other noninsurance 
activities. 

Finally, an_insurance company or, more frequently, its affiliate, is 
subject to registration under the Investment Advisers Act of 1940 
when it acts as ali investment adviser, except when its only clients are 
insurance companies. 

ENFORCEMENT AarIONS 

While, a~ the above discussion indicates, our jurisdiction over in
surance cOIIlpanier;.:is rather limited, we have recently brought several 
enforcement cases :relating. to insurance companies, which might be 
of interest to your Subcommittee, and we have several cases pending. 
These actions have included administrative proce~di:n.gs, actions for 
injunctive and ancillary Telief, and referrals and assistance rendered 
in criminal prosecutions conducted by the .Tustice Department. We set 
forth below a description of the six cases we have instituted in the past 
two years. Of the six cases, five were actions in the district courts and 
the remaining case was an administrative proceeding under the Securi-
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ties Exchange Act. Final relief was obtained in five of these cases as 
a result of consents submitted by the defendants and respondents. 

Two cases were interrelated and involved allegations of self-dealing. 
These are the American Commonwealth Financial Corporation case 
and the National Pacific Corporation case. The latter is, of course, well 
known to your Subcommittee since it was the subject of the hearings 
in the Fall of 1977. 

In May 1977, the Commission brought an action against American 
Commonwealth Financial Corp., n, Texas-based, publicly-held insur
ance holding company, and nine other defendants, in the U.S. District 
Couri for the Northern District of Texas.2 The Commission alleged 
that the defendants had engaged in a fraudulent course of conduct 
whereby they used the assets of American Commonwealth and other 
publicly-held companies for their personal gain. These activities are 
alleged to have begun in about February 1975 upon the assumption of 
control of American Commonwealth by a new management group. 

The allegations of self-dealing in the complaint related to, among 
other things, the use of the assets and credit of public companies for 
loans, and guarantees of loans, made directly and indirectly to certain 
of the defendants. In connection with personal bank loans, restrictions 
were imposed on American Commonwealth's ability to conduct certain 
businesses, issue stock, increase capital, or pay dividends. Also, per
.sonalloans were secured from the publicly-held controlled companies 
through the pledge of assets of doubtful value. Sales and exchanges 
of such assets and securities and notes of similarly questionable value 
were made. Finally, there were alleged to be a vu.riety of omitted, false, 
ann deceptive disclosures. 

In June 1976, American Commonwealth transferred control of one 
of its subsidiaries, National American Life Insurance Co., to National 
Pacific Corp., a private company owned principally by several west 
coast promoters, the principal one of which was Joseph Hauser.s Ac
cording to the Commission's complaint, filed in September 1976, the 
National Pacific group immediately set out to engage in a series of 
self-dealing transactions which resulted in the misappropriation of 
several million donal'S. The Hauser group operated by obt!dning lucra
tive union group insurance contracts from union health and welfare 
funds, using another unrelated insurance company as a "front" to 
obtain these' contracts. Once the insurance contracts were obtained by 
the Hauser group through reinsurance agreements with the other com
pany, the proceeds of the contracts were diverted to the personal use 
of the Hauser promoters. In addition, cash was obtained through the 
transferring of notes of highly questionable value to National Ameri
can in exchange for cash. One month before the Commission's com
plaint was filed, the control person of National American, without any 
board of directors' authorization, and 'Contrary to applicable State 
law, transferred $1.1 million in insurance premiums to a SwiS? bank 
account which had just been opened by a newly-formed Swiss com
pany. Following the filing of the Commission's comph1jnt, the Federal 

• Seol/ritie8 antZ 1!JllJollanne Oommi88i01~ v. american OommonlOcalth Finanolal OO7'flora· 
tion,C.A. No. 3-77-0648 (N.D. Tex.l. 

a Hauser and several associates were recently Indicted by an Arizona Feileral grand jury 
fpr their activities in this case. 
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court, upon the Commission's motion, appointed an equity receiver over 
National American and the court ordered, pursuant to a consent decree, 
that the $1.1 million be returned to National American. About $1 mil
lion has been returned, after Hauser was held in contempt of court 
and jailed for failure to return about $142,000. 

An interesting aspect of the National Pacific case is that, just prior 
to National Pacific's acquisition of National American, a Louisiana 
insurance company, the State of New Jersey -had turned down the 
Hauser group's application to acquire a New Jersey-based insurer, on 
grounds of unsuitrubility of the applicant. In Louisiana, however, 
State approval of such an applica.tion is not required, so National 
Pacific acquired a Louisiana corporation, using, as the source of funds 
for the acquisition, the proceeds of a dividend from an Arizona in
surance company. The State of Arizona had declared the dividend 
illegal, but N ationa.! Pacific failed to return it to the paying company. 

The following testimony before your SubcomlIlittee by John Boden, 
one of the Hauser associates, is instmctive of the way in which 
differences among state insurance regulatory standards make it pos
sible for unscrupulous promoters ,to carry out their activities: 

"During the last stages of our difficulties with New Jersey, we asked 
Kleindienst's law firm for advice as to States where the insurance 
licensing and holding company laws were the most lenient. In partic
ular, we were looking for States where there was no Insurance Hold
ing Company Act or where such an act was least restrictive. We 
wanted to avoid having to seek approval of another state insUl'ance 
depaltment for the purchase of an insurance company. 

"One of the States suggested was Louisiana. Kleindienst's firm also 
advised that a company in Louisiana, the National American Life 
Insurance Company, was available for purchase." 4 

Two other cases involved failures to prepare adequate financial 
statements, principally relating to loss reserves. The first culminated 
in administrative proceedings under Section 15(c) (4) of the Ex
change Act ago,inst Government Employees Insurance Co., commonly 
referred to as "GEICO." In these proceedings, the Commission found 
that GEICO, after April 1975, failed to make necessary disclosures 
of changes in its manner of computing loss reserves, causing liabilities 
to be understated. In addition, the Commission found that GEICO 
capitalized the carrying value of acquisition costs on its balance sheet, 
which raised questions. The changes discussed above had the effect 
of substantially decreasing the net loss which GEICO reported in 

various filings with the Commission and in reports made to its share-
holders and the press. . 

The changes made by GEICO in the manner of computing its loss 
reserves were inconsistent with that firm's prior practice and were 
not supported by available data or by the findings of GEICO's outside 
auditors and certain consultants. Also, GEICO's method of valuing 
acquisition CO&ts raised questions. GEICO historically deferred certain 
costs incurred in acquiring insurance businesses, thus avoiding the 
negative impact such costs would otherwise have lu!d on current earn-

'Hearings B~fore the Permanent Subcommittee on Investigations of the Committee on 
Governmental Affairs, United States Senate, 95th Congress, 1st session, Oct. 28, 1977. 
Itt page 629. . 

J 



! 
I . 
; 

; , . 
I . 
I . 

1.

1

1" 

! " 
i 

! 
J 

. it 

I 
r ' 

J 
I' 



I 

185 

ings. Recoverability of these costs through future underwriting profits 
is, however, a necessary prerequisite 'to deferral, and, of course, the 
asset must be reduced as portions are deemed non-recoverable. We 
found that GEICO failed toma.ke downward adjustments in the valu
ation of its acquisition costs. We also found in this case that an officer 
of GEIOO sold GEIOO securities while in possession of material 
non-pU!blic information concerning these matters.5 

Our fourth enforcement action against an insurance company, Se
CUritie8 and Exchange Oommi88ion v. Fisco, was an action for injunc
tive and ancillary relief which was filed and oonsented to in August 
19'77.6 While the Commission's complaint alleged other fraudulent 
conduct, the principal fraud alleged in Fuco was the understatement 
of reserves for losses. As a result of the understatement, over a three
year period, Fisco, a casualty insurance company) was able to report 
increasing earnings, when in fact, we alleged, it was incurring sub
stantial losses. According to the complaint numerous methods were' 
used by Fisco to understate its loss reserves, including : 

1. Direct orders from management to "freeze" reserve increases 
even where a Fisco claims adjuster had indicated that the previously 
set reserve was substantially understated.. 

2. The adoption of a computer program designed to "freeze" reserve 
increases. The program operated in such 'a waY' as to negate ,all at
tempts to increase reserves for particular classes of claims, 

3. The USe of so-called GI parties. These were reviews, by claims 
personnel, of all claims files. The sole purpose was to find reserves 
which oould be·reduced or deleted in their entirety. 

4. The so-called Black Friday incident. In February 19'72, a phys
ical inventory of the claims files in Fisco's Philadelphia office was 
taken, involving a comparison of a computer printout of existing files 
with the files themselves. Olaims files reflecting approximately $1,0'0'0,-
0'0'0' in reserves were not located and management ordered that the 
reserves for'those claims be deleted as of December 31, 19'72. A few 
weeks later it was found that the missing files were in. transit to Fisco's 
New Jersey office; notwithstanding discovery of the missing file~ 
Fisco failed to reverse the entry deleting the reserves for these claims. 

,After having reported doubled earnings for the years 1970' through 
June 1973, Fisco reported, in ('..&rly 1974,an operating loss of approxi
mately $39,0'0'0',0'0'0', which completely eliminated all prior reported 
earnings of the company. This revision principally resulted from its 
policy of understating loss reserves . 
. The fifth case involved Vanguard Security Funding Oorp" ("Van
guard"} a holding company, and also relates to misleading financial 
statements. 7 It is of particular note that the direct 6bject of the 'alleged 
fraud there was a State regulatory agency, rather than the tradinr: 
market in securities. The Commission alleged that in 1974, Vangnard s 
operating subsidiary, which is engaged in underwriting individual 

• In the Matter of Government Employees Insurance Company SecurIties Exchange 
Act Release No. 12930. 10 SEC Docket 790. Oct. 27, 1976. In addition, a private action, 
hrought by certain GEICO shareholders based on the information uncovered by the Com
miSSion, resuited In a settlement a1fording the shareholders substantial economIc benefits 
(Kuclwc~ v. GEIQOI C.A. D.C., No. 77-1583). 

o D.D.C. No. 77-1426. 
7 Securities and E:Dchange Gommisslon v. Vanguard Security Funding Gorp., D. Ala. 

No. 7'{-0455. Mar. 16, 1977. 
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and group lif~ 'and health insul'l,illre .and g;ou:p disaibNity insuran(',e 
risks entered mto sham transactIOns m which It acqmred real estate 
in ex'change for surplus notes. The ·alleged purpose of th~ tran~
tions was to increase Vanguard's statut-ory surplus, removID~ 'an Im
pairment of capital for State regulatory purposes. In a finanCIal state
ment filed by Vanguard with the Commission, Vanguard valued the 
newly-a.equired real estate at the stated value <?f the surp~us notes. 
The surplus not~s, a form of debt apparently umque to the IDSl1rance 
industry, pr.ovided for payment only if and when the statutory surplus 
of Vanguard exceeded a certain predetermined amo~t. We alleged 
that the value of real estate and debt were substantIally overstated 
and that the reported net 1008 and retained earnings deficit were sub
stantially understated in those financial statements. The Commission 
also alleged that Vanguard failed to disclose that it filed false and 
misleading statutory surplus reports with the Alabama State insur
ance dupartment, including false and misleading appraisals of certain 
of the real estate. 

As 'a result of our complaint, and based on its consent, Vanguard 
was permanently enjoined from violating the!lJltifraud and reporting 
provisions of the federal securities laws. Also, as a result of a suit filed 
by the Commissioner of Insurance of the State of Alabama, the oper
ating subsidiary of Vanguard was placed in receivership.s 

The last and most recent case involves Sierra Life Insurance Com
pany and illustrates, not only alleged violations of the federal securi
ties laws, but also the failure of Sierra to comply with state reporting 
requirements. Those reporting requirements are, of <course, the predi
cate for the Section 12(g) (2) (G) exemption from the reporting re
quirements of the Securities Exchange Act of 1934 for insurance 
companies.9 

, 

In that case, tl:..e Idaho Insurance Commissioner had ordered Sierra 
to divest itself of certain assets which did not conform to Idaho Insur
ance Code requirements. In conn~tion with the sale of these assets, 
the chairman of the board and president of Sierra, ,and other defend
ants, allegedly engineered a sale of the directors' Sierra, stoCk at a 
premium price of $115 per share. Concurrently, Sierra agreed to sell 
200,000 ~ original shares of its stock to the same buyers at $5.40 per 
share. The complaint, in ·addition to seeking an injUI).ction, seeks dis~ 
gorgement of ph'ofits from the officers and directors of Sierra who 
engaged in this transaction. . ' . 

The Commission's c()mplaint also alleged that Sierra's annual state~ 
ments and. supplemental documents for 1973 through 1976 filed with 
the state ins~rance authorities, as well 'as proxy materials and annual 
reports distributed to stookholders, contained false 'and misleading 
information concerning, among other things, officers' and directors' 
participat~on in mate~al t:r:ansactiqns in which Sierra was a party and 
the valuatIOn of certam SIerra assets. Also alleged in the complaint 
was that the Idaho insurance authorities were not fully informed as 
to material facts concerning Sierra. , 

8 State 01 Alabama v. Vang.uard Security Lile Insurance Oomllany, Circuit Court Mont-
gomery. Alabama, No. 39:j,31. Nov. 29. 1976. . . ' • 

• Securities and FJ:cchange Oommi8sion v. Sierra Life Insurance Oomllany D,C; Idaho 
CA 78-1016. Litigation Release No. 8260 Jan. 18, 1978, . ' . 

j 
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OBSERV A'HONS AND RECOMMENDATIONS 

The limited number of these cases makes it difficult to generalize 
about abuses since the cases themselves reveal a variety of misconduct. 
A few observations may, however, be made regar:ding these eases, 
which, with few excep~ions, have involved s~aller. m~uranee com~
nies. Insurance compames represent large pOOlS of liqUld 'assets, whlch 
lend themselves to a variety of intricate techniques designed to enrich 
contr~lling persons through l.ooting ~r use of assets to gain ?~ntrol 
of otliercompanies or otherwIse y,o mlslead regulatory 'authOrltl~ or 
defraud the public. The AmerIcan Oommonwealth and N atlOnal 
Pacific cases indicate the rather amazing speed at which'detennined 
persons appear to be able to utilize the assets of insurance companies 
for their personal gain. In addition, more than one of our enforcement 
cases has involved fmudulent usage of reinsurance agreements either 
to conceal underreserved deficiencies or to transfer overvalued assets 
from company to company. 

Other areas of abuse which have surfaced in our investigations are 
inadequate loan loss reserves and irregularities with respect to valua
tion of assets. These latter rubuses appear to grow out of the desire 
of insurance companies to inflate earnings and to proteot or increase 
surplus which determines the amount of insurance they can write. 

The above description of our enforcement activities with respect 
to insurance companies also indicates both the growing com!?lexity of 
possible misconduat in this area, and the difficulties faced by State 
regulators, with their limited jurisdiction and resources, in attempt
ing to deal with the varieties of problems presented by multistate 
insurance companies. Because of our limited involvement with the m
surancs industry, the Commission does not have sufficient experience 
to suggest any broad conclu'Si9ns based on experience or to suggest the 
desirability of broad remedial legislation. Even in the area of the Fed
eral securities laws, the Oommission does not have sufficient experience 
to suggest any broad changeJs to achieve better regulation of insurance 
Icompanies. Such definitive recommendations require both greater 
ex;perience and a specific study of the problems involved. Nevertheless, 
if your Swbcommittee should wish to consider cha.nges in the Federal 
securities laws to this end, the following alternatives might be 
appropriate. 

possmLE LEGISLATolVE IMPROVEMENTS 

A. A uditea finawialstatements 
Under Section 12 (g) of the Securities Exchange Act, all companies 

with a class of equity securities held by ,over 300 persons and with 
over $1 million in assets are required to register sMh securities with 
the Oommission, and are required under Section 13 of the Securities 
Exchange Act to file current, periodic and annual reports with the 
Oommission. Annual reponts are required to contain financial state
ments audited by independent public accountants, 'and are also required 
to disclose corporate transactions in which officers, directors, and 
other control persons have a material interest. Monthly and quarterly 
reports reql!ire disclO'sure of impor~ant corporrute transactions, quar
terly finanCIal statements, and other lffiportant matters. 
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As previously. noted, Sectio~ 12 (g) (2)( G) ?f th~ Securi~ies Ex
change Act provIdes an exemptl(~n f~om the regIst.rrutIOn reqUIrements 
of SectIOn 12(g) for any securIty Issued by an msurance company, 
provided (1 r such insurance company files annual "convention" :stat~
ments as prescribed.by NAIC; (~) such insurance company's donn
ciliary state regulates proxy solicitations in conformance with NAIC 
provisions; and (3) such insurance company's domiciliary Istate regu
latesmsider tradmg in the manner provided by Seotion 16 ot the ,Ex
change Act. The apparent rationale behind the creation of the exemp
tion was that the reports filed with state authorities, and the regUlation 
of proxies and insider t.rMling by the states, would. provide an ade
quate substitute'for the provisions pf :the Exqhange Act which would 
otherwise be applicable.. .. 

A revision which· would constitute a minimal intrusion by the 
Federal government in the insurance field might be simply to re9,uire 
that annual financial statements of insurance companies 'be audIted. 
This change would impO'se what is essentially a s011Ild and common 
business practice on those insurance companies which presen~ly are not 
subject to such requirements. .-

Your Subcommittee might also wish to consider providing a means 
for all state insurance regulatory authorities Ml!d the public to obtain 
access to such financial information, if it were required. For example, 
the establishment of a central repository for this information could 
promote more efficient application of the strute's laws as well as existing 
Federallaw. 
B. Requiring state authoritie8 to adopt duaZo8U"I'e and prorny solicitation 

'i'Iiles 8Ub8tantiaZZy eq.uivalent to those impo8ed by this Oowmi8sion 
The present covera,g~ of Insurance company aCJtivities by the SeCUl'l

ties Exchange Act is somewhat irregular. As mentioned above, Section 
12(g) (2) (G) of the Securities Exchange Act, in essence, exempts 
insurance companies from filing registratIOn statement'S, annual state
ments and pr?x;v solicitation mrutenals in the form typi.cally require.d 
by the CommISSIOn. Among thp, further consequences WhICh attend thIS 
exemption is the immunity of insurance companies froni the provisions 

. of Section 13 ( e) of the Securities Exchange Act. Section 13 ( e) give:s 
the Commission authority to adopt rules relating to the purchase of 
equity securities by or on behalf of the issuer of such securities or a 
control person of SUGh issuer as defined in thesection. 

At the 'same time, and somewhat paraidoxically, tender offers relat
in~ to t.he. securities of insurance companies are fully subject to Com
mIssion regulation under Section 14(d) of the Securities Exchange 
Act.lo The reporting requirements of Section 13 ( d), regarding 'bene
ficial ownership, are also applicable to insurance companies.u This 
puts the Commission iI;t the.difficult position of having responsibility 
for policing tender .offers, while related .disclosure problems may go 
undetected because of the statutory exemption from other reqdre-
ments of the securities laws. . . 

One i301ution would be to amend Sections 12(g) (2) (G) (i) and (ii) 
to provide for the filing of annual reports by insurance companies 

10 The reason for this anomaly is probably that insurance companies do not object to 
regulation of tender o1fers for their securities made by others. 

U Also, under Section 12 (g) (2) (G }(iUJ, insider trading of the securities of insurance 
companies is subject to the substantial equivalent of Commission regulation under Sec
tion 16 of the Securities Exchange Act. 

) 
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with their domiciliary state commissioners of insurance in a form 
which is the substantial equivalent of the annual reports required. by 
the Commission for reporting under Section 13 of the Securities Ex
change Act, and to provide for domiciliary istate regulation of proxies 
which would be ibhe substantial equivalent of the Commission's regula
tion of proxies.12 

O. RepeaZ of Seotion 11£ (g) (2) (0) 
A third possibility would be to repeal Section 12(g) (2) (G). This 

would impose a uniform system of financial reporting on all publicly
held insurance companies, and would enable the Commission to pro
vide a uniform enforcement policy for disdosure by such companies. 
Since insurance subs~diaries of pulbliclY-field companies are already 
subject, in effect, to Section 13 reportmg, the repeal of Section 12 
(g) (2) (G) would result in more comparable disclosure by insurance 
comparues. 

We would be pleased to give you any fuuther assistance that you 
desire. 

Sincerely yours, 
HAROLD M. WILLIAMS, 

o hai1'l1U1ln. 

APPENDIX J-l 

U.S. DEPARTMENT OF LABOR, 
OFFICE OF THE SEORETARY, 

Washington, D .0., July 1£4, 1978. 
Hon. ABRAHAM A. RmrcoFF, 
Ohairman, Oommittee on Governmental Affairs, U.S. Senate, 
Washington, D.O. 

DEAR MR. CHAIRMAN: In compliance with Section 236 of the Legis
lative Reorganization Act of 1970, I am enclosing herewith the De
partment of Labor's response to the final General Accounting Office 
report, entitled "Laws Protecting Union Members and Their Pension 
and Welfare Benefits Should be Better Enforced" (HRD 78-154:, 
September 28,1978). 

Sincerely, 

Enclosure. 

Ron. ELMER B. STAATS, 
o omptroller General, 

RAy MAP.sHALL, 
Seoretary of Labor. 

U.S. DEPARTMENT OF LABOR, 
OFFICE OF "'HE SEORETARY, 
Washington, D.O., May 14,1979. 

441 0 Street, NW., Washington, D.O. 
DEAR MR. STAATS: I have given careful attention to your report 

dated September 28, 1978, "Laws Protecting Union Members and 
Their Pension and Welfare Benefits Should be Better Enforced", 

l!I Cf. Section 12(i) of the Securities Exchange Act of 1934. which authoriz('s the Fed
eral ballk regulatory agenl\ies to administer certain provisions of that Act with respect to 
banks. and requires that those agencies adopt rules and regulations substantially simUar 
to rules ,and reguilltions Ildopted by the Commission. 
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which came to our attention in the Congressional Record of Octoh9r 
14, 1978. I understand that this report was prepared by the Human 
Resources Division of the General Accounting Office at the request 
of the Permanent Subcommittee on Investigations, Committee on Gov
ernmentalAffairs, United States Senate. I have also reviewed other 
documents appearing with the report in the Congressional Record of 
October 14, 1978, including Senator Nunn's letter of November 29, 
1977, which initiated the subject study. I am not, however, familiar 
with the other agreements referred to in your letter to Senator N unn. 
You indicate in your letter to Senator N unn that, at the request of his 
office, you did not follow your normal practice of obtaining agency 
comments on the p:roposed report. Accordingly, I take this occasion to 
provide certain supplementary information which I believe is pertinent 
to the matters you examined. 

In undertaking to discharge my duties as Secretary of Labor ef
fectively I am committed to aggressive programs to enforce the pro
visions of both the Labor-Management Reporting and Disclosure Act 
(LMRDA) and the Employee Retirement Income Security Act 
(ERISA) for which I have responsibility. I do not take these re
sponsibilities or tht\ GAO recommendations lightly. I am pleased 
with the numerous positive aspects of our enforcement programs 
cited in the report an.d I will give appropriate consideration to each 
of its recommendations. 

It is importrunt to the Department and to the persons whose rights 
we are charged to protect, that the full range of our responsibilities 
and our program acti.vities be considered before making judgments 
on the adequacy of our efforts. In this connection; it is our considered 
belief that your report suggests at least in part a fundamental mis
conception with respect to the discussion pertaining to ERISA 
criminal responsibilities of this Department. Your report appears to 
assume on balance that ERISA, like LMRDA, places on the Depart
ment extensive new criminal responsibilities. However, as I indicated 
in my appearance before the Permanent Investigations Subcommit
tee on April 25, 1978 (transcript, pp. 230 ff.), from this Department's 
perspectitve ERISA is primarily and essentially a civil statute, al
t.hough we do have certain criminall responsibilities, It was, I feel, un
fortunate for the report to proceed on such a misconception. 

The Subcommittp.e has, of course, indicated special concern with the 
criminal aspects of these laws, and with investIgations of possible 
violations of other crimilllallaws related to labor organizations and 
pmployee benefit plans. These matters are of great concern to me as 
well. The Subcommittee's particular concern is reflected in its request 
of GAO, which larg~ly directed your review to the criminal aspects 
of our law enforcement activities. As a consequence, we believe that 
the findings and recommendations of the report do not fully reflect 
the true scope of our responsibilities and our program activities; 

Of course we are aware that the Teport does not conclude that the 
Department is devoting too large a proportion of itR resources to oivil 
enforcement of the laws; nor does it recommend i;hat civil enforce
ment resources be transferred to criminal enforcement activities. It 
recommends that more staff be sought to perform field audits and that 
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both our civil and criminal enforcement activiti&:> shou1ld be "more 
vigorous". As I testified on April 25, 1978, I have serious doubts about 
the efficacy of simply throwing additional staff at t~ese problems. 
Rather, I believe that the Department of Labor's actlOns.should ~e 
focused on root causes and on denying those who would mISUse th~Ir 
positions of trust in a union or employee b~nefit :pll!'n the oppo~m;uty 
to do so, by the judicious use of approprla~e CIVIl and/or crIID!nal 
remedies. When the current backlog of unlOn member ~ompla!lllts 
under the LMRDA is sufficiently reduced, we could then dIvert some 
of our resources to the field 'audits recommended by your report. 

In the Subcommittee's letter requesting the study, you were specif
ically asked "to determine whether the responsibilities of the Labor 
Department for the d~u;ction and invest;ig:;ttio~ of criminal viola
tions of statutes pertammg to labor orgamzatlOns (LMRDA) are 
clearly defined, and to determine whether the Department's prese~t 
organizational structure, procedures, and manning are such that It 
is able to fully discharge these responsibilities." 

The Department agrees with the report's conclusion on the first of 
these questions that " ... both LMRDA and ERISA and the ag;.'ee
ments entered into under the Acts clearly delineate the respective 
areas of irnvestigative responsibility and jurisdiction for Labor and 
.Tustice." We are pleased to note in the rep01't that " ... of'iicials in the 
local U.S. Attorney's offices in Philadelphia and San Francisco were 
generally satisfied with the coordination under the laws arid agree
ments and with the quality of Labor's investigations referred to them." 

THE LABOR DEPARTMENT'S GRIMINJ..L RF,spONSmILITIES 

Your report (page 8) clearly states the Department's responsibil
ities regarding the criminal provisions of the LMRDA, and its agree
ment with the Department of Justice. It also accurately describes 
the Department's responsibilities regarding the criminal provisions 
of ERISA with the following statement extracted from page 9 of 
the report: 

"Under the ERISA agreement, La'bor investigates criminal mat
t~r~ involving violations of ERISA's reporting and disclosure pro
VlslOns," 
. "Justic~ investigates .criminal matters related to ERISA prohibi
h~ms aga1l!st (1) cartam. I!ersons holding officel and (2) interference 
WIth. the rIg~t of ~ partICIpant or beneficiary by fraud or coercion. 
JustIce also mvestIgates related offenses under title 18 such as theft 
or embezzlement from employee benefit plans; false statements and 
concealment of facts in relation to documents required by ERISA' 
and offer, acceptance, or solicitation to influence operations of em: 
ployee benefit plans." 

These accurate statements seem inconsistent with the observation 
"found ~t pa~e 7 that " ... the Department of Labor is 'J}1'ima/ruy 
responSIble for detecting and investigating (Jrimiruil as well as civil 
violations o~ both laws" (emphasis added). 

In addi~ion, the impact of these Quite accurate statements may have 
. been partIally obscured by the lack of emphasis given to other facts. 
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As -you are aware and the Report points out, -certain criminal laws 
relating to employee benefit plans aire not in ERISA and are not 
within the investigative or enforcement jurisdiction of the Depart
ment of Labor. For example, ,as Y0l.l noted, 18 U.S.C. 664, which 
prohibits embezzlement from employee benefit plans, is within the 
investigative and enforcement jurisdiction of the Department of 
Justice. The substantive criminal prohibitions of ERISA relate prin
cipally to reporting and disclosure, c:onvicted persons' employment 
with plans and interference with participants' rights. However, there 
has been some public uncertainty concerning these matters.l 

In ,iew of the complexities of the allocation of federal law enforce
ment jurisdiction, it is, perhaps, not surprising that these distmctions 
are not always clearly recognized. However, in view of the potential 
for confusion, we have consiBtently attempted to clarify the role 

"which we play in the enforcement of the criminal provisions of 
ERISA and in the en.forcement of other criminal laws related to 
employee benefit plans. In this connection, w:e believe that descrip
tions of our activities which do not distinguish between these func
tions may tend to foster confusion. Thus, for example, the statement 
that the investigators examined files of "cases which may have had 
potential criminal violations or LMRDA or ERISA-for example, 
breaches of fiduciary responsibility by labor organizations or benefit 
plan offiaials" might lead the casual reader to assume that the fiduci
ary breach of embezzlement from a plan involved a .:lriminal viola
tion of ERISA. Such misunderstanding in turn may lead to a more 
general misevaluation of the Department's vigor in execution of its 
functions. 

As you are aware, ERISA is a statute whose principal remedies 
are civil and whose primary purpose is to protect plans and their 
participants. The LMSA and the IRS, partners in enforcement under 
ERISA, utilize these mechanisms to secure plan assets, correct abusive 
situations, modify policies and practices that are unsound, recover 
plan assets that may have been lost, and generally ensure that the 
plan is being operated in the best interest of participants and benefi
ciaries. In addition we continue to provide information obtained in 
our ERISA enforcement program to the Justice Department to assist 
in their efforts to enforce the criminal statutes. We believe these 
priorities are consistent with our statutory mandates, and we intend 
to pursue our civil responsibilities as vigorously as possible and to 
support the Depar.tment of Justice in carrying out its mandate under 
the· criminal laws. 

It is clear from the statute and the legislative history that Congress 
gave the enforcement of the election provisions of Title IV of the 
LMRDA tt high priority by setting a time frame into the statute. 
Moreover, Title IV dictates only a single remedy-civil enforcement
and allows the Department no other options. 

The basic thrust of the LMRDA is to guarantee union members 
free choice of their officers in democratic elections and to ensure dis
closure of dealings of the union officers and trustees vis-a-vis their 
membership. The original Memorandum of Understanding between 

f~ 
1 See. for example, the letter from Owen J. Malone to the American Law Division, 

Library of ()ongress. tJUblished at 819545 of the Congressional Record of October 14, 
1978; and see also the testimony of various Depart.ment of Justice Strike Force attorneYs 
before the Subcommittee In April 1978. 
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tl~o ;Departments of Labor and J us~ice in 1960 pr,?vided that J uris~ 
dIctIon for the enforcement of SectIOn 501(c), which relates to em~ 
bezzlement, would be exercised by the Department of J ustice. ~~ 
vestigative jurisdiction is exercised by Labor over Section 501 (c) ill 
multiple .violations involving Title II .on the basis of case~by-case 
arrangements. The Department of Labor retained jurisdiction to 
investigate criminal violations of the reporting requirements of Title 
II, the trusteeship requirements of Title Ill, and the bonding and 
certain other requirements of Title V as well as civil matters. In all 
cases when the Labor Department officials involved discover a criminal 
violation of the LMRDA, the matter is referred to the alJpropdate 
U.S. Attorney. Thus, the U.S. Attorney ultimately makes the final 
decision as to whether an indictment will be sought and the offender 
prosecuted. With respect to this Department's enforcement of the 
criminal provisions of LMRDA, our record clearly demonstrates we 
have vigorously pursued our responsibilities. During the period from 
1959 through 1978, as a result ot our enforcement there have been 
1,515 LMRDA indictments returned of which 1,099 resulted in 
convictions. 

LMRDA AND ERISA ENFORCEMENT-USE OF REPORTING SYSTEMS :E'OR 
DETECTION OF VIOLATIONS 

Your office was also asked to evaluate the LMRDA reporting sys~ 
tem to ascertain whether the system is adequate'for detecting criminal 
violations of labor union statutes. The report responded that "the 
Labor~Management Services Administration national office comput
erized report processing and desk audit systems are principally 
directed to achieving voluntary compliance with the reporting and 
disclosure provisions of both laws. The systems identify only poten
tial criminal violations which the labor organizations or bem·fit plan 
administrators voluntarily report and are not designed to assure that 
the data reported are valid or determine the level of compliance with 
the two laws". 

The LMSA has essentially the same view as that of IRS and 
sjmilar government agencies regarding the effectiveness of computer 
systems as an investigative tool. Such systems ara designed to receive 
information submitted and test it for certain accuracies and consis
tencies within broad parameters. In some cases criminal actions may 
be flagged hy computers, but more importantly computer reviews per
form a vital function in flagging report errors, failures to report, and 
anomalous report entries, any of which may lead to enforcement 
activity. The report monitoring process thus plays an important, but 
certainly not exclusive, role in uncovering criminal violations, many 
of which are discovered through complaint or self-initiated field in~ 
vestigations or audits. Random checks can serve to raise the con
sciousness of organizations covered by LMRDA and ERISA and 
such investigations may also alert labor organizations, plans and 
participants that DOL is interested in enforcement of the legislation 
and will ~ot be responding merely to complaints. But a field audit 
pr?~Tam,Is very costly, and mu~t be pu:sued according ~o the avail
abIlIty of suffiCIent resources. FIeld audits too must be VIewed a8 but 
one tool among the many employed by the Department to carry out 
our LMRDA and ERISA responsibilities. . 

51-777 0 - 79 - ~3 
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With further regard to ERISA enforcement in this vein the De
partment has for the time being decided that a targetted enforcement 
program, directed at specific tJpes of viola.tions, is generally more 
effective than the random audits suggested by the GAO report. Our 
strategy assignf.; the highest priority to the conduct of fiduciary in
vestigations, which often involve limited audits directed at practices 
where a violation· is suspected. Placing primary emphasis on per
forming randomly targetted comprehensive audits covering overall 
plan operat.ions, as the GAO proposes, would, we believe, uncover 
substantially fewer violations for the same resources. To date, IMSA 
has been successful in identifying violations utilizing existing tar
getting methods, and as a result, restored $45 million in plan assets 
during fiscal year 1978. However, we are engaged in a joint effort 
with the IRS to conduct a series of statistically selected compliance 
examinations that are intended to furnish measures of compliance 
among various types of plans, as the report suggests. This is a long 
term effort, and the development of sophisticated measures of identi~ 
fying violations is extremely complex. 

LMSA TRAINING PROGRA1tIS 

The report concludes also that insufficient training had been pro
vided to LMSA field personnel, and urges "a review (of) training 
of area fielcl staff to ensure that Ux auditors and compliance officers 
receive the training needed to effectively carry out their duties." 

I would point out that during the last year, LMSA has implemented 
a comprehensive training program for staff involved in the enforce
ment of ERISA. This effort has involved structured classroom train
ing developed and taught hy the ERISA enforcf'ment staff. Since the 
great~st program emphasis hus been to obtain compliance wjth 
ERISA's fiduciary provisions, the first set of conrses concerned basic 
fiduciary training whiClh was provided to all PWBP professional 
staff. This was followed-up hy advanced fiduciary training which is 
currently being given to compliance officers in the field. In addition, 
a course on investigation skills has wen developed which covers 
auditing, investigation planning and other investigative functions. 
This course is currently being given to ERISA field staff. 

As for LMRl;?A training, the National Office of Labor Manage
ment Standards Enforcement will be instituting an on-the-job train
ing program in audit procedures and the analysis of union books and 
records for compliance officers in the field. 

Sincerely, 

Hon. ELMER B. STAATS, 

APPENDIX .J-2 

RAY MARSHALL, 
Seoretary of Labor. 

U.S. DEPARTMENT OF JUSTICE, 
W cmhington, D.O., June 18, 1!J79. 

Oomptroller Geneml of the United State8, General Aooounting Of!loe, 
W cmhington) D.O. 

DEAR MH. STAATS: This is in response to your letter of October 24, 
1978, asking for 'any comments we might have on your report entitled 
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"Laws Protecting Union Members and Their Pension and Welfare 
Benefits Should He Better Enforced" (HRD-78-154). 

,Ve agree with the findings in the GAO report that/the Department 
of Labor's (DOL) primary enforcement efforts are directed to pri
orities other than detecting and investigating criminal cases under 
the Employee R<>tircment Income Security Act (ERISA) and the 
Labor-Management Reporting and Disclosure Act (LMRDA). The 
Office of Labor Management Standards Enforcement (LMSE) , which 
is responsible for investigations under LMRDA, has as its first pri
ority election matters and as its second priority voluntary, negotiated 
compliance with the Act's reporting requirements. Our experience is 
similar to GAO's findings in that, with the exception of cases developed 
by a few compliance officers who have had criminal investigative 
training prior to joining DOL, most criminal investigations result 
when local union officers are cooperative in reporting low-level, small 
thefts by clerical people or former union officials to a compliance 
officer, or when a bonding compaJlY files a report of loss already 
claimed by a union. Under ERISA, which is enforced by the Office 
of Pension and Welfare Benefit Programs (PWBP), the first pri
ority is to work on civil cases and the second to obtain voluntary 
compliance with the Act. In fu.rtherance of these goals, ERISA com
pliance officers are not encouraged to undertake criminal investigations. 

A further complication unner ERISA is the broad grant of civil 
litigation authority given to the DOL which often results in parallel 
civil and criminal investigations of the same activities. Once a com
pliance officer be<)omes aware of a potential civil violation, the Solici
tor of DOL is notified and that office takes full control of the investi
g-ation. Because the Solicitor's Office is interested primarily in mak
mg civil cases, it has failed to recognize the criminal potential in 
some investig~tions. In addition to lts ERISA responsibilities, the 
Solicitor's Office also reviews all criminal investigations done by 
compliance officers under LMRDA before the results are made avail
able to us. This procedure has caused substantial and potentially 
harmful delays in the investigative process. 

Only selected data elements of reports filed by labor organiza
tions are computerized. Little effort· has been made to correlate the 
different report filings within a single international union to ascertain 
how many different positions within a union's 11ierarchy an individual 
may hold. However, in 1977 a pilot project was undertaken to ac-
complish this as well as other goals. . 

Desk audits of labor union reports are made only when computer 
analysis discovers some mathematical error in the reports and gen
erally result only in correction of the error. This procedure is super
ficial and not designed to uncover criminal violations. We are advised 
that lack of personnel is the principal cause of this deficiency. How
ever, a major cause of the ineffectiveness of LMSE's supervision of 
union disclosure and reporting lies with the design of the report 
form (LM form) filed by the union because the form does not require 
full reporting of problem areas such as officer allowances, travel ex
penses, and organizing expenses. Many unions are lax in requiring 
full accounting by those incurring such expenditures. With respect to 
benefit plan reporting, PWBP's review process is now further com
plicated by the fact that the reports are first filed with and processed 
by the Internal Revenue Service before DOL gets them. 

i) 



Field office investigative activities are considerably delayed and 
weakened because compliance officers are often pulled off criminal 
investigations to deal with civilian complaints and election matters. 
Further, compliance officers are unionized and union work rules in
terfere with after-hours and weekend work. As the report also points 
out, there is a need for more direct, continuQus, and day-to-day co
ordination between ERISA and LMRDA investigative tracks at the 
area offices. A further complication is the fact that both national 
and regional office program personnel work under the added handi
cap of the fact that case assignments and personnel placement are 
the responsibility of a.n office not subject to their control. 

We also agree with GAO's conclusions that the Labor-Management 
Services Administration (LMSA) has not been provided with suf
ficient manpower and that more formal classroom training is needed. 
Investigative reports which show weaknesses due in part to lack 
of training are regularly referred to the Criminal Dlvision. Past 
efforts by the Crimmal Division to have DOL create a special crimi
nal investigative compliance officer or to institute a formal, inten
sive criminal investigative program have been consistently ignored 
or put on the back burner. However, the recent assignment of 90 
compliance officers to our organized crime program and efforts to 
institute joiht training programs for these and other compliance of
ficers lead us to believe that this problem is being overcome with 
respect to cases involving organized crime. 

In summary, from the perspective of criminal enforcement, we be
lieve the GAO report accurately depicts LMSA's past activities and 
the proble:rp.s which need to be overcome. The Crimmal Division plans 
not only to continue but strengthen its efforts to gain a high priority 
for criminal investigations in LMSA, encourage training in investl
gative techniques and procedures, and upgrade the exchange of in
formation and coordinatioll- of investigations between the two De
partments. LMSA has recently' demonstrated a high degree of in
terest in ~hese goals. 

These recent developments are highly encouraging ·and show con
siderable promise to lead to good results provided that DOL follows up 
vigorously on its stated intentions. The Department of Justice not only 
applauds these efforts, but is prepared to assist wherever it can. The 
cooperative efforts relating to DOL's criminal investigations touch
ing on organized crime should now be expanded to other areas of union 
problems. The Department of Justice looks forward to further coop
e.rative efforts. 

We appreciate the opportunity to comment on the report. Should 
you desire any additional information, please feel free to contact us. 

Sincerely, 
KEVIN D. ROONEY, 

Assi$tant Attoroney GeneraZ 
lOT Administration. 
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A.P:PENDIX M-1 

U.S. DEPARTMENT OF LABoR, 
OFE'ICE OF THE SECRET~Y, 

Washington, D.O. February 11, 1978. 
Hon. SA1>r NUNN, . ' 
Vwe Ohairman, SeMte Permanent Subaowmittee on Inve8tigations, 
U.S. Senate, Washington, D.O. 

DEAR VrcE CIIAIR1>rAN NUNN: Thank you for your J l!-nuary 20, 1978, 
letter concerning the applicability of the Employee Retirement Income 
Security Act of lU74 (ERISA) to actuarial consultants. 

You state that you are particularly interested in knowing whether 
and under what conditions an actuarial consultant IDay be considered 
a fiduciary of a welfare benefit plan and therefore subject to those pro-
visi~ns of ERISA app1icabl~ to such fiduciaries. . . 

The only formal statement of the Department of Labor regardmg 
. the status of actuaries or other professionals as fiduciaries is contained 
in question and answer D-1 in ERISA Interpretive Bulletin 75-5 (29 
CFR 2509.75-5, redesignated from 29 CFR. 2555.75-5) , a copy of which 
is enclosed. As noted in that question and answer, actuaries (and other 
professionals) performing their usual professional functions would 
not ordinarily be considered fiduciaries. However, if the actuary per
forms services which, in the factual situation of the case, fit within 
the definition of a fiduciary contained in section 3 (21) (A) of ERISA, 
the actuary would be considered to be a fiduciary. 

The Department of Labor has issued regulatipns describing when 
a person becomes a fiduciary under section 3(21) (A) (in by virtue 
of rendering investment advice, for a fee or other compensation, direct 
or indirect. Those regulations are contained in 29 CFR 2510.3-21, a 
copy 0f which is enclosed herewith. As noted in the preamble to the 
regulation, a person will'be considered a fiduciary with respect to the 
plan by virtue of being an investment adviser to the plan where such 
person provides advice with respect to investments of plan assets where 
such person regularly provides such advice and it is expected that such 
advice will serve as one of the primary bases for investment of plan 
assets. 

Whether the actuarial consultants were fiduciaries by virtue of giv
ing investment advice to the plans which invested in insurance con
tracts issued by companies associated with Mr. Joseph Hauser is a 
matter to be determined by the factual circumstances of each case. The 
Department is currently examining these situations. . 

I hope this information is helpful to the Subcommittee. 
Sincerely, 

Enclosure. 

RAY MARSHALL, . 
Secretary of Labor. 

---,----------,--.-... ,-----,~.---) 
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EMPLOYEE RETIREMENT INCIOME SECURITY ACT, DEPARTMENT OF LABOR, 
OFFICE OF EMPLOYEE BENEFITS S1jlOUlUTY, INTERPRETIVE BULI.ETIN 

Q,uestions and answers relating to certain aspects of the recently 
enacted Employee Retirement Income Security Act of 19'74 (the 
"Act") were issued today by the Department of Labor. 

Pending the issuance of regulations or other guidelines, persons 
may rely on the answers to these questions in order to resolve the issues 
that are specifically considered. No inferences should be drawn re
garding issues not raised which may be suggested by a particular ques
tion and answer or as to why certain questions, and not others, are 
included. Furthermore, in applying the questions and answers, the 
effect of subsequent legislation, regulations, court decisions, and in
terpretive bulletins must be considered. Tothe extent that plans utilize 
or rely on these answers and the requirements of regulations subse
quently adopted vary from the answer relied on, such plans may have 
to be amended. 

An index of the questions and answers, relating them to the appro~ 
priate sections of the Act, is also provided. 

The index and the questions and answers are attached. 
Attachments. 

INDEX 

KEY TO QUESTION PREFIXES 

D-Refers to Definitions. 
FR-Refers to Fiduciary Responsibility. 

Section Numbe'l' Que8tion Numbe'l' 
3(21) D-1 
3(38) FR-6, FR-'7 
402la) FR--1, FR-2, FR-3 
402 b) (1) FR-4, FR-5 
402 c)(3) FR-6, FR-'7 
404 a FR-10 
405 a (3) FR-10 
405!b (1) (A) FR-lO 
406 a FR-9 
409 a FR-10 
412 a FR-8, FR-9 

D-1 Q,: Is an attorney, accountant, actuary or consultant wh~ 
renders legal, accounting, actuarial or consulting services to an em~ 
ployee benefit plan (other than an investment. adviser to the plan) 
a fiduciary to the plan solely by virtue 'Of the rendering of such serv~ 
ices, absent a showing that such consultant (n.) exercises discretion
ary authority or discretionary control respecting the management of 
the plan, (b) exercises authority or control respecting management 
or dispositIon of the plan's assets, (c) renders investment advice for 
a fee, direct or indirect, with respect to the assets of the plan, or has 
any authority or responsibility to do so, or (d) has any discretionary 
authority or discretionlLl'Y responsibility in the administration of the 
plan? 
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A: No. However, while attorneys, accountants, actuaries and con
sult'ants performing their usual professional functions will ordinarily 
not be considered fiduciaries, it the factual situation in a particular 
case ,falls within one of the categories described in clauses (a) through 
(d) of this question,such persons would be considered to be fiduciaries 
within the meaning of section 3 (21) of the Act. The Internal Revenue 
Service notes that such persons would also he considered to be fiduci
aries within the meaning of section 4975 (e) (3) of th~ Internal Rev
enue Code of 1954. 

FR-1 Q: If an instrument establishing an employee benefit plan 
provides that the plan committee shall oontrol and manage the opera
tion and administration of the plan and specifies who shall constitute 
the plan committee (either by position Or by naming individuals to 
the committee), does such provision adequately satisfy the require
ment in section 402 (a) that a "named fiduciary" be provided for ina 
plan instrument ~ 

A : Yes. While the better practice would be to state explicitly that 
the plan committee is the "named fiduciary" for purposes of the Act, 
clear identification of one or more persons, by name or title, combined 
with a statement that such person or persons hava authority to con
trol and manage the operation and administration of the plan, satisfies 
the "named fiduciary" requirement of section 402 (a). The purpose of 
this requirement is to enable employees and other interested persons 
to ascertain who is responsible for operating the plan. The instrument 
ill ths above example,which provides that "the plan committee shall 
Mutrol a.nd manage the operation and a,d.ministration of the plan" 
ami. specifies, by name or position, who shall constitute the committee, 
fulfills this requirement. 

FR-2 Q: In a union negotiated employee benefit plan, the instru
ment establishing the plan provid~ that a joint board on which em
ployees and employers are e<].ually represented shall control and man
age the operation and admimstration of the plan. Does this provision 
adequately satisfy the requirement in section 402 (a) that a "named 
fiduciary" be provided for in a plan instrument ~ 

A : Yes, for the reasons stated in resp01'Lse to question FR::"'1. The 
joint board is clearly identified! as the entity which has authority to 
control and manage the operation and administration of the plan, and 
the persons designated to be members of such joint board would be 
named fiduciaries under section 402 (a) . , 
. FR-3 Q: Mayan employee benefit plan covering employees of a 

corporation designate the corporation as the "named fiduciary" for 
purposes of section 402 ( a) (1) of .the Act ~ 

A: Yes, it may. Section 402(a) (2) of the Act states that a "named 
fiduciary" is a; fiduciary either named in the plan instrument or desig
nated according to a procedure set forth in the plan instrument; A 
fiduciary is a,"person" falling within the definitIon of the fiduciary 
set forth in section 3 (21) (A) of'the Act. A "person" may be a corpora
tion under the;definition of person contained! in section 3(9) of the 
Act. While. such de:sjgnation satisfies the requirement of enabling em
ploy~ and other interested persons to ascertain the person or persons 
responsible. for operating the plan; a plan instrument which desig
nates a corpor/!-tion as "named fiduciary" should proyide for designa-
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tion by' the corporation of specified individ'Uals or other persons to 
carry out specified fiduciary responsibilities under the plan, in accord-
ance with section 405 ( c) (l)(B) oithe Act. . 

FR-4 Q: A defined benefit pension plan's procedure for establish
ing and carrying out a funding policy provides that the plan's trustees 
shall, at a meeting duly called for the purpose, establIsh a funding 
policy and method which satisfies the requirements of Part 3 of Title I 
of the Act, and shall meet annually at a stated time of the yea.r to 
review such funding policy and method. It further provides that all 
actions taken with respect to such funding policy and method and the 
reasons therefor shall be recorded in the minutes of the trustees' meet
ings. Does this procedure comply with sect jon 402(b) (1) of the Act~ 

A: Yes. The above procedure specifies who is to establish the funding 
policy and method for the plan, and proyides for a written record of 
the actions taken, with respect to such funding policy and method, 
including the reasons for such actions. The purpose of the funding 
policy requirement set forth in section 402 (b) (1) is to enable plan 
participants and beneficiaries to ascertain th~tthe plan has a funding 
policy that meets t.he requirements of Part 3 of Title I of the Act. The 
procedure set forth above meets that requirement. 

FR-5 Q: Must a welfare plan in which the benefits are paid out of 
t.he general assets of the employer have a procedure for establishing 
and carrying out a funding policy set forth in the plan instrument ~ 

A:. No. Section 402 (b) (1). requires that the plan provide for such a 
proc~dure "consistent with the objectives of the plan" and require
ments of Title I of the Act. In situations in which a plan is unflmded, 
and Title I of the Act does not require the 'Plfun to be funded, there 
is no need to provide for such a procedure. If the welfare plan were 
fUnded, a procedure consistent with the objectives of the plan would 
have to be. established. 

FR-6 Q: Mayan investment adviser which is neither a bank nor an 
insurance company, and which is not registered under the Investment 
Advisers Act of 1940 in reliance upon an exemption from registration 
provided in that Act, be appointed an investment manager under sec
tion402(c) (3) of the Act ? 

A: No. The only persons who may be appointed an investment man
ager under section 402 (c) (3) of the Act are persons who meet the 
requirements of section 3 (38) of the Act-namely, banks (as defined 
in the Investment Advisers Act of 1940) , insurance companies qualified 
under the laws of more than one state to manage, acquire and dispose 
of plan assets, or persons registered as investment advisers under the 
Investment Advisers Act of 1940. . 

FR-7 Q: Mayan investment adviser that has a registration appli. 
cation pending under the Investment Advisers Act of 1940 function 
as an investment manager under the Act prior to the effective date of 
registration under the Investment Advisers Act? 

. A : No, for the reasons stated in the answer to FR-6 above. 
FR-8 Q : Under the temporttl'Y bonding regulation set forth in 29. 

C1t'R § 2550.421-1, must a person who renders investment advice to a 
plan for a fee or other compensation, direct or indirect, but who does 
not exercise or have the right to exercise discretionary authority with 
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respect to the assets of the plan, be bonded solely by reason of the 
provision of such investment advice % 

A: No. A person who renders investment advice, but who d~ not 
exercise or have the right to exercise discretionary authority with 
re~pect to plan assets, is not required to be bonded solely by reason of 
the provision of such investment advice. Such a person is not con
sidered to he "handling" funds within the meaning of the temporary 
honding regulation set forth in 29 CFR § 2550.412-1, which incor
porates by reference 29 CFR § 464.7. For purposes of the temporary 
bonding regulation, only those fiduciaries who handle funds must ~e 
bonded. If, in addition to the rendering of investment advice, such 
person performs any additional function which constitutes the han
dling of plan funds under 29 CFR § 464.7, the person would have to 
be bonded. 

FR-9 Q: Mayan employee benefit plan purchase a bond covering 
plan officials ~ 

A: Yes. The bonding requirement, which applies, with certain ex
ceptions, to every plan offiCIal under seotion 412 (a) of the Act, is for 
the protection of the plan and does not benefit any plan official or re
lieve any plan official of any obligation to the :plan. The purchase of 
such bond by a plan will not, therefore, be conSIdered to be in contra
vention of sections 406 (a) or (b) of the Act. 

FR-10 Q: An emplo;yee benefit plan is considering the construction 
of a building to house the administration of the plan. One trustee has 
proposed that the building be constructed on a cosj;_plus basis by a 
particular contractor without competitive bidding. When the trustee 
was questioned by another trustee as to the basis of choice of the con
tractor,the impact of the building on the plan's administrative costs, 
whether a cost plus contract would yield a IJetter price to the plan than 
a fixed price basis, and why a negotiated contract would be hetter than 
letting the contract for competitive bidding, no satisfactor;v answers 
were provided. Several of the trustees have argued that lettmg such a 
contract would be a violation of their general fiduciary responsIbilities. 
Despite their arguments, a majority of the trustees appear t.o be ready 
to vote to construct the building as proposed. What should the minor
ity trustees do to protect themselves from liability under section 409 
(a) oftheActandsection405(b) (1) (A) oftheAct~ 

A: Here, where a majority of trustees appear ready to take aotion 
which would clearly be contrary to the prudence requirement of section 
404(a) (1) (B) of the Act, it is incumbent on the minority trustees to 
take all reasonable and legal steps to prevent the action. Such steps 
might include preparations to obtain an injunction from a Federal 
District court under section 502 (a) (3) of the Act, to notify the Labor 
Department, or to publicize the vote if the decision is to' proceed as 
nroposed. If, having taken all reasonable and legal steps to prevent the 
imprudent action, the minority tt'llstees have not succeedeu, they will 
not incur liability for the action of the majority. Mere resignation, 
however, without taking steps to prevent the imprudent action, will not 
suffice to avoid liability for the minority trustees once they have knowl
edge that the imprudent action is under consideration. 

More generally, trustees should take great care to document ade
quately all meetings where actions are taken with respect to manage-
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ment and control of plan assets. Written minutes of all actions taken 
should be kept describing the action taken, and stating how each trustee 
voted on each matter. Ii, as in the case above, trustees object to a pro
posed action on the grounds of possible violation of the fiduciary re
sponsibility provisions of the Act, the trustees so objecting should in
sist that theIr objections and the responses to such objections be in
cluded in. the record of the meeting. It should be noted that, where a 
trustee -believes that a co-trustee has already committed a breach, 
resignation by the trustee as a protest against such breach will not 
generally be considered sufficient to discharge the trustee's positive 
duty under section 405 (a) (3) to make reasonable efforts under the 
circumstances to remedy the breach. -

APPENDIX M-2 
U.S. SENATE, 

COMMITl'EE ON GOVERNMENTAL AFFAIRS, 

Hon. F. RAY MARSHALL, 
Secretary of LaboT, 
DepaTtment of LaboT, 
Washington, D.O. 

Washington, D.O., January ~O, 1978. 

DEAR SECRETARY MARSHALL: Thank you for your letter of January 6 
in response to my letter of December 8, 1977, regarding the Subcom
mittee's recent hearings on labor union insurance contracts with com
panies associated with Mr. Joseph Hauser. You may he assured that 
the Subcommittee staff will cooperate fully with any inquiry made by 
the De:partment of Labor in connection with this matter. 

I thmk it is evident from the transcripts of the hearings that 
actuarial consultants to jointly-managed welfare benefit trust funds 
played a, crucial role in the awarding of a number of these contracts. 
For this reason, I would appreciate your having appropriate personnel 
of the Department advise the Subcommittee concerning the applica
bility of ERISA to actuarial consultants. I am particularly interested 
in knowing whether and under what conditions an actuarial consultant 
may be considered a fiduciary of a welfare benefit plan and therefore 
subject to those provisions of ERISA a:pplicable to such fiduciaries. 

1 would also ap]?reciate receiving any regulations, pro:posed regula
tions j ;;;.uvisory opmions, guidelines or other documents Issued by the 
Department with respect to the applicability of ERISA to actuarial 
consultants. 

,1 would like to have the Department's response by February 3, if 
possible. Questions concerning this request should be directed to Don 
Gray of the Subcommittee staff at 224:-3721. 

Your continued interest and cooperatio~ in this matter is greatly 
appreciated. 

Sincerely, 

o 
SAM NUNN, 
Viqe Ohai'l"JrU1)n. 



-'---=._':.",:' .. ,H->.7- .,~_~~ ,<-'" ::~ .t=_,*"",,;¢~ 




