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HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON INVESTIGATIONS,
CoMMITTEE ON Post OrFice AND CiviL SERVICE,
Washington, D.C.

The subcommittee convened at 9:40 a.m., pursuant to call, in
room 311, Cannon House Office Building, Hon. J ames M. Hanley
(chalrman of the subcommittee) presiding.

Mr. HaNLEY. The mail order industry is an American giant, with
an annual gross income of $60 billion a year. It is an industry that
relies heavily on public trust and confidence. Fortunately, the over-
whelming number of mail order and direct mail enterprises are
honest and legitimate.

However, a very small nuinber of promoters in this industry !
regularly violate that public trust, and by clever schemes of false |
representation and fraud, take up to $600 million a year from '
American consumers.

While this is only 1 percent of the total revenue of the industry,
it is enough to do serious damage to its image. In the first 6
months of this year, the National Council of Better Business Bu-
reaus reports there were 45,000 mail order complaints—45,000—
which is an astonishing 43-percent increase over last year.

The purpose of today’s hearing is to obtain some firsthand infor-
mation frony the business community and the Postal Service on
;vhad(:1 needs to be done to reverse the rising trend of mail order

rau

The U.S. Postal Inspection Service, which is primarily responsi-
ble for investigating and preventing these abuses, is certainly one
of the best law enforcement agencies in the world.

However, even the postal 1nspf=ctor admit that in many cases
they are powerless to prevent what is clearly a scheme to defraud
the public until it is too late.

We congratulate the Postmaster General, the Honorable W1111am
F. Bolger, for his recent pledge to make every possible resource
avai}iable to the Inspection Service to protect the public from mail
frau

Prior to the introduction of the witnesses I will ask of my col-
leagues if they choose to make any comments. Mr. Leach.
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Mr. LeacH. No, sir.

Mr. HaNLEY. Mr. Stenholm.

Mr. StenHOLM. No, sir. ‘

Mr. HANLEY. Qur first witness is Mr. Arthur Startz, senior vice
president of the Council of Better Business Bureaus, Inc.
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STATEMENT OF ARTHUR STARTZ, SENIOR VICE PRESIDENT,
COUNCIL OF BETTER BUSINESS BUREAUS, INC.

Mr. HANLEY. Mr. Startz, we are pleased to have you with us this
morning and look forward to your testimony. i

Mr. StarTZ. Mr, Chairman, I am Arthur Startz, senior vice presi-
dent of the Council of Better Business Bureaus.

I appreciate the opportunity to accept your invitation to speak
briefly—and it will be very briefly—about problems ‘of the mail
order industry as far as American consumers are concerned.

At the cutset and not in my prepared statement, I would like to
echo your sentiments about the Postal Inspection Service. It is a
highly effective and efficient, a cooperative group, and Better Busi-
nfss Bureaus have had a long and excellent relationship with
them.

I was very happy to meet the Chief Inspector here this morning
and which reminded me that approximately 32 years ago I was
serving as a postal inspector working specifically on fraud cases.

Mr. Hancey. If the gentleman will yield, certainly with that
background, to use the vernacular, you have a good hardle on the
problem. _

Mr. Starrz. Mr. Chairman, my comments are based on experi-
ence by the National Council of Better Business Bureaus and the
146 affiliated Better Business Bureaus and satellites around the

' country.

The Better Business Bureaus have been serving American con-
sumers and business for 67 years. BBB's are the primary organiza-
tion to which consumers turn when they have problems in the
marketplace. Last year, approximately 8 million inquiries and com-
plaints about a variety of businesses were handled by Better Busi-
ness Bureaus. Most of them were inquiries, I am happy to say.

The mail order industry is a legitimate and needed type of busi-
ness serving the American public and doing a huge volume of
business. So the facts I am about to relate should be considered
from that perspective. By the way, the Better Business Bureaus
and the council do not take positions on legislation except in very
unusual «ircumstances, and the comments that I make will be
purely factual from our point of view.

Looking at it from the perspective of huge volume of business
and the necessity of this type of business, nevertheless from the
standpoint of American consumers, there are very serious problems
to which the mail order industry must address itself without delay.
In the first 6 months of this year consumer complaints to Better
Business Bureaus about mail order purchases jumped 43 percent—
a huge increase over the comparable period of 1978.

This 43-percent increase compares with an 8 percent increase in
consumer complaints received by Bureaus during the first 6
months of 1979 on all of the 87 different categories of business on
which we keep statistics.

From January through June of this year Better Business Bu-
reaus have processed over 45,000 complaints involving general mail
order companies. Not included in that 45,000 complaint figure are
almost 6,000 additional complaints concerning magazine subscrip-
tions ordered by mail. ' '
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Mail order problems have been at the top of the Better Business
Buret. complaint list for many years, but never before amounted
to such a large percentage of the total—21.3 percent for the first 6
months of 1979 compared to 16.6 percent for the same period in
1978. _

I do want to state at the outset as I stated in a .letter to you, Mr.
Chairman, that any simplistic approach to solution which relates
solely to mail fraud or misrepresentation is not the answer to the
problem. We have done a computer analysis of the types of com-
plaints received and very few deal with fraud and misrepresenta-
tion. _

That is not meant to denegrate the importance of mail fraud and
misrepresentation—on the contrary, everything possible should be
done to prevent it from arising and to put a halt to it as quickly as
possible when it does arise in order to protect the American public
from being bilked. . _

But to get a more realistic picture, here is a summary of the
types of complaints about mail order companies _received from
American consumers during the first 6 months of this year.

Mr. Chairman, the statistics are in the written testimony and I
won’t go over them in any detail. . _ '

Mr. HaNLEY. If the gentleman will yield, your entire text will be
inserted in the minutes of this record, without objection.

Mr. StARTZ. Thank you, Mr. Chairman. ' _

The great majority of complaints continue to be dela}_red deliv-
eries or nondelivery, but it is interesting to note that this type of
complaint has dropped considerably in percentage terms from the
comparable period last year. 7 . .

One-sixth of the complaints relate to failure to provide refunds
and this percentage has increased significantly. Credit and billing
complaints have also increased. _ ‘ . .

A significant cause of the increase in mail order complaints is
the recent bankruptcy of several nationally operating firms. Thou-
sands of orders were left unfilled when these companies went out
of business. But complaints were also up for many other companies
as well. It is difficult to isolate a single reason for the dramatic 43
percent upsurge but a major factor may well be that some margin-
al companies were caught in a cost bind brought on by inflation.

This meant that they weren’'t always readily filling incoming
orders. . _

Mr. Chairman, in your own home city, S}fracuse, N.Y., ;n_aﬂ
order complaints lead the list as they do nationally—comprising
14.6 percent of all complaints handled by BBB/Syracuse during the
first 5 months of this year. . _

And finally, after a couple of years, a get-rich-quick scheme
operating out of Syracuse by mail, has been brought to a halt just
last month by a mail fraud conviction—but only after people had
invested over half a million dollars. ; .

This conviction followed actions 2 years ago by the Securities and
Exchange Commission and by State securities agencies in Texas,
Michigan and Arkansas. Nevertheless, the company continued to
make substantial profits. «
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suillalefL tigrr;tgl’a?rﬁz to the Better Business Bureau. BBB/Atlanta

i the 19,000 consumer
of recovery being _made for 19,000 cc
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In Chicago, a mail order firm filed for bankruptcy last June.
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the consuming public only as a result of memberships by reputable
companies in a variety of industries.

As we handle the thousands of mail order complaints from
American consumers, Better Business Bureaus are keeping alert to
continuing mail order promotions. Right now they range from
growing your own plants for fuel to heat your home and power
your car, to pills which are guaranteed to remove all the pounds
you want to lose with, “no regimen to follow, no calories to count,
no exercise, nething but a tiny pill to take.” The latter continues to
flood the mails from outside the country.

During the past few months, Better Business Bureaus have re-
ported an upsurge of phony work-at-home schemes which prey
upon low income, aging and handicapped persons who want desper-
ately to supplement their incomes.

" These schemes have one thing in common: You must buy some-
thing by mail and despite the huge profit or pay you are promised
without any required experience, chances are you will end up
losing money inste~d of making any.

As inflation ax.i unemployment continue, these unconscionable
promotions will expand. The council, working with BBB’s around
the country, is right now in the process of investigating several
dozen of these. And you may be sure we will cooperate fully with
the Postal Inspection Service. This type of promotion dces not lend
itself to self-regulation.

Where there is evidence of fraud in these or other promotions,
we shall continue to work closely with the postal inspectors with
whom BBB’s have had an excellent relationship over the years.
Where there is evidence that the same principals who have been
stopped in one phony promotion have moved on to another—a
continuing problem—this, too, will be turned over to the inspectors.

The postal inspectors have been a highly efficient, professional
and cooperative group and they should be given every reasonable
assistance in stamping out fraud more expeditiously than they now
can.

A final note. You will recall that I cited a mail order complaint
figure of 21.3 percent of all complaints received by IBBS. During
the first 6 months of this year, Better Business Bureaus handled
97,100 inquiries about mail order companies—this constitutes only
3.7 percent of all inquiries. Many more thousands of problems
could be avoided by calling BBB’s for factual information about
companies before doing business.

Mr. Chairman, thank you again for the opportunity to be here.
Please be assured of our full cooperation.

Mr. Hanwey. Thank you very much, Mr. Startz, for your excel-
lent testimony. We are most appreciative for what the Better Busi-
ness Bureaus attempts to do in assisting in solving this problem.

It would appear on the basis of some of the case histories that
you have mentioned that it may well be a lucrative business just to
go into business with the absolute intent of fraud, that is, picking
up a lot of consumers’ money with the intent to ultimately go

bankrupt. What you have told us is very interesting.

Can you tell us the nature of the mail fraud scheme for which a
mail fraud conviction was obtained in the Federal court in Syra-
cuse last month as you referred to on page 4 of your testimony?

56-217 O - 80 - 2
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Can you tell us a bit about that?

Mr. Startz. Mr. Chairman, I would prefer not to get into that
one in Syracuse only because the Better Business Bureau is being
sued currently and the suit has not been withdrawn, despite the
conviction, for public {tatements that were made about it.

I think you will find in the testimony of the Chief Inspector that
there is a good description of that case.

Mr. Haniey. All right. Fine. Will you describe the types of work-
at-home schemes and what has caused the organization to concen-
trate on this type of mail fraud as opposed to the classic fraud
situations? .

Mr. Startz. The real problem, Mr. Chairman, is that there has
been a vast increase in this type of fraud. This is not something

new, by the way. Work-at-home schemes have been going on for a

number of years. According to reports that we get from all around
this country there has been a real upsurge in this. These are the
kinds of schemes which advertise usually in classified columns but
elsewhere, too, and sometimes under help wanted, and that, of
course, is completely erroneous, and make fantastic ciaims of earn-
ing money at home by stuffing envelopes or whatever it might be.

The only thing that really happens is that the unscrupulous
promoter of this makes the money and despite any guarantee that
he gives you about how much you are going to get paid for prod-
ucts that you may make and which he is going to buy back, that
never happens. That is the reason that the council has just started
an investigation of over 60 of these work-at-home schemes.

As I indicated in the statement, it seems to us that particularly
the emphasis on combating the problems of inflation with a rela-
tively high rate of unemployment, with the elderly scraping to
keep things together, it is well worth an expenditure of cur money
to get some facts which, where fraud is then indicated, will be
turned over to the postal inspectors.

Mr. HANLEY. Given the significant increase in the problem which
you have alluded to, I assume that you would concur that perhaps
the Postal Service should move in the direction of tightening up on
its regulations.

Mr. Startz. If I understand you correctly, I would agree. It is a
general comment and I am not sure I completely understand.

Mr. HanLEY. What I am saying is that apparently the recogni-
tion of the significant increase in fraud where people fail to be
reimbursed, to be disappointed, it would appear to me that the
Postal Service has an obligation to be more protective of the gener-
al mailing public.

Mr. StarTz. Mr. Chairman, I would agree completely, as I indi-
cated, I think the Postal Inspection Service does do an excellent job
within the existing statutes and within the appropriations which
they receive.

I do want to reemphasize that our figures really do not show any
great upsurge in fraud. We have a big upsurge in complaints and
still the vast majority of those relate to delayed delivery, close to
two-thirds of them, and as you just indicated, a significant figure,
too, on not refunding money. But the money usually in the absence
of bankruptcy finally is refunded, but the mail order industry
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generally owes the American public more than waiting 8 to 6
months to get a refund on something they did not receive.
That, I would say, is not a basic problem that the Post Office

Department has to confront nor should confront. I would rather see

the Postal Service appropriations, as limited as they always are,

. expended on expeditious handling of fraud cases. Even those, as

you know, almost necessarily take a couple of years.

"One of the answers to this problem is to try to inform and
educate the American public about this type of scheme and about
all mail fraud. As a matter of fact, the Council of Better Business
Bureaus has produced a pamphlet just on this thing called Tips on
Work-at-Home Schemes. We have a vast network, radio and televi-
sion, of consumer information spots that attempts to inform the
American public about this.

But, obviously, it is a continuing problem and appears to be
getting worse rather than better. ‘

Mr. HANLEY. You allude to the shortage of funding for the Postal
Service to do what it should be doing. You are aware, of course, of
the congressional efforts to improve upon this situation.

Mr. StArTz. I agree. I am aware of it, and I simply meant, Mr.
Chairman, that over the years I have known of the Postal Service
and many other agencies of Government that are necessarily limit-
ed in their funds.

I would like to see with that limitation emphasis on what their
basic job is as far as the mail order industry is concerned and that
is a speedy prosecution of any mail fraud and stopping it just as
quickly as possible.

Mr. HanvLey. Thank you.

Mr. Stenholm.

Mr. StensoLM. To follow up on your last statement, I noted in
your statement you said you believe the Post Office is doing a good
job and an adequate job. You come back and questicn—at least in
what I heard you say—whether or not the post office had the
resources to do the job the BBB’s would like to see done.

Is there any area of cooperation with the Postal Service and the
Better Business Bureaus which you would like to see improved
dramatically? ‘

Mr. Startz. Not at all. First of all, I have evidentally left an
erroneous impression. I cannot comment ‘specifically about the ap-
propriations the Postal Inspection Service or the Post Office gener-
ally gets. I do know that it always has been limited. I do know that
it takes a long time to get mail frauds investigated and finally
stopped.

We have an excellent relationship with the Postal Inspection
Service. The Post Office Department goes out of its way to desig-
nate people to work closely with us at the council. Better Business
Bureaus around the country frequently single out the Postal In-
spection Service—when they do this, this is in relation to the many
other fine civil servants of the Federal Government—single them
out as people who are effective and cooperative in their work.

By the way, in my written testimony when 1 mention the prob-
lem of a couple of Better Business Bureaus bringing to the atten-
tion of governmental authorities, Federal and State, certain situa-
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tions which were then not handled properly, I was not referring to
the Postal Inspection Service.

Mr. SteNHOLM. In those areas where fraud has been proven,
convictions have been received, in your opinion, has the punish-
ment been adequate? ‘

Mz. StarTz. I am not as interested in the punishment. That
would be much too general a question for me to be able to answer,
Congressman. I am interested in a couple of things. One of them is
making sure that the very same people who were perpetrating that
fraud are not able to go out and do a similar thing again. That
kind of thing happens day in and day out and is happening right
now.

I am interested also in the Postal Inspection Service trying to get
the cases solved quickly. I am not competent, really, to talk about
the adequacy of the punishmsnt but rather what happens to the
American consumer.

Mr. StensorM. How do you see that those who continually per-
petuate this type of crime on the American public are unable to
continue it if the punishment does not fit the crime?

Msz. StarTz. I would assume that the committee and others
might want to look at the statutes as well as the rules and regula-
tions that are imposed. '

Mr. StennoLM. I guess that is my next question. Is there a need
for improvement in the statute that deals with this type of crime,
in your opinion?

Mr. Startz. Let me preface this by saying I am not commenting
on any specific bill that may be pending or will be pending. But
everything possible should be done to make sure that someone who
has been convicted on mail fraud cannot go out and do the same
thing again. ’

The statute ought to be strengthened in every possible way to
prevent that.

Mr. StENnHOLM. In your opinion, why do you believe that the mail
order business has the bad record of shipments and deliveries and
refunds? What is the cause of that?

Mr. StarTz. I think that there are a lot of causes of it. One of the
causes is that there are a lot of companies inn the mail order
industry who have not shown the same public presence and con-
cern about the American consumer as many other companies in
other industries do. This rubs off on the so-called reputable compa-
nies which have shown that concern.

Second, the American consumer, who is located in Washington,
D.C., and buys from a Los Angeles mail order firm, really can only
deal long distance with that firm, and it is much easier to give him
the run around.

We met just last week with the president and other representa-
tives of the Direct Mail Marketing Association, who recognized the
importance of the problem. We hope to work with them in trying
to get it ameliorated at the very least. So there are quite a number
of reasons for this increase, it seems to me.

I hesitate to mention that one of the possible reasons is that
there are sometimes delays in mail which causes some of the mail
order problems.

Mr. StenrHOLM. Thank you. No further questions.

9

Mr. HANLEY. Mr. Startz, have you had many instances called to
your attention where businesses were instituted as direct mail
businesses, were in existence for a relatively short period of time,
and then went out of business and generally you received com-
plaints from people who responded, sent money in?

Mr. StarTtz. Yes, Mr. Chairman, that is a significant problem.
Following your own line of reasoning a little bit earlier, it seems to
me that there may well be in some of these cases evidence of intent
to defraud as a possibility.

While it is apparent that there are many companies which do go
bankrupt, I suppose most companies that go bankrupt basically
because of bad business practices rather than intent surely, par-
ticularly where a business goes out of business pretty quickly and
leaves American consumers stranded, and particularly if the same
principals then go into another business, there is some fairly clear
evidence.

Mr. HaNLEY. Have you encountered that sort of situation where
this particular business goes defunct, you do get complaints, and
then subsequently a new business is instituted and you find that
those who have instituted it are essentially the same principals
who once headed up the first business?

Mr. StarTZ. Yes, we have, Mr, Chairman.

Mr. HanrEY. You do find that.

Mr. STARTZ. Yes.

Mr. HANLEY. Mr. Cavanaugh. ,

Mr. CavaNauGH. Thank you, Mr. Chairman.

My unde: standing is that the Better Business Bureaus does seek
to expose by advertising or public notoriety unethical fraudulent
business practices. ,

You indicate you were subject to a lawsuit in Syracuse. Was that
as a result of those types of activities?

Mr. StarTz. Yes, it was.

Mr. CavaNAUGH. Does that give pause to the Better Business
Bureau to continue to advise the public?

Mr. StarTz. No. It doesn’t give us pause at all. As a matter of
fact, the easiest way for us to avoid lawsuits is to put a lock on our
doors and not do what we are set up to do, but the one thing that it
does do, and rightfully so, is to make sure that we have the facts
and the proper backup before we characterize any business or
individual as being fraudulent, phony or not in the public interest.

Generally, we don’t even do that. What we do is simply issue a
report or sometimes a news release that states the facts of what
has been happening so that the consumer can make up his or her
own mind.

Mr. CAvANAUGH. You are the only entity that does that.

Mr. StarTtz. I don't know whether that is correct. We think we
probably are the only self-regulatory body that answers consumers
not only about business practices generally but when they call
about a specific company. We will tell the consumer how long the
company has been in business, what the complaint picture looks
like, whether the company has resolved the complaint satisfactori-
ly or not and whether there have been governmental actions, what
they have been.
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Mr. CavanaucH. Do you have any direct mail businesses who
are members or subscribers of the Better Business Bureau?

Mr. StarTZ. When you say the Better Business Bureau, there are
146 of them around the country. I do not know how many there are
which are members. I do know that there are very few mail order
companies which are members. '

Mr. CavaNauGH. You have indicated that you have just begun
some negotiations—what is the name of the national organization?

Mr. Startz. We invited the president of the Direct Mail Market-
ing Association, which is the trade group of mail order companies,
to a several hour discussion last week, to try to figure out how we
are going to handle these problems better than they have been
handled in the past. .

.Mr. CavaNavugH. Did they have any specific recommendations
for cleaning up their own industry?

Mr. Startz. Well, I am sure that they do but it hasn’t gotten to
that point as far as cooperation between the two groups are con-
cerned, but I would think that the president of the Direct Mail
Marketing Association can speak better to that than I can.

Mr. CavaNaUGH. Thank you, Mr. Chairman.

Mr. HANLEY. Mrs. Spellman.

Mrs. SPELLMAN. I hesitate to ask questions for fear they have
already been asked. Stop me if I am repeating so I can check the
record.

Is the frequency of complaints about mail order companies far
greater than those of the normal business?

Mr. StarTz. Yes. Mail order complaints lead the list of the 87
different categories that we keep statistics on, and one of the
reasons I think for my having been invited by the chairman, was
an article in the New York Times quoting our statistics showing
that not only do they lead the list but the tremendous upsurge in
complaints during the first 6 months of this year.

Mrs. SPELLMAN. I don’'t know whether mail order firms can be
singled out but if they could be, would it make sense for them to
have to post a bond to take care of the going-out-of-business types?

Mr. StarTz. I don’t think I could answer that question at this

oint.

P Mrs. SPELLMAN. If I wanted to know something about a firm that
is operating out of San Francisco, could I call the local Better
Business Bureau? Do you have a network?

Mr. StarTz. Yes. We have a network and they would find out for

ou. :

Y Mrs. SpELLMAN. I think I will hold off at that point.- Thank you
very much, Mr. Chairman.

Mr. HaNLEY. Thank you, Mrs. Spellman.

Mr. Taylor.

Mr. TAYLOR. Thank you, Mr. Chairman.

Mr. Startz, i am sorry that I was unavoidakly delayed getting
here to hear your testimony. I will look forward to reading it. I just
would like to say I appreciate very much the Council of Better
Business Bureaus and what your organization has done on a volun-
tary basis to protect the consumers in this country.

I think you are one of the first consumer advocates and first
consumer protective groups we had in this Nation. I know over the
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years you have an enviable record of service to not only consumers
but to legitimate businesses in this Nation, and I want to thank
you very much for your taking the time to be with our subcommit-
tee this morning.

Mr. StarTz. Thank you, Congressman.
thMrS. SpELLMAN. Mr. Chairman, I do recall there was one other

ing.

Mr. HANLEY. Mrs. Spellman.

Mrs. SpeELLMAN. I dare say you already have been asked about
the work-at-home schemes. Of all the ‘people who can least afford
to be fleeced it is those people who are trying to pick up a little
extra money by working at home. I guess most of the schemes are
phony, aren’t they?

Mr. Startz. Well, most of them are phony, without question. I
think I had indicated a little earlier in my testimony that most of
these do not lend themselves to self-regulation. As the result of our
investigation of approximately 60 of them, wherever they show
fraud we will be in touch with the postal inspectors rather than
trying to deal with this on a voluntary basis.

To me this kind of fraud is a particularly unconscionable one. I
have seen a lot of them over the years, starting back when I was
on Governor Harriman’s staff as deputy to the first consumer
counsel of the country. I have seen many of these consumer-type
problen}s but this type, while it may not be a really large sum of
money involved, the people upon whom it preys needs that amount
of money and they don’t need the false hope of being able to make
a lot of money when they are not going to.
tth)s. SPELLMAN. They advertise in various publications, don’t

ey’

Mr. Startz. Yes, they do.

Mrs. SPELLMAN. Can’t the publication be held liable?

Mr. Starrz. I rather doubt that. I am not an attorney; but
normally a publication is not liable.

By the way, not only do they advertise in publications but the
mails ace flooded with direct mail promotions of work-at-home
schemes. ’

flglrs{: SPELLMAN. It seems to me we ought to be able to take care
of that.

Mr. Startz. I would think so.

Mrs. SpELLMAN. Thank you, Mr. Chairman.

Mr. HanLEy. Thank you, Mrs. Spellman.

Is it a fair statement to say that by and large most of the direct
mail merchandisers are responsible entities? :

Mr. Starrz. Mr. Chairman, I don’t think there is any question
about that. The great majority of direct mail entrepreneurs are
completely responsible. Those are not the companies about which
we get all of these complaints. As I indicated to you earlier—and I
don’t have the figures; I am sure others who will testify do—the
amount of business that is done by mail is a huge one and, second,
mail order cuts across all product lines. We are not talking about
complaints about one or two products. We are talking about all
product lines.

So it is almost like saying that we ought to compare the number
of mail order complaints to all complaints in stores our people find.
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But to me that kind of comparison is not necessary. I am gurely
not here to blast the mail order industry. It is a reputable industry.
But I am here to indicate there is a serious problem due to an
upsurge of complaints, and that here is what some of the specific
problems are in terms of types of complaints, and we are going to
do our best in the private sector to try to do something about them,
and I am sure that the Government, through the pest office and
other agencies, will be doing likewise.

Mr. HANLEY. Are there any further questions? _

If not, Mr. Startz, in behalf of the committee, our deep apprecia-
tion for your appearance here this morning. You have contributed
measurably. Thank you.

Mr. Startz. Thank you, Mr. Chairman. -

Mr. HaNLEY. Our next witness is Mr. Kenneth H. Fletcher, Dep-
uty Chief Postal Inspector of the United States Postal Inspection
Service.

Mr. Fletcher, we are delighted to have you with us this morning.
If I may take the liberty of congratulating you in advance, I
understand that come the 17th day of this month you will drop the
word deputy in association with your title and become the Chief
Ingpector.

STATEMENT OF KENNETH H. FLETCHER, DEPUTY CHIEF POST-
AL INSPECTOR, U.S. POSTAL INSPECTION SERVICE, ACCOM-
PANIED BY GEORGE DAVIS, ASSISTANT GENERAL COUNSEL,
CONSUMER PROTECTION DIVISION, LAW DEPARTMENT, U.S.
POSTAL SERVICE

Mr. FLercHER. Thank you very much. :

Mr. HanpLEy. With that thought in mind, my heartiest congratu-
lations. We are delighted to have you here and if, for the purpose
of the record, you would introduce your associate.

Mr. FLercHER. Thank you.

As the chairman has indicated, I am Kenneth H. Fletcher, the
Deputy Chief Postal Inspector. With me this morning is George
Davis, who heads the Consumer Protection Division of the Law
Department of the Postal Service.

Mr. HANLEY. Mr. Davis, nice to have you with us.

Mr. Davis. Thank you, Mr. Chairman.

Mr. HanLEY. If you will proceed.

Mr. FLercHER. Thank you.

Mr. HanrLEY. Thank you. ‘

Mr. FLETCHER. I appreciate the opportunity to appear before the
subcommittee this morning to discuss mail fraud. I would like to
begin by telling about the overall duties and responsibilities of the
Postal Inspection Service before I outline our efforts to combat
mail fraud.

The Postal Inspection Service is the investigative arm of the U.S.
Postal- Service. We are the oldest Federal investigative agency in
the country, with investigative jurisdiction over all violations of
Federal criminal laws relating to the Postal Service. The postal

- crimes with which the Inspection Service must contend fall into

two broad categories: First, those actions which involve a criminal
attack upon the Postal Service or its employees, such as armed
robberies, burglaries, theft of mail, and assaults on postal employ-
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ees; and second, those which involve criminal misuse of the postal
system itself, such as the mailing of bombs or pornography and, of
course, mail fraud. ,

The magnitude of these responsibilities is in direct proportion to
the size of the Postal Service itself, which last year handled just
under a hundred billion pieces of mail, and has about 650,000
postal employees, over 40,000 postal facilities, and cash receipts of
around $22 billion. ‘

The Inspection Service also has the functions of performing the
internal audits in the Postal Service and providing protection to
postal facilities and postal employees. To meet all of these responsi-
bilities, the Inspection ‘Service has a nationwide complement of
about 2,900 postal inspectors; a uniformed postal security force of
approximately 2,500 people, and a variety of other support and
administrative personnel, including five crime laboratories strategi-
cally located throughout the United States. Our overall comple-
ment is about 5,500 people.

With that brief background, let me move to outlining our activi-
ties in the area of mail fraud. The mail fraud statute, title 18, U.S.
Code, section 1341, was enacted in 1872 as a Federal effort to
protect the public from the far-reaching schemes of swindlers using
the ma*::. *» their fraudulent operations. Prior to the passage of the
mai! it statute, which is certainly one of this Nation’s oldest
const. ‘+»i 'protection laws, con artists used the mails to swindle
people tnroughout the land, virtually safe from prosecution be-
cause local law enforcement officials were unable to obtain jurisdic-
tion over the distant swindler. .

The mail fraud statute is, at its essence, quite simple, and yet at
the same time quite broad in its application. It states that ‘“whoev-
er having devised or intending to devise any scheme or artifice to
defraud, or for obtaining money or property by means of false or
fraudulent pretenses, representations or promises,” uses the mails
for the “purpose of executing or attempting to execute such
scheme,” is guilty of mail fraud. Use of the mail includes not only
mailing by the fraudulent operator to execute the scheme but also
any actions which would cause other people to use the mails, such
as by mailing in orders. Co

As interpreted by the courts over the years, this relatively simple
statute has proven to be very effective in dealing with a broad
variety of frauds. In the over 100 years that the Inspection Service
has been enforcing this statute, it has easily kept pace with new
schemes and the resurgence of old schemes.

In addition to more traditional mail fraud schemes involving
misrepresentations of products sold through the mails, or the fail-
ure to furnish products sold through the mails, the mail fraud
statute has been used to prosecute complex financial swindles, a
wide variety of investment frauds, insurance swindles, land frauds,
advance fee frauds, credit card frauds, phony job opportunity
schemes, diploma mills, phony solicitation operations, and even
political corruption cases. The key to all of these cases is simply
the use of the mails in the furtherarce or in the execution of these
schemes. \»\

There is today increasing empliasis on white-collar crime, both
within the law enforcement community and among the public at
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large. Any effort to place a dollar value on the amount of white-
collar crime in its many forms, or fraud in general, is at best a
guess, the size of the estimated loss being dependent upon a variety
of assumptions. :

Notwithstanding the uncertainty over the exact magnitude of
the problem, there is no doubt that it is a serious problem which
deserves serious attention. During the fiscal year which ended
September 30, 1979, the Inspection Service received approximately
195,000 complaints alleging mail fraud, conducted nearly 5,500
such investigations and effected over 2,300 arrests.

This year, fiscal year 1980, the Inspection Service will be concen-
trating on those mail fraud schemes which most affect the elderly,
the disadvantaged, and minorities; those fraudulent schemes in-
volving medical quackery, and of course fraudulent schemes direct-
ed against the Postal Service.

On September 19, 1979, Postmaster General Bolger announced
that the Postal Inspection Service would be initiating a new con-
sumer protection program during the coming year.

In brief, this program will involve an effort by the Postal Inspec-
tion Service to alert the public to mail fraud schemes that may be
on the rise across the country in an attempt to protect the public
from being swindled by these schemes. We feel that the Inspection
Service is in a unique position to do this by virtue of the fact that
we already receive complaints from the public concerning these
alleged mail fraud schemes, and over the years have built up
liaison with other consumer protection groups—Federal, State, and
local, and, I might add, especially the Better Business Bureau.

In addition to attempting to protect the public from being victim-
ized by these schemes in the first place, we feel the program will
help us to more quickly receive complaints from the public and
thus be in a position to take faster action.

As I mentioned, we are targeting specific areas of mail fraud
during this fiscal year. Typical of cases which affect senior citizens
on fixed incomes, those who are shut in, or others who are disad-
vantaged, are the work-at-home schemes. Victims are enticed by
the prospect of earning additional income through some type of
work which they can do within their own home. The endeavor may
range from addressing envelopes to knitting baby clothes which the
promoter guarantees to buy back. Unfortunately, in all too many
cases, the promises of additional income never materialize and the
fees paid to the promoters are never recovered.

An example of such a scheme was one recently operated out of
Syracuse, N.Y., by an individual who offered to set people up in
their own mail order business in the comfort of their own homes.
We have a poster here, Mr. Chairman, to my immediate right. For
investments which averaged in excess of $100, and ranged on up to
$7,000 in one case, the victims received a supply of proven circulars
advertising a book written by the promoter, envelopes, and a guar-
anteed list of mail order buyers. All the homeworker supposedly

had to do was mail out the material and wait for the money to roll

in.
The victims of the scheme had been guaranteed a minimum
return of $3,000 within 30 days by using the promoter’s proven
sales methods. However, most made no more than a handful of
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sales and lost their entire investment. Thousands of persons were
victimized and losses totaled in excess of $1 million. The operator
was indicted in July of this year on 34 counts of mail fraud and
was found guilty of all charges on October 3.

While we feel criminal action such as in this case will serve as a
deterrent to future operators, the fact remains that the victims of
the scheme still lost their investment. The ideal solution is, of
course, to prevent the individual from being victimized in the first
place. To this end we are testing a pilot program whereby we, the
Inspection Service, place advertisements in publications normally
utilized by the operators of this type of scheme. These advertise-
ments contain wording typical of fraudulent work-at-home offers
and use a fictitious firm name. Persons responding to the ad are
those who are most susceptible to being exploited by this type of
blatant scheme.

We send these individuals a letter from the inspector in charge
of that division, together with their postage, pointing out some of
the warning signs that they should look for in reviewing to this
type of proposal. We have reached several hundred potential vic-
tims during our test period and the response has been very favora-
ble. While we have no definite statistics, I am sure we have pre-
vented a good number of these individuals from becoming victim-
ized by a similar scheme. It is likely we will be implementing this
program on a nationwide basis in the near future.

Medical fraud is another area of concern and one that has been
with us for a leng period of time. That concern extends beyond the
advertisement for products such as alleged cancer cures which hold
a real potential for harm to the victim and which we have and will
continue to vigorously prosecute.

Our years of dealing with the problem of medical fraud have led
us to believe that a great portion of this fraud is perpetrated and
controlled by a rather small number of enterprising operators.
Investigative efforts are being directed at these individuals and we
feel these efforts will be productive. In fact, just last month a
Federal grand jury at Memphis indicted 6 individuals on 100
counts of mail fraud. That indictment alleges a scheme to defraud
over 7,000 individuals through the sale of a worthless diet pill.

A growing problem area that is receiving investigative attention
by the Postal Inspection Service today relates to the broad area of
investment swindles. This encompasses a variety of schemes, in-
cluding fraudulent franchise operations, investments in coins and
gems, land sales, animal breeding schemes, and a host of. others.

We feel that the increase in investment-related schemes has a
relationship to the economic situation of today. During times of
inflation people are looking to invest their savings in ways that
will keep up with inflation. Those on fixed or low incomes are
seeking ways to supplement that income. ‘

Often the victims of these schemes are the people hardest hit by
inflation. We frequently find that the victims are elderly people
who have been persuaded to invest their nest eggs. Obviously,
there are many legitimate investment opportunities available in all
of the areas that I mentioned earlier and the preponderance of
these opportunities are legitimate. However, this only serves to
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give the mail fraud operator a better climate within which to
conduct his fraudulent promotion.

A scheme typical of this type swindle was conducted by two
Denver, Colo., men who offered worm-growing franchises under a
variety of firm names. We have a poster on this also, Mr. Chairman;
to my left. They misrepresented the profit potential of such a
venture by saying that one could make up to $1,200 a month
growing earthworms at home. They also made many misrepresen-
tations concerning the growing methods that could be used.

For example, they said that the use of cardboard bins was the
most effective way of getting earthworms to grow fast and large.
But the most significant misrepresentations were made concerning
the available market. They stated demand for earthworms far ex-
ceeded the supply, both here and abroad. The promoters main-
tained that there were unlimited markets for earthworms, includ-
ing land reclamation, sewage sludge control, research projects, or-
ganic waste conversion, organic gardening, food supplements, and
fish bait.

They further represented that one of their companies was estab-
lished in these markets and desperately needed people to grow
earthworms to sell to these markets. They actually did buy some of
the earthworms back from some of the victims. However, the only
use to which they put them was to sell the earthworms to other
victims.

Based on these misrepresentations, the two operators of this
scheme persuaded over 1,300 people to invest amounts ranging
from $825 to more than $8,400, depending on the size of the pack-
age offered. The total known loss to the public was over $2 million.
?oth men entered guilty pleas to mail fraud counts on September

On September 18, 1979, four individuals were indicted in Tennes-
see for operating a similar worm-farm scheme. Alleged losses in
ghat case totaled almost $3.5 million and involved over 2,000 vic-
ims.

In another investment type investigation recently concluded,
three men in Dallas, Tex., entered pleas of guilty on August 10,
1979, to mail fraud in connection with the operation of a restau-
rant franchise scheme. From August 1 to December 12, 1978, the
operators of this scheme obtained more than $700,000 from at least
100 people who were promised 20-percent ownership in a restau-
rant and a position of manager at a salary of $24,000 per year,
neither of which promises ever materialized.

The major misrepresentations here were in connection with the
past success of similar franchises, the financing of the restaurants,
the expertise required of employees, and so on. In fact, there were
?&(t); zéc}elstait}rantsfupd&artconstruﬁtion and no financing was available.

e time of indictment these operators were receivin
$250,000 a month. P tring. about

Another area that remains a problem is that of fraudulent land
schemes. In one such classic case of land fraud, the operator pur-
chased 1,500 acres of west Texas land at $60 an acre and resold it
to investors in 5-acre parcels at $1,100 an acre or $5,500 a parcel, a
profit of $5,200 on each parcel. The operator promoted the land
through direct mail advertisements representing the land to he in
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an oil-producing area with a high agricultural potential a few miles
west of Lubbock, Tex.

We have a depiction on the far right here of some of the materi-
als that the promoter sent through the mails. The depictions in the
brochures sent through the mails were much different from photo-
graphs of what the land actually looked like, which are also dis-
played on the poster. In fact, the land is 72 miles from Lubbock,
has no agricultural potential, and is not in an oil-producing area.

The promoter was convicted and sentenced to 3 years in prison.
Two of his associates were also convicted. There has been some
reimbursement to the purchasers, but unfortunately, most will
never see their money again. -

In another type of land fraud, five people were indicated on
August 15; 1979, on mail fraud and conspiracy charges concerning
resort land in the Poconos. The misrepresentations here involve
such claims as that custom-built homes were available on l-acre
lots for a total price of $15,000. In fact, there was no intention to
build homes for that price. It was a typical bait-and-switch oper-
ation where fake claims were made to get the victim’s interest and
then pressure was applied to make the sale at a far higher price
than advertised.

As you can see, the mail fraud statute equips us well to deal with
many variations of white-collar crime. The Department of Justice
has designated white-collar crime as a top priority. Through the
establishment of economic crime enforcement units in U.S. attor-
neys’ offices in various parts of the country, the Department is
setting up the framework for vigorous enforcement of this type of
crime. The Inspection Service will continue to play a leading role
in this joint Federal effort to combat a major problem area.

In addition to the criminal mail fraud statute, the Postal Service
has available two civil statutes which the Inspection Service and
the Consumer Protection Division of the Postal Service’s Law De-
partment can use against individuals or firms whose advertise-
ments soliciting remittances through the mail are shown to contain
false representations.

Title 39, United States Code, section 3005, permits the Postmas-
ter General, after an appropriate administrative hearing, to with-
hold and return to the sender mail addressed to anyone who solic-
its moneys through false representation. The companion statute,
section 3007, makes it possible to obtain a temporary restraining
order from the U.S. district court, to withhold from delivery all of
the operator’s mail pending disposition of action in the administra-
tive proceeding.

These statutes are potentially powerful weapons, especially in
our medical fraud investigations. However, we have been hampered
in our ability to use them effectively because of the time lost in
obtaining a sample of the product by mail order. In all cases, we
must have access to a sample of the product to determine whether
it is being falsely advertised and, if so, for use in our proceeding.

A recent scheme in which the statute was effective involved
Penn-Bio Pharmacals, a trade style used by American Consumer,
Inc. I have a poster here to my immediate left. This was a weight
reduction scheme offering a soluble powdered protein and a booklet
describing the program. Representations such as “burns away more
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fat each 24 hours than if you ran 14 miles a day” were made in
newspaper and magazine advertisements offering the product for
sale by mail. Medical experts disclosed the falsity of this and other
similar representations and a mail stop order was issued.

These statutes can sometimes be effective in forcing a quick
voluntary discontinuance of the fraud, as in a recent case where
advertisements appeared for wooden crosses allegedly made from
the altar blessed by the Pope during his visit to Chicago. Quick
inquiry determined the altar was in possession of the church and
the crosses were apparently being made from a platform used
during the ceremony. When the promoter learned we were prepar-
ing to file for a temporary restraining order, he voluntarily ceased
his operation and returned all money received.

As T noted, in this type of investigation the Inspection Service
will normally make a test purchase of the product and submit it
for examination or testing to determine if misrepresentations have
been made by the promoter. In most cases, a sample must be used
as evidence to get a temporary restraining order. The process of
obtaining a test purchase is time consuming and some promoters
delay shipment of any products until the scheme has run its
course. All too frequently the mail stop order is issued after the
promoter has already received most of the money. At this point the
order does not help much.

The Inspection Service currently has no authority to compel a
firm or individual whom we believe is advertising falsely to furnish
a sample of the product upon demand. The inability to obtain this
necessary evidence to support a temporary restraining order in a
timely manner often precludes us from meeting our real objective
of putting the opreator out of business before postal customers are
victimized.

An amendment to title 39, United States Code, section 3005,
which would require a promoter to furnish a sample of advertised
products to a postal inspector upon personal demand and tender of
the advertised purchase price would greatly facilitate our efforts to
protect the consumer.

In summary, the Inspection Service will continue to play a sig-
nificant rele in insuring the postal customer can use the mails with
confidence and security. We will continue to place emphasis on
prevention through education. At the same time, however, we feel
a strong enforcement policy is vital in keeping the mails as free as
possible from fraudulent use.

As I noted, certain schemes can be attacked by utilizing civil
temporary restraining orders to halt the flow of funds, but this
action will not preclude criminal prosecution where warranted.

The bedrock of our efforts will always lie in the mail fraud
statute.

Mr. Chairman, I appreciate this opportunity to report to you on
the efforts of the Postal Service in the area of mail fraud.

N Mr. Davis and I will be happy to answer any questions you may
ave. ;

Mr. Hancey. Thank you very much, Mr. Fletcher, for your excel-
lent testimony. ;

With regard to the amendment to the statute which you suggest
on page 12 of your testimony, I believe, as you know, the commit-
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tee does have such a bill and we hope very much that we can move
with it in committee and it will indeed provide you with the tool to
better implement the intent of your division.

Going back to page 3 and the number of complaints, 195,000
complaints and about 5,500 investigations, it appears to me that in
the matter of criminal arrests they outnumbered administrative
complaints—the complaints outnumber the arrests by a ratio of 19
to 1. Could you explain?

Mr. Frerceer. We had one case last year, Mr. Chairman, with
40,000 complaints.

Mr. HANLEY. 40,000?

Mr. FLErcHer. 40,000 in a single case. So you can receive large
numbers of complaints in a single investigation. I do not think you
can really make that kind of direct comparison. In addition, some
of these complaints do not actually involve mail fraud. We do
receive a significant number of complaints each year—30 to
40,000—that we did not include in the 195,000 figure which really
do not relate to mail fraud. They concern unsatisfactory business
transactions of some sort.

To have fraud there has to be intent to defraud and so on. There
are many occasions where a business may receive more orders than
they anticipated or there may be some legitimate business reasons
for not furnishing the products on as timely a basis as expected.
We have in the past—up until about 4 years ago—advised people
that there was no mail fraud involved in these complaints and that
there was nothing we could do.

About 4 or 5 years ago, in an effort to provide some assistance to
the consumer, we set up a liaison with many of the legitimate mail
order firms across the country and now when we receive one of
these complaints, we refer it to our inspectors in the appropriate
geographic area. They contact the business about this complaint.
We have found that about 90 percent of these are adjusted on the
basis of our inquiry.

I think this relates to one of the questions posed earlier; if you
are in this area and you have a business complaint with somebody
in San Francisco, what can you do? Well, we will look into that
complaint. If it is just an unsatisfactory business transaction, we
will frequently get an adjustment of it.

Mr. HanwLey. The 40,000 complaints that you have just men-
tioned, what were the complaints in regard to?

Mr. FLETCHER. It slips my mind right now what kind of a case
that was.

Mr. HANLEY. It was a fraud?

Mr. FLErcHER. Oh, yes; it was a fraud. I believe it may have been
an offer of some merchandise. We had a case involving watches a
few years ago that was similar. We received enormous numbers of
complaints. It is Columbia Research; yes, Columbia Research.

Mr. Davis. A phony vacation scheme.

Mr. FrercHER. It was an outfit in Chicago that offered phony
vacation schemes. It advertised in many national publications and
we received 40,000 complaints on that one. , ;

Mr. HaniLEY. The conviction of the person in Syracuse, what was
the penalty in that case? :

Mr. FLETCHER. I beg your pardon?
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Mr. HaniLEy. The conviction of the person in Syracuse, what was
the penalty in that case? _

Mr. FLETcHER. The sentencing is set for November 20, Mr. Chair-
man. We have been getting some pretty good sentences, to allude
to a question asked earlier. We have been getting better sen-
tences—4, 5 years, up to as high as 10 years—in some of our cases.
I think there is a growing trend toward more effective sentencing

in white-collar crime. .
Mr. HanvLey. Now you have mentioned the need for one amend-

ment and the committee is working on that.

What other changes might you suggest to the mail fraud statute
which would make it more effective against white-collar crime?

Mr. FrLErcHER. Well, the mail fraud statute itself I think has
proven effective as it is. We have often wished we had a misde-
meanor mail fraud statute. Mail fraud is a felony and sometimes
some of the more minor cases are less attractive to some of the
Federal prosecutors. A misdemeanor statute would help us.

The proposed -revision of title 18 which is presently under study
does call for some sort of a revised misdemeanor statute. With
respect to our civil statutes, we have talked among ourselves about
some revisions, perhaps a fine in relationship to the 3005 civil
actions might be helpful.

I believe, though, that the proposal we have here to get the
product faster will be of major help to us. These are cases where
time is of the essence. Every day that goes by, additional people are
being defrauded because the mail is being delivered to them. If we
can get the product quicker, we can proceed with our injunction or
fraud order proceedings.

Mr. HANLEY. In recognition of the greatly increased number of
complaints, as evidenced in the testimony provided by the gentle-
man representative of the Better Business Bureau, it would seem
that perhaps a review of the statute would be in order. I would
invite you this morning to—now that you are about to become the
Chief Inspector—perhaps you would want to make an indepth re-
view and determine any inadequacies of the tools you presently
have. And if you deem that they are indeed inadequate, we have
some fine people on the staff who are more than willing to work
with you to draw the language of legislation which would provide

you with perhaps better tools to enable you to do a better job. I
know that you want to do the best job possible.

Mr. FLeTCHER. Yes, sir. I will consider that.

Mr. HANLEY. Mr. Taylor?

Mr. TayLor. Thank you very much.
Mr. Fletcher, thank you very much for your testimony. It was

most informative to be able to get an overview of just exactly what
the Inspection Service, Postal Inspection Service is doing and the
authority under which you operate. I want to commend you for the
fine work that you are doing.

I wonder, Mr. Fletcher, in your complaints that you receive, the
161,000 last year, what is the source of most of the complaints?
What is the conduit by which these complaints reach the Postal
Inspection Service normally? .

Mr. FLercHER. The Postal Service is fortunate in that we have a
complaint network consisting of over 40,000 postal facilities, We
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receive the majority of our complai i
: . plaints directly f; t i
either to a postal inspector’s office or on some c})’cc;gircl)lns }i:?) gub(};g
off‘“}‘(r:e w{uch forwards the complaint to us. P
e also receive complaints from the Better Busi
gﬁg various State and Federal agencies, such as th21r11§1s% Egge&i
thini{a?};iefxgiﬁlkao}faz‘}llety of Stgte and local consumer groups. But I
em we do receive directly from th i
hal:,/Ir.bTAYI(.;)R. Norma}ly if a person has a com};)Iaint or f?eerl)ut}ﬁ:;
thate tfaeglis ?(f)':‘%ci%%dlf tl;ey go tof}he local post office and report
) on i
II&r. FTLETCHER. 2rde 0 your office, is that true?
r. LAYLOR. What is the structure of i
your operatio
where these people are? Are they in the sectimal cgniir,f ago::

. ; - .
~ every sectional center have a postal inspector.

Mr. TAvLoR. Thank you very much, Mr. Fletcher. Again I want

Thank you.,
Mr. FLETCHER. Thank you.

Mr. HaNLEY. Thank you, M
Mrs. Spellman. You, Mr- Taylor.

We have a contract with the Food and Drug Administration,

ed? If we could shorten that 2 month

w}ic/} sensc’i in remitt?nces during that Is),eg(e)dv.vould protect the people
¥IS. OPELLMAN. In the Treasury Department I k

%m? tonics, all that sort of thing are sent to themn(c))vl‘lr )ge;iuml‘;sli

asis, as I understand it, before they even go on the market %:)1 be
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tested for alcohol content. The Food and Drug Administration of
course would get samples.

Could you not require that before a product goes on the market,
you get a sample? I can understand that, with some of the firms
that have a thousand items in their catalogs, this requirement
would be a problem.

Ml:. FLETCHER. The_ subject of regulatory powers of the Postal
Service came up earlier and I think it is important to distinguish

between what authority the Postal Service does and does not have -

in this regard.

We are not in a position to do some of the things that you are
referring to here. It is not within our authority to determine what
can or cannot be put into the mails, apart from certain nonmail-
able things such as bombs and explosives and similar things. Other
agencies may have the authority, such as the Food and Drug
Administration, to determine whether a product can be marketed,
not only through the mails but in other fashions. I think that the
actions you suggest would fall more within the purview of those
other agencies rather than putting the Postal Service in a position
of passing on the products being sold through the mails. I think it
would be administ: ~tively very difficult for us to do this.

Mrs. SpELLMAN. in this weight reduction scheme, for instance,
d1d-lF?ood and Drug check that product before it was offered in the
mail?

Mr. FLETCHER. Not before.

+ Mrs. SperzMAN. Are they required to?
D;\gir: FLETCHER. Not to my knowledge, but I will defer to Mr.
8.

Mr. Davis. No. Drugs of this sort which are not prescription
drugs, do not, as I understand it, come within the so-called new
drug amendments which give the Food and Drug Administration
the authority to examine the safety and efficacy of the drug before
it is marketed.

This sort of thing is not within that statutory scheme, though
there have been any number of suggestions that FDA should haye
such authority.

Mrs. SpELLMAN. It almost seems the over-the-counter items could
be even more dangerous than the prescriptions.

Mr. FLETCHER. In this sort of situation, there is not so much of a
health hazard as a question of inefficiency.

Mrs. SpELLMAN. In this case it did not work but in other cases

gsggﬁa%sl;he consumer cquld obtain an item that could cause some

Mr. FrLETCHER. That is possible, yes.

Mr. Davis. In connection with the American Consumer case, the
Postal Insgeqtlon Service worked in cooperation with the Food and
DrugkAd;mmstratlon on a case involving the sale of several things
by American Consumer which were dangerous. Through the use of
the FDA statutes and the power of the district courts, some of
those products were seized and their inventories were locked up
That is not this sort of thing. They were urine testers blood
analyzers of different sorts, that are highly dangerous:. ’

Mrs. SpELLMAN. Does you agency cover the wires and telegrams?
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Mr. FLercHER. No. If the operation involved solely a telegram it
would be fraud by wire, which would be within the FBI's jurisdic-

tion. :
Mrs. SPELLMAN. That would be FBI.

Thank you very much for your testimony. It was indeed most

enlightening.

Mr. HanpLEy. Thank you, Mrs. Spellman.

Does the statute require that the merchandise be provided with-
in a certain time frame or a refund is then in order?

Mr. FLETcHER. No, that is a regulation that was issued by the
FTC. The mail fraud statute does not address itself to that, nor do
our civil statutes. But the FTC a few years ago issued regulations
corcerning the mail order industry requiring that products should
be furnished within 30 days. I believe that is what you are refer-
ring to.

Mr. HanLEY. That is universal?

Mr. FLETCHER. Yes. And that is enforced by the FTC.

Mr. Davis I think has had a lot of dealings in connection with
that. He might enlighten us. ’

Mr. Davis. It is not universally applicable. Certain products were
excluded from the regulation, largely products which might be
subject to first amendment restrictions: Magazines are excluded, as
I recall, from the scope of that regulation.

Mr. HanpLEY. The question is, What is the penalty for violation?
Would you know that? , v '

Mr. Davis. Yes. The penalty for violation is a cease and desist
order under section 5 of the FTC Act, which declares that it is an
unfair trade practice to engage in deceptive merchandising
schemes. The basis of this regulation is the belief that the public
expects to receive mail order merchandise within a sensible period
of time, like 30 days. If they do not they have been the victims of a
deceptive trade scheme. )

Mir. HancLeY. Thank you.

Mr. Startz in his testimony complained about the time required
to process and prosecute fraud cases. Apparently it requires an
inordinate period of time to do this. Would you want to comment
on his complaint?

Mr. FrErcHER. I think there are fraud schemes and there are »

fraud schemes. Some of our very complex fraud schemes do take a
considerable amount of time to put together; some of our advance
fee swindles are complex financial frauds which do take a lot of
time. The type of schemes we are talking about today, however, do
not take that much time. We have done a few things during the
last few years to try to address this problem. ,

I agree with him, time is of the essence; the quicker we can act,
the more effective we can be in protecting the American public. We
have done the following: No 1, we have increased the amount of
time our postal inspectors are spending on our mail fraud investi-
gations by 42 percent—that is our plan for 1980—over what we
actually did in 1978. So we are putting additional people in this
area. A
No. 2, we have set as a target for our investigators 6 months to
present a case where fraud has been shown to the U.S. attorney.
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We will try to get those cases to the U.S. attorney within 6 months,
which is a reasonable time pericd. _ .,

No. 3, we have also embarked on a program with Mr. Davis’s
group to more aggressively use our civil authority under 39 U.S.C.
3005 and 3007, particularly 3007. .

If we can get the product and go to the U.S. attorney, who in
turn will get an injunction from a district judge, which means the
mail will be held pending the administrative hearing under 3005;
and if we do show that misrepresentations are present, then that
mail will be returned to the sender with the notation that it is
under a fraud order of the Postal Service. In these cases, we have
protected the public from being swindled.

This would not preclude us from proceeding with our criminal
mail fraud statute. In fact, in the Syracuse case mentioned earlier,
that is what we did. We did have a civil mail stop order issued and
did proceed criminally after it. o

Our objective in this area is to protect the American public. We
recognize that it is not adequate to simply prosecute the promoters
after the scheme has run its course. We have to do more. We have
to try to prevent the victims from being defrauded in the first
place to the extent we can. That in essence is our effort this
coming year in terms of our consumer protection program.

We are going to be using a variety of approaches, including the

- use of the media to alert the public to some schemes that are going

around. We are also looking very hard to try to come up with some
innovative ways to reach the victims themselves.

I alluded briefly to our efforts in the work-at-home scheme area.
I might elaborate on that a little bit in terms of what we did out in
Los Angeles. We placed, the Inspection Service placed, several ads
in four newspapers there—typical work-at-home type ads: “Earn
$400 to $600 per month in your own home, no investment neces-
sary, choose your own hours, this unique program will help thou-
sands like you balance their budgets,” and so on. We took them
right off some of the mail fraud schemes that we had been investi-
gating. . . .

- We received in this case 531 responses from people writing in for
this information. When we received those inquiries we sent them
back a letter and—if I might read it, it is relatively short.

- Mr. HANLEY. Please do. o

Mr. FLercHER. The letter we sent back to the people responding
to these work-at-home schemes said: .

Dear Postal Customer:

Among the responsibilities of the Postal Inspection Service is the investigation of
violations of the mail fraud statute. While the overwhelming majority of mail order
advertisers are honest, the American public still loses millions of dollars each year
through fraudulent schemes operated through the United States mails.

Since you answered the newspaper advertisement we recently ran, it is quite
possible that you could be the victim of such a scheme. It is not our intent to
discourage you from engaging in mail order business. However, we would like to

give you some warning signs you should look for before parting with your hard-
earned dollars. The Postal Inspection Service has been investigating mail fraud for

miore than 100 years, and I hope you will find these tips helpful.

1. Always remember, if it sounds too good to be true, it probably is. Claims that
you can earn unusually high income with little or no effort on your part should be
viewed with suspicion.

2. Be suspicious of advertisements which state that they will tell you how to make
money at home if you will send them a fee for this information. Thé most common

g
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‘ offering is for envelspe stuffing. When you send your money in response to these

ads, you are usually told to run a similar advertisement stating that you will tell
people how to make money at home if you will send therr-a fee. What the advertiser
is telling you is, do to others what I have done to you. Such an offering is fraud and,
if mails are used, it is mail fraud.

As you can see, we have enclosed two United States postage stamps with this
letter. This is to repay you for the postage you used in responding to our advertise-
ment. I regret that we can’t tell you how to earn $400 to $600 a month in your spare
time, but perhaps we have saved you $5 to $10. I would appreciate it if you would
pass this information on to your friends and neighbors.

If you have any further questions about schemes like this, or any other matter
you feel might be fraudulent, please drop me a line at the address shown below.

It is signed “Postal Inspector in Charge.”

. We followed up this letter with a questionnaire a month or so
later and received 197 responses, which I think is a pretty good
response out of 500. Ninety-six percent of those who responded said
that they felt that they benefited and others would benefit by this
kind of information.

We received some unsolicited comments on our questionnaires,
along these lines: “I really appreciate knowing your concern for
other people”; “I would be more aware of such scams in the fu-
ture”’; “there are many of us innocently deceived and your services
opened our eyes”’; “I was totally unaware of misuse of the mails,
please make it more known; it is important that the public be
educated in this field.”

We are going to emphasize very heavily this year trying to alert
the public to these kinds of schemes and we think this is an
approach that can be effective against them. We are quite pleased
with the results in just this one area of the country. We think by
directing our efforts at work-at-home schemes perhaps we can ef-
fectively put them out of business. These are inherently fraudulent.

Mr. HanLEYy. May I ask, do you feel that you have sufficient
personnel, particularly inspectors, to perform your mission and
attain the target that you have set? I believe you have 2,500
inspectors, is that correct? :

Mr. FLercHER. 2,000, yes, sir. We added last year in fiscal year
1979 40 additional postal inspectors for cur mail fraud investiga-
tions. We are putting another 40 on mail fraud this year, diverting
it from some of our other areas. I do feel we have enough people to
do the job.

I think that if we are successful in some of our preventive
approaches, particularly down the line, that in a year or two if we
have occasion to have anotk.er hearing I hope that we can report to
you concerning our prcgréss in putting the work-at-home type
schemes out of business. I hope that the same will be true of such
medical quackery as diet pills and bust developers. I hope we can
tell you that we have put them out of business, which in turn will
save some additional investigative time.

Mr. HaNLEY. Thank you.

Mr. Taylor.

Mr. TayLor. I have no further questions or comments.

I want to thank you very much for your taking your time to be
with our subcommittee this morning and for the contribution that
you have made in these hearings. Thank you very much.

Mr. HantEy. Thank you, Mr. Taylor. :

Mrs. Spellman.
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Mrs. SPELLMAN. When you do put these people Wh9 are engag"m
in t}fese fraudulent schemes out of bu51i1;}cess,?do they just come bacl

i ther scheme? Do you find a pattern?
Wllt{l;rélg‘)LETCHER. Some of them have. That has been a prob%{qm,
particularly in our medical quackery area. We have found, working
with George Davis’ people, that we will get a 3005 order on om;
operation and then it starts up again in another area. Becaufﬁ 0
this, we are changing our approach somewhat to go after them

iminally under the mail fraud statute. :
cr%nhl: alO)(;-count indictment I mentioned in my opening remar}l;s
concerning diet pills in Memphis—those same people operated {:1 ?c
same scheme in the Newark area and went on south. We feel ';1 a
in going after these people with both our civil and criminal author-
i oing to get their attention. o .
ltvaiz.asrsE%LMEN. Igasked the former speaker about publications 1n
which these people advertise. Is there a way to hold them responsi-

ble too? : . _
‘Mr. Fiercusr. That is a matter that has received comment and

i tion in the past. You get into some ve.ry.sigmficant first
;(;Illlzlll(frgint problemé? here. Generally I think it is a case of Jglhe
magazines involved accepting what appear to be blatantly, frau u;
lent advertisements having to police them themselves. I do no
think we czn get into a situation where we can approve advertise-
m?n:vS(;uld go back to the comment that there is a need for some
regulation on the part of the mail order industry itself. In terms of
the advertisement, that is a little tougher.

Mrs. SPELLMAN. Thank you very much.

Mr. HanLeY. Thank you, Mrs. Spellman. o \

The funding of your operation, would you say that is adequate!’

Mr. FLETCHER. Yes, sir.

Mr. Hancey. No problem in this regard? .

Mr. FLercuer. No. We received an increase, as I said, last year of
40 inspectors. The year before we added 100 1nspect0£s. I feeg vge

e adequately funded. We are trying io sharpen GuUr iccus ana &2
?nrore pz%venti}\,re work. We have been emphasizing preventive work
in all of our other areas such as mail theft, burglaries and robber-
ies: This has enabled us to move people off some of these areas and
into the current problem area, mail fraud. .

Mr. Haniey. Gentlemen, in behalf of the con_1m1ttee, our gleep
appreciation for your appearance here th:is morning. Your testimio-
ny was excellent. I reiterate what I said a bit earlier, that this
committee is anxious to work with you to assure that you have the
proper legislative tools to perform your function, toward what best
affects the national interest.

Thank you ver;:r ?ucﬁl.

. FLErcHER. Thank you.

II:II/I; FI‘ILANLEY. The heag’ing is adjourned, subject to the call of the
C}'E%Sllli'}éreupon, at 11:25 a.m., the subcommittee adjourned subject
to call.] .

[Statement submitted follows:]
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PREPARED STATEMENT OF SENATOR JOHN GLENN

Mr. Chairman, I want to commend you and the Subcommittee on Investigations
for undertaking these hearings on the problem of fraudulent mail-order schemes, a
matter which the Senate Governmental Affairs Subcommittee on Energy, Nuclear
Protiferation and Federal Services also has been examining in recent months.

Mail-order fraud is an area that generates a fairly consistent stream of consumer
complaints. And, although our examination indicates that the Postal Service, work-
ing chiefly through its Inspection Service, has done an admirable job of enforcement
in the past, its enforcement capability—especially in the area of civil enforcement—
is lacking in essential authority. The Postal Service itself is of this view, as we
know. It is also shared by other close observers, including those responsible for
consumer protection functions at the Federal Trade Commission, an agency with
overlapping jurisdiction in the area of interest advertising.

Mr. Chairman, all of us have seen the advertisements we are talking about. They
include come-ons for such things as “astounding waistline reducers” and unbeliev-
ably huge vegetables or fruit plants. Sadly, they include such things as purported
cancer cures, or other ‘‘snake-oil concoctions that the promise to cure virtually
every known disease of man and some that medical science has not heard of. And
these ads, unfortunately, do not appear only in sleazy publications sold under the
counter, or those seen by relatively few. Some of them appear in publications with
massive circulations, and in publications that enjoy the respect of their readers.

We may think of ourselves as sophisticated consumers and decide that anyone
who bites on these types of ads is a sucker who deserves to be taken. But, tragically,
there is a marketplace that works through advertising and mail orders which caters
to the desperate as well as the gullible, and which peddles dangerous as well as
worthless products. As the prosecutor in one recent criminal case observed of the
perpetrator of a phony cancer cure scheme, the man took “incredible liberties with
other people’s lives.”

I make that point in order to demonstrate that this problem of mail-order fraud
goes beyond the matter of simply protecting people who have not learned the truth
of the old maxim, “If something seems too good to be true, it probably is.”

The criminal fraud provisions of Title 18 do provide a remedy against the most
blatant, most dangerous of these operators: But criminal prosecution takes time and
does not provide sufficient deterrence. The civil remedies presently included in Title
39 dt? require, I am convinced, some strengthening in order to facilitate enforce-
ment.

It is important to understand, Mr. Chairman, that we are not talking about the
vast majority of difect mail marketers who are honest and give the consumer a fair
product at a fair price. Mail order marketing, just as it was in 1872 when Aaron
Montgomery Ward of Chicago printed his first catalogue, is an honorable trade that
has grown with Amercia and has taken on some new importance of late because it
permits consumers to shop with less expenditure of fuel. Not only does this industry
provide consumers with desired service, but I think we could agree at this juncture
that it provides ths Postal §erviceL\yith }Jlighly degirable revenue.

Howevsr, as with many honorable endeavors, there are the unprintipled few who
misuse the tools society supplies to prey on the gullible and thLe desperate. These
hearings center on the acts of those few; not the many. So, too, I hope will any
legislation that emerges. ‘

Quite frankly, Mr. Chairman, the reason I have not yet introduced legislation to
alleviate the problem of mail-order misrepresentation and fraud centers around my
concern that we not, in so legislating, expand the regulatory burden on legitimate
businesses. I say that as a Senator who believes that the time has come to reduce
the complications .of Federal regulation, and one who has joined in sponsoring
regulatory reform legislation.

Nevertheless, it is obvious that there are several aspects of the present law, which
if amended, would greatly facilitate the Postal Service’s ability to enforce the law

|2

against those relatively few operators who persist in operating misleading and -

fraudulent schemes. .

Mr. Chairman, I understand your Investigations Subcommittee and my own Sub-
committee have been, by-and-large, ploughing the same ground on this matter. We
can and should work together to achieve a proper level of effective enforcement
power without regulatory overkill. We can do it, in large part, by following existing
precedents that will give the Inspection Service the ability to quickly acquire and
assess suspect products or services offered through mail-order adverstisements, by
providing adquate subpoena power to the Service where necessary, and by providing
some measure of civil penalty adequate to discourage those unprincipled schemers
who prey upon the people. : )

Again, I congratulate this Subcommittee for its initiative, and I look forward to
working with you to resolve this problem.
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