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" FINAL BOXING REPORT
INTRODUCTION
Reprise

After reviewing a preliminary State Police assessment of New
Jersey's boxing controls and procedures, Attorney General Irwin
I. Kimmelman determined that the State Commission of
Investigation (SCI) would be the most effective vehicle for an
in-depth critique. He therefore requested in February, 1983,
that the SCI conduct such an inquiry into the state's governance
of the industry. So injurious to the public interest were the
initial findings of regulatory improprieties that the Commission
decided to move at once to expose these problems and to propose
corrective actions, postponing until a later date its final
report on other adverse conditions within the industry. In
March, 1984, the Commission issued an Interim Report on Boxing.
This report castigated New Jersey's lax controls over an enter-
prise whose gambling casino-spurred growth had "“precipitated
increasingly serious problems"™ so numerous and deletericus that
"boxing contests no longer can be conducted in this state without
breaking the law at worst or bending the rules at best." The
interim report also emphasized numercus recommendations for
administrative reforms, accompanied by this warning:

Obviously, if boxing is to remain a viable
albeit grisly form of public entertainment
an immediate legislative effort must be
made to modernize the regulatory process
and repair the corroded administrative
machinery by which the industry is
governed. The basic overall objective
must be =-- perhaps without precedent ~--
that boxing must be regulated by monitors
who put the public interest ahead of the
industry’'s.

To their credit, the Executive and the Legislative branches
responded quickly. Senator Richard J. Codey (D-Essex),
Assemblymen Buddy Fortunato (D-Essex) and William P. Schuber
(R-Bergen), and Attorney General Kimmelman expanded previous
corrective proposals to generally coincide with the SCI's broader
reform measures, By January 7, 1985, a law was enacted to
improve tax procedures and collections and by March 15, 1985, a
more comprehensive statute was enacted to impose stringent
regulatory controls designed to promote the integrity of boxing
matches, the physical safety of boxers and, above all, public
confidence in the overall conduct of the boxing industry. The
Attorney General, meanwhile, promulgated a series of new and
revised rules and regulations with the same objectives in mind.



Final Report

This Final Report reflects the predetermined shift in the
SCI's investigative focus to the incursion by organized crime
into professional boxing. The Commission regards this presence
as particularly ominous not only because of the rapacious impact
of mob influence on any activity it touches but also because of
the so-called Code of Silence by which organized crime shields
its depredations from even the most aggressive law enforcment
scrutiny. Indeed, so deep was this concern that, when the
President's Commission on Organized Crime offered its scheduled
hearings in New York City 1last June as a forum, the SCI relaxed
its traditional -- and customarily appropriate -- policy against
discussing ongoing probes. Executive Director James J. Morley.
told the federal commission that the SCI's unprecedented public
comment was required not only because its ingquiry had "confirmed
the insidious presence of organized crime to an extent that
merits instant exposure,"” but also because the hearings offered
the most appropriate sounding board for resolving problems "that
call for federal redress in cooperation with the states, rather
than state action alone.,” -

Organized Crime's Presence

The SCI noted earlier the difficulties of achieving an
effective exposure of organized crime's machinations. No
intelligent reader needs to be lectured about the sinister impact
of the mob's strongarm gluttony on various facets of the
construction, shipping, trucking, waste c¢ollection and other
essential industries despite decades of investigations at every
government level, Law enforcement monitoring of organized
crime's presence in boxing, however, has been sporadic at best
and mob interest in the sport since its revival in New Jersey as
a casino gaming industry promotional gimmick easily kept pace
with increased opportunities for profit, organized crime's
life-blood. As for the difficulty exposing organized crime's
incursion into boxing in this state, the 8CI's record of
executive session interrogations shows that, out of 70 witnesses
who appeared to testify wunder subpoena, 17 exercised their
Constitutional privilege to remain silent. ©Of those who invoked
their Fifth Amendment right, the Commission granted immunity
(after consultation with appropriate prosecutorial authorities)
to 12, and testimony, much of it evasive, subsequently was
extracted from them.

Despite memory lapses that seemed to occur only when
interrogation touched on organized crime and despite a posture of
childlike innocence, the testimony of hard-bitten promoters,
managers, trainers and other boxing specialists before the S5CI
corroborated . the penetration of boxing in this state by mobsters
and mob associates. Although, as the Commission has stated, the
probe findings offer no conclusive proof that any particular
boxer is a mob pawn or that organized crime has "fixed" prize
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fights, nonetheless the inguiry provides ample confirmation of
underworld intrusion. Indeed, as the SCI told the federal
commission:

If the same mob presence we have found in
boxing existed, for example, in profes-
sional Dbaseball or footbhall, it would
constitute a massive public scandal.

Boxing's Future

The Commission believes this report documents the presence
of organized «crime in boxing to an extent that warrants
aggressive official reaction in the public interest. The
conclusions of this report, as well as the initial SCI report,
reflect the Commission's firm belief that no human endeavor so
brutal, so susceptible to fraud and so generally degrading should
be accorded any societal standing. Since the Commission realizes
that its view that boxing should be outlawed, no matter how well
founded or intended, may not prevail, an alternative program of
reforms is also proposed -- but with great reluctance since the
Commission is convinced that professional boxing has no place in
a civilized culture., The Commission's reaction to the sport has
been influenced in part by its review of published data by
medical, legal and other authorities on the increasing physical
hazards to boxers that lax and corrupt regulatory systems have
compounded. Such expertise cannot be dismissed and will be noted
in the final section of this report on the SCI's conclusions and
recommendations.



INVESTIGATIVE RECORD
Preface

This section of the report will concentrate on what the SCI
has characterized as a malignant presence of organized crime in
the boxing industry. The record confirms an intrusion of mob
members and associates so threatening as to require that New
Jersey's emerging regulatory agency be put on notice. The
following case histories of mobbed-up participants in
professional boxing, therefore, represent an early warning to the.
new boxing control commission of scandals waiting to erupt. Some
of these episodes include references to mismatches so blatant as
to suggest that bribes dictated what are known in the industry as
"fall downs" or "dives." Such contrived exhibitions serve to
inflate the win records of more promising boxers to the point
where they might some day contend for championship titles and
huge cash rewards. The SCI's findings also demonstrate that mob
members and allies have signed contracts guaranteeing them a
portion of the future earnings of potential title contenders.

Carlo DelIuliis (Carlo Dee)

Carlo Dbeluliis of Florham Park, better known as Carlo Dee,
is a restaurateur and boxing promoter. As Mr. Dee's, Inc., he
operates the Meeting Place Restaurant in Madison, a hangout for
organized crime members and associates. He promotes boxing
exhibitions under the corporate name of Carlo Dee Enterprises. A
friend for 20 years of Andrew Licari of Livingston, a Luchese
crime family associate, he became active in professional boxing
as an early fan of boxer Bobby Czyz, in whom Licari subsequently
bought a financial interest. After a stint as a New
Jersey-licensed boxing manager, he became a licensed promoter in
June, 1982, and the following year he also hecame a licensed
matchmaker. Carlo Dee's testimony at the SCI was replete with
references to underworld figures.

Hamsho Risks Reputation

For example, Dee recalled a promotion he arranged through
Alfred Certisimo, more widely known as Al Certo, a Secaucus

tailor. A Genovese crime family associate, Certo was a
self-described booking agent for Mustafa Hamsho, a middleweight
who was regarded as a title contender. On August 16, 1984,

Hamsho, only two months before he was to battle Marvelous Marvin
Hagler for the world middleweight title at Madison Sguare Garden,
appeared at the Ice World arena in Totowa for an exhibition of
sparring with two little-known boxers under the auspices of Carlo
Dee Enterprises. That Hamsho risked injuries that might have
affected his performance in a championship bout worth hundreds of
thousands of dollars to him suggests the influential clout of the
organized crime figures with whom he was associated. At that
Totowa event Dee was observed in deep discussion with Certo
during which he handed Certo a packet containing $2,000. The SCI
was curious not only about the transaction but also about why
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would risk his career at a relatively

exhibition appearance. Following are excerpts
testimony as he responded to guestions by SCI Counsel Gerard P.
Lynch about this incident:

Q.

I would like you to explain to us why, if
you were giving him {[Certo] cash that
night, what the cash was for and why it
was not entered in your records.

The sum was $2000 that I had given Al
Certo for training, the sparring partners
during the time that he was getting ready,
coming up here to the fight and going
back. It was a two-thousand-dollar fee
for the exhibition.

That was for Mustafa Hamsho's appearance?
Right.

Is there any reason why you did not enter
that in your records?

Well, I paid that right out of my pocket.
I didn't enter it for any particular
reason.

insignificant

from

Dee's

Certo was asked at the SCI about Hamsho's appearance for

Dee's exhibition.
assist Dee's promotional career,

Certo's testimony shows:

Qu
A.

Q.
A.

You were discussing "we" when you were
trying to help out Carlo Dee?
Me and Mustafa I'm talking about.

Mustafa was trying to help out Carlo Dee?
Sure. He's telling me, he asked me, "What
are we going over there for $2000?" This
is a gquy fights for his cheapest purse
that year was for 50,000. He didn't even
want to fight for that. I says, "We're
going to try to help the guy get
television," and that's what we tried to
do.

He admitted that the arrangements were made to
as the following excerpt from

The appearance of Hamsho on the Ice World card and Dee's
announcement to the ringside crowd immediately afterward that he
would have exclusive promotional rights to Hamsho indicated that
the $2,000 payment to the Genovese gang associate might well have
been a bargain. As it turned out, Hagler defeated Hamsho,

retaining his middleweight crown,

with Dee was never signed.

and the promotional c¢ontract
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Carlo Dee and Boxer Czyz

Dee's rapid progress as a promoter was exemplified recently
by the potential title contender Czyz's signing of an agreement
giving Dee exclusive promotional rights for the super middle-
weight's future bouts. This coup was achieved some months after
Dee's appearance at the SCI in March, 1985. By that time, the
Commission's investigative findings included documented proof
that the Luchese gang associate Licari and his friend, Andrew
Dembrowski of Bernardsville, held a <contract on Czyz that
guarantees them 26 percent of the boxer's earnings until November
9, 1985, and 5 percent thereafter until 1991. Although the SCI
also had proof that Dee and Licari were closely connected -- Dee
testified he has known Licari since 1965 -- the promoter's
testimony about any aspect of this long-time relationship was
suspiciously vague.

When Dee became interested in signing Czyz to a contract,
according to his testimony, he dealt with the same lawyer who
drew up the contract that gave Licari and Dembrowski 26 percent
of Czyz. When he was asked whether the lawyer himself had the
Czyz contract or was negotiating on behalf of (Czyz's owner, Dee
testified: "I really don't know who [had] the contract on Bobby
Czyz." Further, although Dee was observed by SCI agents congrat-
ulating Licari at ringside after Czyz won a bout at Ice World on
February 14, 1984, the promoter was unable to recall the inci-
dent. Throughout his SCI testimony, Dee persisted in disclaiming
any knowledge that Licari had an ownership interest in Czyz,.

Carlo Dee and the Mob

Dee testified that he knew Michael (Mad Dog) Taccetta of
Florham Park, who was described by federal authorities as an
influential soldier of the Luchese crime family in North Jersey
after the indictment and arrest of 26 members of that mob in
August, 1985. Indeed, Dee admitted he knew both Taccetta and
Licari well enough to have dined with them at the Seven Hills
Restaurant in Bloomfield. He testified he also has known a
longtime Genovese crime family soldier Daniel (Big Red) Cecere
for 30 vears and sees him almost weekly. He also recalled that
the late Genovese "capo" Angelo (Gyp) DeCarlo, Simone (Sam the
Plumber) DeCavalcante, the New Jersey crime family boss now in
semi-retirement in Florida, as well as numerous Luchese mob
members and associates were customers of his Meeting Place
Restaurant. Boxer Bobby Czyz's father once rented space at the
Meeting Place for handling his son's affairs.

Carlo Dee's Friend Licari

Licari admitted in his SCI testimony that he has known for
"a lot of years" Anthony {Tumac) Acceturo, who fled to Florida to
avoid an SCI subpoena in 1971, and who still maintains control
over the Luchese crime family's New Jersey operations. (Acceturo
was characterized as the ringleader of the Luchese gang that was
rounded up by U.S. Attorney Thomas W. Greelish's office in the
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previously noted raids in August, 1985.) Licari also confirmed a
relationship with Joseph Abate, the aging Luchese caporegime in
Atlantic City and a mediator of mob disputes. Abate once
porrowed $10,000 from Licari's Solid States Electronics company
in Bloomfield, a transaction Licari's 1long time business
associate Dembrowski recalled at the SCI:

Q. Do you know Joseph Abate, A-b-a-t-e?
A. Do I know him? HWo, sir.

0. Have you heard of him?
. The name's familiar.

A

Q. And how is it familiar?

a. How is it familiar? I think one day Mr.
Licari made him a loan from the
corporation.

Q. Can you be more specific? When? How
much? ‘

A. I don't remember. I don't know if it was
10,000 or something 1like that. I don't
remember.

Q. Wwhen was this loan given? A year ajo?
Two years ago?

A. I think it was more than that. Four,
five, six years ago. I really don't

remember exactly when.

When Licari and Dembrowski jointly contracted for a 26
percent share of Czyz's future purses in 1981, all they really
knew about ths boxer was that he was "hot at the time" and that
his father was trying to sell an interest in him. According to
their SCI testimony, the two organized crime associates did
little or no checking-up prior to making their large -- $300,000
-— financial commitment. As Licari testified, in part:

0. When you first contacted Mr. Czyz, [Sr.],
had he told vou that he was in
negotiations with other individuals for
the purchase of that contract?

A. He said he was trying to sell an interest,
but he didn't tell me who.

Q. Do you know a boxing promoter by the name
of Carleo DelIuliis, also known as Carlo
Dee? :

A, Yes, I do.

0. Did you ever ask Carlo Dee whether or not
Czyz was a worthwhile risk as far as--
A. No, not that I remember, no.

Q. Did you do any research into Bobby Czyz's
gackground prior to purchasing him?
o.
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Q. Do you know Louis Duva, or Lou Duva?
A. Well, I've heard of his name. I've seen
him.

Q. Were you aware that he was Bobby Czyz's

manager?
A, Yes,
Q. Was Mr. Duva at any time involved in or

knowledgeable about the attempted purchase
of Bobby Czyz's interest by you?
A, I never talked to Lou Duva.

Q. Whether or not you talked to him, were you
aware that he knew that you were trying to
purchase? :

A. I don't know.

0. Now, this contract calls for, in the first
paragraph, a purchase price of $300,000.
Could you tell us how you arrived at that
three-hundred-thousand-dollar figure?

A, Well, I arrived at when he says he wanted
300,006, that my share was a hundred and
fifty thousand, and I fz2lt it was worth
spending a hundred fifty thousand; that if
he got more successful, I would make -- it
would be a very good investment,

Law enforcement authorities have suspected the origins of
the $300,000 Licari and Dembrowski invested in Czyz. Whatever
the source, it was easy come-easy go. Dembrowski's testimony on
how easily he and Licari each made his §150,000 investment
decision was enlightening:

Q. When you were considering this investment
of $150,000, had you done anything to see
to it whether or not the investment was a
good investment?

A. No, sir.

Q. Had vyou attended any of Bobby Czyz's
fights before you became involved in these
negotiations?

A. No, sir.

Q. Did vyou ever check on Bobby Czyz's
background or potential for being a
champion?

A. No.

Q. Any reason why not?
A, No.
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Q. Same way you went into the electronics
business; you don't bother checking, just
went into it?

A. Yes. Well, he had 14 wins, said he had a
lot of potential, so I'm interested.

Q. Had you ever attended any boxing matches
prior to Bobby Czyz?
A. No, sir.

Q. Well, if you hadn't checked any of the
background other than that he had 14 wins,
how were you expecting to make money on
this investment?

A. Well, T guess they told us he had a good
potential and I know fighters have a good
potential, they can earn quite a bit of
meney. Doesn't take much to earn a lot of
money in the fight game.

Free Room for Mob Associate

Although he supplied some boxers for Promoter Joe Hand's
exhibition at the Atlantis casino in December, 1984, and was
listed as the "co-promoter" for his efforts, Carlo Dee testified
that he didn't sponsor a show of his own in Atlantic City until
January 13, 1985, at Resorts International. According to his
testimony, his perquisites as a promoter included the right to
dole out 25 free hotel rooms and 75 complimentary meals. One of
those "comped" was Michael (Black Mike) LaFerrara, an associate
of the DeCavalcante organized crime family. LaFerrara, another
frequent diner at the Meeting Place, was the subject of these
excerpts from Dee's testimony:

BY MR. LYNCH:

Q. You mentioned earlier a complimentary room
was given to a Michael LaFerrara. Who is
Michael LaFerrara?

A. He comes to the fights and he asked me,
you know, "Can I come down there if I
bring my girl?" I say, "If I have an
extra room, I'll give it to you." So I
waited till the last minute and I did have
it and he checked in, I think, about two
in the morning, so I just gave it to him.

Q. Who introduced you to him?
A, He had a fighter, there was a fighter in
Connecticut named Magic Starling.

Q. Who is he?

A. Starling out of Connecticut. He's a
pretty good fighter and his brother is
living down here in this area and he went
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to LaFerrara and says he wanted to be a
fighter or that he has some experience, he
had a terrific record. So this Mike
LaFerrara came to me and he says, you
know, you want to take a look at this kid,
he tells me his record is 26 and 3 or
whatever number it is. So I took him to
the gym in Parsippany and I had him spar
with a couple of kids and I told Mike,
"You're wasting your time," and, you know,
Mike would come to my fights.

Q. I'm not so sure you answered my question
how you were first introduced to Mr.
LaFerrara. Who introduced you to him?

A. Well, he would come to the restaurant. He
frequents my restaurant.

Q. Did you know that Michael LaFerrara was a
member of the DeCavalcante organized-crime
family?

a. Not to my knowledge,

Q. How many discussions have you had’' with
Mr. LaFerrara concerning boxing-related
matters over the last two years?

A, Just the Starling.

Q. That's the only discussion?

A, And every once in a while he'll, you know,
he'll ask me if there's a fighter around
that he would be interested. You know,
he, he somehow feels that there's money to
be made in the fight game, you know,
something to that effect.

Were These Fights Fixed?

A bizarre series of matches marked a Carlo Dee exhibition at
Ice World on April 26, 1984. This show was witnessed by SCI
special agents because word had leaked from Philadelphia that
so-called "divers" had been sought as opponents for at least
three of the local boxers on that night's card. The boxers who
allegedly were to be the beneficiaries of these set-ups,
according to the grapevine, were John Tizio, Pat Prisco and

Victor (Flash) Gordon. It came as no surprise to the
Commission's agents to watch all three fighters win easily and
early -- Tizio in 1:53 of the second round and Prisco in 1:30 and

Gordon in 2:41 of the first round. It alsc was no surprise that
all seven winners that night emerged from the blue corner of the
ring, the corner assigned to local favorities. These matches,
which were witnessed by the then Acting Boxing Commissioner
Robert W. Lee, subsequently became the subject of disciplinary
hearings at Lee's office. The hearings were not scheduled until

about two months after the incidents and were called only a few
days after the SCI began questioning witnesses about a secret
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switch of boxers that had occurred.

Phony Fighters

Although other peculiarities marked the Carlo Dee exhibition
monitored by SCI agents, the most flagrant impropriety was the
unannounced substitution of Glen Butts, a 24-year-old, 150-pound
Philadelphian, who had fought only three or four professional
fights -- and lost them all -~ for Alan (Al) Wilson, another
young Philadelphian, as the opponent of Pat Prisco of Madison.
Wilson, who said he quit boxing in 1979, told the SCI he had
turned down an offer by boxing manager Fred Jenkins to fight
Prisco because he was on medication but knew that his friend Glen
Butts needed money and suggested that he contact Jenkins. Wilson
said he did not know that Butts subsequently fought Prisco under
Wilson's name. Wilson testified at the SCI about the Butts-for-
Wilson substitution and submitted samples of his handwriting
which, according to State Police analysts, demonstrated that
various "Al Wilson" signatures on contracts and other documents
connected with the fight were forgeries. Wilson's testimony, in
part:

Q. Did you appear in Totowa, New Jersey, on
April 26, 19847
A. No, I did not.

Q. At this time I'm going to show you Exhibit
No. 218, which is a contract wherein Al
Wilson was to receive $300 for participa-
ting in a boxing event on April 26, 1984.
The date of this contract is March 29th,
1984, It is signed by Carlo Deluliis and
under Carlo DelIuliss' signature appears
the signature "Al Wilson." Did you sign
this contract?

A. No, I don't even write my name like that.

0. Have you ever authorized anyone else to
sign your name on this contract?

A, No, I have authorized nobody to sign my
name on nothing. WNo, I did not.

Q. Have you ever seen this contract bhefore?
A. No, I have not.

Q. I'm going to show you at this time Exhibit
No. 217. It's a fighter information
sheet. On the Boxer number 2 [section] of
the fighter information sheet the name
appears as Al Wilson. The date of this
boxer information sheet is April 26,
1984, I would like you to look at the
very bottom where it says, "Signature.”
Next to the signature, it says, "Al

Wilson."
A. Uh-huh.
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Q. Did you sign your name to this information
sheet?

A, No.

Q. Is that your handwriting?

A, No, that's not my handwriting.

Q. The Social Security number on this is
202-52-70637? 1Is that your number?

A, No, that's not my number.

Q. Did you supply that number to anyone --

A, No .

Q. I show you the date of birth on this.
Could you tell us what your date of birth
is?

A, 7/31/61.

Q. Is your date of birth 8/31/617?

a. No, it is not.

Q. Did you supply that date of birth to
anybody?

A, No, I did not.

Q. I show you the address on this., It says,
"North 25th Street, Philadelphia.” Do you
live there?

A, No.

Glen Butts's Version

Al Wilson's substitute in the bout with Prisco, Glen Butts,
said Wilson had told him he "couldn't take the fight" and that
Butts should see Fred Jenkins, who managed both Wilson and Butts,
about replacing him. Butts said Jenkins scheduled him for the
Totowa match. Once there, getting ready for the fight, Butts
contended -- contrary to the testimony of other witnesses -- that
no one asked him for his name and address, birth date or social
security number, either at the weigh-in or during his medical
examination. The only form he filled out was a "piece of paper"
~that his cousin, Kenny Butts, helped him with. His testimony on
his preparation for the c¢lash with Prisco largely confirmed the
carelessness, deliberate or otherwise, of the procedures for
checking out boxers prior to their engagements:

Q. Did you £ill out any forms where you put
name, address, and social security number
on it?

A, Right, I ~- I don't know what paper it
was, but I filled out one piece of paper
that I filled out. I only filled out one
piece of paper, which I had, I had my
cousin to help me £fill it out because--
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which cousin?
Kenny. I can't read that good.

Your cousin Kenny Butts helped you fill
out the form?
Right.

Did you fill out the form or did vou just
sign your name?

Well, he helped me fill out the form. He
-- see, he had more fights than I have and
he know more how to do that than I do, you
Know. '

Do you know what form you were filling
out? Do you know what was on the form?
NO.

Did you have a medical examination on that
date also?
Right.

When was this?

Oh, that was Jjust before the fight, 1
believe. At least around 20 minutes, 30
minutes before the fight.

When you were in the doctor's room, did
the doctor call the name Alan Wilson?
No. :

Did you sign any information under the
name of Alan Wilson when you were being
examined by the doctor?

No.

Did the doctor ever ask you what your name
was?
No.

He never asked you your name?
No. The guy took me in there, we was all
standing in line,

"I'm Not Wilson"

Throughout his intefrogation by the SCI, Butts contended he
was never told that he was to fight under Al Wilson's name and

that he

fully expected to be announced as Glen Butts,

testimony continued:

Q.

A.

Could you tell us what happened when you
got into the ring?

Okay. When I got in the ring, the crowd,
the crowd was making noise, they were

His
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cheering, you know. And the announcer,
whoever guy in the ring, he was announcing
and when he had announced me, he didn't
say my nhame, He said Wilson, you know.
And I went back to the corner, when he
told us go back to the corner, I told the
guy -- I don't know if he heard me because
I had my mouthpiece -- I didn't have the
mouthpiece. I don't know if he heard me
through the noise or what. I told him,
"I'm not Wilson, my name's Butts." He
said -- like I said, I never seen the guy
before. I thought he worked there, Like,
I'm not familiar, you know, And he said,
"Don't worry about it. We take care of

something.” Seemed 1like that what he
said. But the noise, I couldn't hear
because of the noise. He said he take
care, I thought he worked there. I

didn't know.

Q. So this was the first time that vyou
realized that you were fighting under the
name of Alan Wilson, when the ring
announcer called out Alan Wilson?

A. Right., I would have told him my name, you
know, but I didn't know. I thought the
guy worked at that.

0. After you lost you never spoke to anybody
else about your fighting under the name of
Alan Wilson? .

A, I told Al.,

Q. Al who?
A, The guy Mitchell.

Q. Al Mitchell?

A, Right. I told him that guy announce my
name wrong in the ring and he said --
well, 1like I say, he was in the room
talking to Kenny about his fight and I
told the guy who took me to the ring that
it was the wrong name and the guy said he
would take care of it. So I didn't know
if he worked it or what.

"Everybody Was Suspended"

Manager Jenkins denied any role in the secret substitution
of Butts for Wilson. He recalled the official outcome of the
incident in his SCI testimony: :

Q. Did the Athletic Commission take any
disciplinary action against you or any of
the fighters mentioned here yesterday?

A. Yeah,
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Q. What was the disciplinary action they

took?
A. He suspended me.
Q. Who else was suspended?

A, Everybody [who] was there.

Actually, Jenkins, Kenny Butts and Wilson were suspended,
but not Glen Butts. However, Jenkins was observed managing a
boxer at ringside only two days after the suspensions were
imposed. The SCI found no documented evidence that the
suspension had been lifted for Jenkins at that time.

Carlo Dee's Recollections

The SCI guestioned Carlo Dee at length about the unannounced
substitution of a boxer against middleweight Pat Prisco in April,
1984. In general, he said he 1left contractual and other
arrangements for many of his promotions to Hilliard Edmond, who
serves as Dee's assistant and, although he 1is not a 1licensed

matchmaker, sets up many matches that Dee promotes. Dee's
testimony:
0. Obviously, [some] names on the original

circular did not participate in the 2april
26th bout. For instance, Pat Prisco did
not fight Leon Fulton. He fought an Al
Wilson. How did you obtain, or how did
you discuss with Hilliard Edmond getting
Al Wilson?

A, I believe Leon Fulton was knocked out
prior to this fight, and Bob Lee says he
couldn't fight because there was a
suspension, I believe, after, or 30 days
or -- I really don't know why. he was
knocked down, but I think he lost his last
fight or he tock a fight before, a week or
so before this fight.

Q. At this point I'm going to show you what
has been marked as Exhibit 407, which is a
memorandum of agreement that you supplied
to us from your records. It is an agree-
ment that was made on the 29th day of
March, 1984, between Carlc Dee Enter-
prises, Madison, New Jersey, and Al Wilson
of Philadelphia, Pennsylvania, and he was
to fight a Pat Prisco on that date. Would
you just look at the contract and tell us
i1f your signature appears thereon, or a
copy of your signature?

A, Yes. ‘

o. And do you see the signature that appears'
underneath that?
A, Al Wilson.
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Could you tell me who signed that
signature "Al Wilson"?
I would say Al Wilson,

Did vyou have any dealings with Al Wilson
when he signed this contract?

I believe that was signed at the
preliminary weigh-in.

Did you do any investigation as a promoter
as to who Al Wilson was?
No.

Did ynu know what Al Wilson's record was
at this point? '

I probably knew at the time, but I don't
know, I couldn't tell you what it was
now. You know, again, Hilliard supplied
me with the names and told me who they
were and that's how, you know, and they
just were put on.

Now, Al Wilson appeared on the card and he
was announced as Al Wilson when the fight
took place, and he fought Pat Prisco, and
he lost by a T.K.0. in the first round.
Do you recall that?

Yes.

Do you recall whether or not there was any
discussion as to who actually 1lost that
particular fight?

I was told later on that Al Wilson didn't
fight, and it was a complete shock to me,
that somebody else who had fought in his
place. And to this day I have no idea how
that could have taken place. Now, I'm not
saying that it didn't take place. But as
far as I'm concerned or my knowledge, I
had no knowledge of this whatsoever. I
can't understand how this could have
happened because, when they sign in at the
preliminary weigh-in, they have to supply
their pictures, their license, At six
o'clock they're examined by the doctor.
He signed the check. wWell, you know, Al
Wilson signed the check. Now, how Al
Wilson did not fight and someone else had
fought, I -- you know, maybe as the
promoter I'm guilty for not actually
watching who is this, but at that point I
had no idea. And during the course of the
fight I'm not really stationary. I mean,
I'm all over. So if this took place, and
if you say Al Wilson didn't fight, and Al
Wilson says he didn't fight, I have to say
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Al Wilson didn't fight. But as far as me
having any knowledge of a fill-in or
something 1like that, I really had no
awareness of it.

Dee Quized About Butts

Carlo Dee was asked about Wilson's replacement, Glen Butts,
He persisted in disclaiming knowledge of the switch:

Q. For the record, the individual who
actually fought on that night was named-
Glen Butts.,

A. Right.

Q. He's given testimony before this
Commission that he did fight that night;
that he informed all the parties that
night that he was Glen Butts and he was
not Al Wilson, Could you tell us whether
or not Glen Butts informed you that he was
fighting under the name Glen Butts?

A. No, I never had no such conversation.

0. All right. My next question is: Did you
at any time discuss with Al Wilson that
night anything about his not being Al
Wilson and there was a mistake and his
name is Glen Butts?

A, Mo.

Nonetheless, Dee acknowledged various exhibits submitted by
Counsel Lynch, such as a registration and a bill for Al Wilson's
stay in a nearby hotel on the night of April 26, 1984, and a
Carlo Dee Enterprises check for $300 dated April 26, 1984, and
endorsed by Al Wilson. (bee testified the <c¢heck was not
negotiated but used as a receipt for the transaction}.

Alfred Certisimo (Al Certo)

This former licensed promoter and matchmaker maintains such
an active interest in boxing affairs, including service as a
"booking agent," that an impartial observer might conclude he
should be subject to licensure and is violating the law. On the
other hand, Al Certo's admitted close associations with organized
crime figures dictate that he be barred from 1licensure and, in
fact, from any professional role in the sport.

Tailor Shop Is Mob Mecca

Certo is the proprietor of the Certo Custom Tailor Shop and
co-owner with boxer Mustafa Hamsho of the Italian Cove restaurant
on Paterson Plank Road in Secaucus. Both of these establishments
are mob hangouts, particularly the tailor shop. Certo at the SCI
admitted making suits for organized crime figures, sometimes
without charge. Although his testimony under a grant of immunity
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was for the most part blatantly evasive, a tendency to become
garrulous during his SCI testimony contrasted with the usually
circumspect demeanor of underworld associates.

Gangster DiGilio's Pal

Certo's closest mob companion is John DiGilio of Bayonne, a
53-year-old Genovese crime family soldier who controls gambling,
loansharking, the waterfront rackets and other illegal pursuits
in Hudson County. DiGilio is a freguent visitor to the Certo
tailor shop, which is said to serve as his headquarters for
clandestine meetings and telephonic c¢onversations with other
gangsters. DiGilio, according to law enforcement officers who
have followed his activities, has become so astute at feigning
medical disabilties that he has won an inordinate number of
postponements as a defendant in various criminal trials. SC1
investigators, who compared their own personal observations with
those of other lawmen, are convinced that Certo's negative
comments about DiGilio's health are intended to heighten the
illusion of physical retardation that the gangster's lawyers have
promoted in state and federal courtrooms. The following excerpts
from Certo's immunized testimony at the SCI demonstrate hls close
ties with DiGilio:

Q. How often do you see John DiGilio?

A. Johnny has been my friend £for 35, 40
years. We boxed together at the same
time, the same vyears. He's a friend. I

see Johnny whenever he comes down if he
comes down., I wish he would stay out of
my place because he can be a pain in the
neck, some of the things he does, some of
the things he says, -

Q. What does he do and what does he say that
"makes you feel that he's a pain in the

neck?
A. John DiGilio, in my opinion, is a very
sick person. He's not completely well

in the head. There's a lot of things. I
mean, I don't keep them in my head. But
there was a lot, a lot of things that he
says, and 'I don't pay him much mind.

Q. How frequently is John DiGilio at your
tailor shop?

A, Once a week, twice a week, no weeks, three
times a week, It could be any time.
He'll drop in, he'll -- he has jogging

suits on, he'll come in. That's where he
could be a pain in the ass. The jogging
suit is too short, too 1long, shorten it
up. Things like that. He could 'be an
annoying guy. '
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Tailor Shop Visitors

Certo's testimony became more guarded when counsel Lynch
asked him about various mobsters whose wvisits to the Secaucus
tailor shop were known, and in a number of cases freely admitted,
to the 8CI, The following extractions from Certo's testimony
depict a typical lack of recall at the mention of such organized
crime figures as Frank Scaraggi, a Genovese gang associate;
Joseph (Pepe) LaScala and John (Moose) Marrone, Sr., Genovese
soldiers; Michael Taccetta, a Luchese mob soldier; Tino Fiumara,
a Genovese capo who ruled the Port Newark docks until he was
jailed for 20 years for extortion, as well as Thomas (Jelly
Beans) Molinaro, now of Florida, and Anthony Magonia, a close
associate of recently indicted Gambino capo Joseph Paterno:

Q. When DiGilio is at your tailor shop, does
he not have various discussions with
several individuals almost routinely?

A, I can't say routinely. Johnny DiGilio
don't make sense half of the time when he
talks. :

Q. Whnen Mr, Scaraggi comes to the tailor

shop, do you see John DiGilio and Mr.
Scaraggi walk to the rear of the tailor
shop and have discussions on several
occasions?

A. No.

Q. You don't see that?

a. There's no rear in my tailor shop.

Q. To the rear of the room that you're in.

A, There's only one room,

Q. To the rear of that room away from where
you would be.

A. I don't pay attention when there's people,
people in my place of business. If 1

happen to be busy cutting or I happen to
be busy pressing or anything, I don't, I
don't pay no mind to people.

Q. Did you ever see John DiGilio speak with
John Marrone, Sr., at the rear of the
room?

A. I only -- to the best of my knowledge, I

can't recall.

0. Did you ever see John DiGilio go to the
rear of that room and speak to Pepe
LaScala?

A, To the best of my knowledge, I can't
recall a specific time. :
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bid you ever hear John DiGilio arguing and
screaming at certain individuals while
he's inside your tailor shop?

John DiGilio argues with me and he don't
make sense.

I'm not talking about --
I never heard him holler at anybody
outside of me.

Does John DiGilio receive telephone calls
at your tailor shop on a routine basis?

To what -- to the best of my knowledge?
He gets calls, yes. But what do you mean
by "routine"? fThere's no routine. )

Have you ever got John DiGilio to come to
the phone when Pepe LaScala was on the
other end?

You know, whoever calls up for John
DiGilio doesn't say this is so and so. It
is, "Is John there?" &and he happens to be
there, I may call him. It doesn't
necessarily mean the person on the other
end identified himself or herself.

Have you ever received phone calls from
anyone for Tony Magonia while he was at
your tailor shop.?

Yeah, his wife called up.

Does John DiGilio ever talk to you about
Anthony Magonia delivering messages to him
from Joseph Paterno?

John DiGilio does not discuss things with
me outside of personal things. I don't
know what John DiGilio does, and he don't
know what I -- I'm a tailor. I Xknow
that. I don't know what he is. Whatever
he is, he don't discuss things with me.

Certo and Robert Lee

The witness recalled visits to his tailor shop by Robert

Lee, New Jersey's deputy boxing commissioner at the time.

once received clothing for which he was not
vigorously denied this), according to Certo's testimony:

Q.
A-

b

How do you know Lee?

Robert Lee I knew when he first got
involved in boxing. It goes back a few
years.

Has he been at your tailor shop?
Yes, he has.

billed

Lee
{Lee
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How often has he been at your tailor shop?
When we ran the local shows up in Embassy
Hall, he would be there,

When was the last time he was at your
tailor shop?

TwOo vears ago, a year ago.

THE CHAIRMAN: Did he ever g0 there as a
customer?

THE WITNESS: Yeah, he did.

THE CHAIRMAN: Did he -- what did you do
for him as a customer?

THE WITNESS: Alterations on suits.

THE CHAIRMAN: Did you send him a bill?
THE WITNESS: No.

THE CHAIRMAN: You did it free?

THE WITNESS: Yeah. It wasn't much. You

know, maybe the bottom of the pants or
whatever,

MR. LYNCH:

W
(¥4

FJO 2O I PO @ 10

Did you ever supply him with suits, whole
suits?
Yes.

Make a suit for him?
Yeah, I did.

How many times?
Once.

How many suits?
One.

Only once?
It wasn't even a suit. I think it was a

sport outfit.

You only did this for one suit?
To the best, to the best of my knowledge.

THE CHAIRMAN: I assume he didn't pay for
that either?

THE WITNESS: No.
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When SCI Counsel Morley guestioned Certo, he sought more
details on the sartorial gratuities Lee received:

0. It's my understanding you said that you
did give a suit to Mr. Lee without
charging him for it.

A, Right, right.

0. Did Mr. Lee approach you and ask you if he
could get a suit for free?

A, No, no. He was willing to pay. I told
him it was on the house, just give me
customers, Tell everybody where you got
your suit, that's all, period.

Q. Did any person, any person tell you not to
charge Mr. Lee for the suit?

A, No.

Q. Specifically, Mr. DiGilio. pDid  Mr.

DiGilio tell you not to charge Mr. Lee for
the suit? Yes or no.
A. No.

Q. What was the approximate value of the suit
that you gave Mr. Lee?

‘AL I don't know what I was charging at that
time. Maybe two-twenty-five. It could
have been that. A hundred and
seventy-five. I don't recall.

DiGilio Knew Apbout Testimony

Despite the witness' dJderogatory remarks about DiGilio's
health, the latter was alert enough to want to know the details
of the Certo interrogation at the SCI. Certo, who 1initially
referred to DiGilio as "a kind of a coo-coo clock," reluctantly
conceded he reported back to the mobster after his visits to the
SCI: :

THE CHAIRMAN: Did he talk to anybody
about his appearance here today?

MR. MORLEY: About coming here today and
testifying.

. Wwho did I talk to?

Yes,
Well, my wife knew I was coming.

How about Mr. DiGilio?
Yes, I did discuss it with him. I told
him I was going.

F 0O :.D'!O g
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Q. When vyou were first served with the
subpoena to appear here, that was more
than a year ago, how soon thereafter 4did
you discuss the fact that you had been
subpoenaed with John DiGilio?

4, To the best of my knowledge, I can't
recall when,

Q. When was the last time you talked to Mr.
DiGilio about being subpoenaed here or
appearing here or anything like that?

A. About this? I don't know. A week, two
weeks ago, whatever.

Legal Advice by DiGilio Aide

Certo suffered a slight memory lapse when asked if DiGilio
recommended a lawyer to accompany him to the SCI. But his recol-
lections, stirred by persistant questioning, produced the name of
Anthony Gallagher, a DiGilic friend who characterized himself
at the SCI as a "paralegal.™ Further extracts from Certo's
testimony:

Q. Did Mr. DiGilio refer you to any attorney
in connection with appearing here?
A. To the best of my knowledge, I can't

recall.

Q. Well, did anybody refer you to any
attorney?

A. Does that make --

Q. Any attorney whether --

A, What's it got to do with boxing?

Q. -— you endaged the attorney or not.

THE CHAIRMAN: Just answer the guestion.
A, Did anybody?
Q. Refer you to any attorney in connection

with your appearing here at the SCI?
A. Well, I did speak to someone, yes.

0. Who was that?
a. Tony Gallagher.

Q. And did he recommend an attorney to you?
A. Yes, he did.

Certo As A Mismatchmaker

In 1982, when Certo held New Jersey licenses as a promoter,
a matchmaker and a second, he sponsored an exhibition in which



all of the local favorites won by early knockouts over opponents
who, in most cases, were making their first public appearances as
paid fighters. These mismatches, which included a number of
boxers with criminal records, led to a dialogue between Certo and
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SCI Chairman Patterson. The testimony:

THE CHATIRMAN: Here is a card and, as I
recall the card as written, every loser
lost by a T.X.0., mostly in the first
round, one in the second round, one in the
fifth round. I believe that's true. And
do you consider that a good card?

THE WITNESS: Yes. The performance means
everything. The performance how a fighter
wins or loses. I mean if a guy just gets
hit in the knee and goes down and loses a
fight, to me that's a tank job.

THE CHAIRMAN: I think the gquestion really
is that this happened and we're not
convinced that a card of this type is good
for boxing, assuming that boxing has a
future in New Jersey, and we also noted
that most of the losers had long criminal
records, or had criminal records, and we
just were interested in your opinion as to
whether that is a good card, whether it's
a proper cross-section of boxing in New
Jersey. Does it reflect what boxing in
New Jersey 1is really 1like? and if it
doesn't reflect well on boxing in New
Jersey, what should the state do to avoid
this kind of thing?

THE WITNESS: I don't put on boxing for
the state officials. I put it on for the
fans. If the fans are satisfied, they're
going to come back. If I put on bad
shows, I ain't going to get no crowd the
next time,

Kiss of Respect

The custom -~ and gangster movie c¢liche --

several times when he met
beholden at prize fights.

jail for arson:

Q.

On August 16th, 1984, last August, there
was a boxing exhibition at Ice World.
During that time you were observed

greeting Mr. Marrone and kissing him on
both cheeks. Could you explain to us why

this form of greeting would have occurred?

of a mobster
greeting a superior with a2 kiss on each cheek was obeyed by Certo

underworld friends to whom he was
He testified about one such greeting
for the Genovese so0ldier Moose Marrone before Marrone went to
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A. Okay. If I greeted him, that's an Italian
expression, just [as] I would kiss my
brother if I seen him. I would kiss
anyone to see him,

Q. During these observations, you did not use
this form of greeting with other
individuals. In fact, you met a lot of
individuals and you did not use this type
greeting. I would like to know why on
this particular date you used this type of
a greeting with Mr. Marrone.

A. First of all, I can't recall. To the best
of my knowledge, I can't recall me kissing
him.

Q. I'm telling you you were observed doing
it. Therefore, I'm asking the questions
based on our observations.

A. I probably kiss a lot of people.

Q. Did you kiss him in deference to the fact
he was a member of organized crime?

A. Mr. Lynch, how do I identify organized
crime?

THE CHAIRMAN: The question was: did you
kiss him on both checks in deference to
his position in organized crime?

THE WITNESS: In deference, To the best
of my knowledge, I just kissed him if I
did kiss him and that's as far as it
went. I had no motivation or no thoughts
in my mind if I done that.

Hamsho's "Booking Agent”

The best boxer Certo had any connection with was Mustafo
Hamsho, a Syrian middleweight who is among the top 10 champion-
ship contenders. Certo inherited Hamshe from the latter's
former manager, Patrick (Paddy) Flood, when Flood died. Since
Certo has not had a New Jersey boxing license since 1983, the
Commission was curious about how Certo handled Hamnsho without
viclating New Jersey's regulatory reguirements:

Q. Mr., Certo, we discussed some of vyour
promotions., Now I'd like to get into some
of the boxers who you might have managed.
Let me start with: Are you a licensed
managexr in New Jersey?

A, As of now? No.

0. You indicated somewhere along the line you
picked up Mustafa Hamsho from Mr. Flood?
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Yeah. I don't have him on contract. I
don't have him on contract. I actually
book him. That's what I do.

You are not his manager?
They call me his manager, but I'm not
really his manager.

Because every report indicates you were
his manager,

Well, I kxnow, the press, the press say
that I'm his manager. But I actually do
the booking for him. He says...I have no
contract with him.

Have you ever indicated to anyone that you
were his manager?
Ch, yeah, probably so.

And why would you indicate you were his
manager if yvou're not his manager?

What are you going to go through a big
story with everybody? "Yeah, I'm his
manager, you know." You know what a
manager gets, thirty-three and a third. I
don't get no thirty-three and a third.
That's a manager's fee.

What do you get? _
If I get ten percent, it's a lot.

Well, do you have any agreement with him?
Yeah, verbal agreement.

Are you negotiating any of the fight
promotions or had you been negotiating any
of the fight promotions for Mustafa
Hamsho?

Yes,

Were you acting as a matchmaker at that
point?

You mean when I took over Mustafa you're
talking about?

Yes.
Was I? No. I don't hold a license as a
matchmaker.

You don't hold that any more either?
I don't hold it as a promoter either.

Right now you have no license in New
Jersey, everything has lapsed?
I think so, yeah.
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Another Lopsided Match

One of Certo's "promotions,"™ at the Embassy Hall
featured a boxer who had never worn boxing gloves until

Bergen,
two weeks before the fight, his first. Certo was asked about

this:

gloves for the first time was the victim,

Qu

Let me take a particular card we also
looked at. On September 21, 1982, you put
on a boxing card at Embassy Hall in North
Bergen. On that night Thomas Champion had
his pro debut against a Tim Broady, who
had a two and 0 record? Thomas Champion
was contacted by this office and indicated
he never fought before and never put on
boxing gloves until two weeks before this
fight. He lost on a first-round T.K.O.
Who was the manager?

We don't [know] the manager offhand.
That*s who I deal with, the manager.

THE CHAIRMAN: When a manager comes to you
and says I've got a fighter for this
particular bout and ‘he's won everything,
do you ever check to see whether he won
everything or do you take the word of the
manager?

THE WITNESS: First of all, vyou're
supposed to =-- I take the word of the
manager because the people you deal with,
they're supposed to be reliable people.
So that ==

THE CHAIRMAN: You don't go beyond that?

THE WITNESS: That's right.

Another Neophyte Trounced

in North

In another mismatch, in 1982, in which a boxer who put on

might,

Q.

or might not,
appeared on the contractual agreement,
that such a lopsided pairing often could not bhe helped:

All right. This was another fight that
took place on March 2nd, 1982, Ben Mirado,
whose real name is Joe Pandorf fought Joe
Risoli.

Certo testified that he

have signed his and all other names that
Certo again c¢ontended
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mismatch,
since deceased,

Q.
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all right. Well, Ben Mirado, or Joe
Pandorf, lost on that date by a
first-round T.K.O. We have interviewed

Mr. Pandorf and he indicated to us that he
had never put on boxing gloves in his life
and two weeks before his event he decided
he would train for it just to 1learn what
to do in boxing, and he lost by a
first-round T.K.0. to Joe Riscli, who
appeared to be a regular on your boxing
cards, and I would 1like to know why this
could have happened.

Again, it goes back to my, you know, when
I make a match, I make it to my best
ability thinking that it's going to be a
good fight and that's as far as I could --
to make a match, not knowing anything
about a fighter. I don't know everything
about a fighter. I'm not Jesus Christ,
you know, I know everything. Even the 40
years I have 1in boxing, I can't know
everybody's background. Everybody comes
intoc me and wants to fight, he's telling
me the truth? How do I know that? How do
you find this out? They should ban
boxing, anyhow. 1It's a crazy sport.

in 1980, with John (Mcose) Marrone's son,

Mr. Certo, we are again going to ask you
several questions on the records that we
obtained from the Athletic Commissioner,
and one of them indicates a fight that
took place on December 27, 1980, in North
Bergen between a John Passante who fought
John Marrone, Jr. Mr. Passante lost on a
first-round T.K.O. We interviewed Mr.
Passante. He indicated he trained sporad-
ically out of the Hoboken Gym but really
had no experience, but that you yourself
selected him to fight John Marrone that
night. I would like to know if that's
true and why that happened.

Yeah, well, you see, a matchmaker goes to

gyms. That's how he knows fighters,
okay? And you don't -~ again, you don't
make fights according to records.
Ability. You see a guy -- if I thought

that he was a capable opponent, that's how
I make my matches.

Lynch referred to yet another Certo-"promoted”

According to the younger Marrone's record,

won all of his first half-dozen bouts with knockouts,
three of which were in the first round. The testimony continued:

at least
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THE CHAIRMAN: The question is: Can a
person who's never had any fighting
experience learn enough in two weeks to be
able to get into the ring and put up any
kind of a showing?

THE WITNESS: If a guy has natural
ability, he could do it. It only takes
one punch to win a fight. That's all it
takes. Let me tell you something, Joe
Frazier only had one hand and he won the
heavyweight champlon of the world with one
hang.

THE CHAIRMAN: He had a lot more
experience than two weeks.

Barry Shapiro

This longtime organized crime associate became active in
boxing for the first time in 1984, when he was licensed in New
Jersey and Pennsylvania as a manager. Despite his lack of
experience, by the time he gave immunized testimony at the SCI in
April, 1985, he had, according to his own figures, "invested as
much as $150,000 in the sport," centering most of his action at
the Shapiro-owned Champs Camp training gym in Philadelphia.

Scrap Metal Provides Boxing Funds

Shapiro told the SCI that a scrap metal business, KDB, Inc.,
a family trust in which his brother, Kenny, has a 75 percent
interest and he has 25 percent, finances all of his boxing
activities. It is significant, therefore, that Barry Shapiro's
primary source for boxing funds, Kenny Shapiro, is closely
identified with major mob figures by the State Police and is even
more precisely labeled by federal authorities as an "agent" for
the mob headed by Nicodemo (Little Nicky) Scarfo of Atlantic
City. Ken Shapiro refused to answer guestions at the 8CI,
claiming his constitutional privilege against self-incrimina-
tion. Barry Shapiro was asked at the SCI about hls brother's
role in his boxing affairs:

Q. What is your current occupation?
A. I'm in the scrap business and I'm also a

manager of fighters.

Q. Could you give us the name of the scrap
business that you're involved with?
A. It's listed -- it's KDB, Inc.

0. And 1is KDB, Inc. a successor to another
scrap-metal corporat10n7
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We've been in the scrap business for quite
a few years. Yes, it used to be Ken
Shapiro Enterprises.

Are you and Kenny egual partners in the
KDB?
No.

What's the relationship in KDB?
It backs up to a trust. The trust owns
KBD. '

Okay. What is your financial benefit?
Twenty-five percent.

And Kenny gets 757
His family, not Xenny, his family.

* X %k

You mentioned earlier Kenny Shapiro is

your brother. Does he have any interest
in your boxing business?
Only financial.

And what type of financial interest? You
indicated you have a hundred fifty
thousand dollars into it. Iis he part of
that hundred fifty thousand?

Yes, yes.

Does he have an agreement where you're
going to pay him back so much on the
dollar or is he deoing it out of the
goodness of his heart?

It's strictly that we're together and if
it makes money, we'll make money. If it
loses money, we lose money, period.

So, then, in effect, you're paftners in
the financial end?
On the financial.

Is he a licensed manager at all?
No, no.

We have on numerous occasions observed
your brother [Kenny] in training camps and
in the dressing rooms of boxers. Does.he
have any particular interest in a boxer?
He's a fight fan. I'm not.

Does your brother assist you financially
in most of your operations?
Yes.
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Q. In boxing?

A. But it's a company, not Kenny personally
doing anything. It's KDB who assists.
The money comes down to —- it's earned in
and we use it.

Q. KDB is the main financial source or the
backing for the boxing enterprise?
A. That's correct.

Q. what does your brother do with boxing?
a. Just roots me on and hopes I make money
with it. That's all he does.

Barry Shapiro's Mob Connections

Barry Shapiro, testifying under immunity, told the SCI that
he knows Scarfo and has explored business opportunities with the
gang leader's Atlantic City-based construction company, Scarf,
Inc., through Scarfo's confidant Philip Leconetti. Barry Shapiro
also disclosed his many business and social contacts with other
mobsters in the Scarfo gang, including the brothers Salvatore
(Chucky) and Lawrence (Yogi) Merlino, underboss and soldier
respectively.

A number of Barry Shapiro's mob contacts had their origins
at a company called Sea Tex, in Atlantic City, which he and
certain other principals created to speculate in land deals in
the gambling casino metropolis. The Sea Tex office, Barry
Shapiro testified, was where he first met the Bruno gang boss
Scarfo:

Q. Do you know Nicodemo Scarfo?
A, Yes, I know the name.

Q. Could you tell us how you first met
Nicodemo Scarfo?
A. I met him in Sea Tex in Atlantic City.

Q. ... Could you tell us under what
circumstances Mr. Scarfo would have been
at Sea Tex? '

A, He was coming in to see my brother.

Q. And when you say your brother, you're
referring to Renny?
A. Ken’ Uh—huh.

Q. And were you introduced to him?
A, Yes.

Q. And what was the purpose of him coming in
to see your brother Kenny?

A. I have no idea.
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Shapiro's Swift Boxing Expansion

Although his official entry into boxing took place as
recently as 1984, with his licensure as a manager by Pennsylvania
and New Jersey, Shapiro's progress as a boxing entepreneur was
fast-paced. While it was obvious that his mob connections were
no obstacle to him, it was even more evident that his easy access
to money, via the KDB company, was a primary factor in his
success. In Barry Shapiro's case, according to the BS8CI's
investigative findings, the availability of ready cash more than
made up for his lack of boxing experience. By the time he
testified at the SCI, in April, 1985, his training gym, Champs
Camp, was a major boxing center with at least 20 boxers working
out in addition to the dozen or so under contract to Shapiro
himself. He was asked about his meteoric rise in the sport:

Q. What was your experience in boxing prior
to 19847

A. Noet a thing.

Q. What prompted vyou to enter the boxing
industry?

A, A young fellow who came to me and asked me
to manage him. He wanted to become a

fighter and --

0. wWwhat was his name? .

A. Saleem Abdul. That's the name I know him
as.

Q. Is his real name Cullen Askew?

A, That's it. Thank vyou.

Q. Could you tell us how Cullen Askew came to
you? Why did he come to you if you had
never been involved in boxing? _

A. A friend of ours brought him to me, said
he knew a young fellow that could fight,
and he said, he asked if 1I'd want to
manage him. I said I don't even know
anything about boxing or management. He
says, well, it really doesn't take much to
do except financing. Financing was a big
$25 a month for a gym, and buy him his
stuff to wear., I said, why not?

0. How were you able to amass so many boxers
since 19847 How were you, someone who has
never been in the boxing business, able to
get all these boxers to go to you as their
manager?

A. Well, boxers -- you know, I didn't know
anything about the business, first of
all. Boxers will come to anybody. That's
number one. Anywhere they could get a pay
and somebody to back them, they will come
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to. I originally went to learn a little
bit about the business and I went to Larry
Holmes to do that,

This is after Cullen Askew came to you?
Yes, yes. I wanted to 1learn something
about the business and the fighters and
what it's about, and I spent about four to
six months with Larry traveling around the
country, listening in to, which he gave me
right naturally, to his dealings with Don
King and with, oh, promoters, and he was
like teaching me the game and showing me
how bad and good some fighters, some
promoters, some managers, and he was like
filling me in saying, do you want this
kind of headache? And that's where I
learned most of it. That's where, before
I really went into it big, I went and took
a lesson, To wme that was a course. I
went and toock a course with him and I paid
for it, you know, because I paid my own
way around, and I decided to try to -- he
wanted to help some up-and-coming fighters
later himself when he retires, hopes to
help kids and he says if you're going to
do good for boxing, he's in favor of doing
it with me.

Owns 5% of Braxton

Dwight Braxton, the International Boxin3g

cruiserweight champion,

Champs Camp but is also handled by Shapiro's trainer,

percent of Braxton,

future:

Qo

4

MO PO PO O

You mentioned earlier that you had a five
percent interest in Dwight Braxton?
I just acguired that, that's correct.

How was that arranged? Did you have to
pay s0 much money up front?
That's correct.

Who did you pay it to?
He himself direct.

what were the financial arrangements?
I paid him $10,000.

what's the contract for?
Five percent.

Federation's
not only works out at Barry Shapiro's
the former
pboxing star Wwesley Mouzon. More significantly, Shapiro owns 5
a deal that cost him $10,000.
testified about buying a piece of Braxton's potentially lucrative

Shapiro
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Q. For how many years?
A. He's only got another year or two to fight
until he's done.

0. Wnat's the ownership interest you have in
him? Is he going to fight so many fights
for you?

A. From what I gather, he's going to fight
one or two fights and then fight for the
title again, and I bought in.

0. Did anybody refer you to Dwight Braxton?

A. He trains in my gym. He came to me,

Q. How long had he been training in your gym°

A, He's been tralnlng in my gym since I'm in
boxing.

Shapiro "Hires" Holmes

Shapiro c¢redits Larry Holmes, the former International
Boxing Federation heavyweight champion, with "teaching me the

game." Shapiro learned enough about boxing to know that a heavy-
weight champion can be a big crowd attraction, whether active or
retired. As a result, within a few months of starting his new

boxing enterprise, Shapiro helped to establish a cable network
company that will, "if it comes about 1like its supposed to," put
on major boxing promotions at Shapiro's Champs Camp with Holmes

-- after his retirement -- providing the ringside commentary.
The significance of the Shapiro-Holmes connection was illustrated
by the terms of the contract Holmes signed. This contract

provided for a $50,000 non-refundable retainer for the boxer for

his commentary at monthly prizefights to be telecast worldwide.
Construction of a 7000-seat, multimillion dollar arena in

Philadelphia, where the fights were to originate, was planned.

Atlantic City -- the Mob Mecca

As noted previously, Shapiro had set up the Sea Tex company
for the purpose of negotiating land deals in and around Atlantic
City. This company, according to Shapiro's testimony, was
visited by numerous mob figures who primarily came to see his
brother, Kenny. Similarly with other companies 1in which the
Shapiros were involved, Kenny rather than Barry Shapirc, as the
latter testified, was the key man. This emphasis became
particularly repetitive whenever Barry Shapiro's testimony
concerned contacts with major underworld figures. SCI counsel
Lynch at one point during questioning of Barry Shapiro expressed
skepticism about his insistence that whenever he met a gangster,
it almost always was at his brother's, rather than his own,
initiation:

Q. It seems hard to believe that you're at
' this Yellow Limousine Service; you are the
proprietor of the service; all these
individuals are coming to it; you're also
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the proprietor of ©Sea Tex; all the
individuals come to Sea Tex, I'm referring
to Martin Taccetta, Carvaggio, and you
don't have anything to do with them?

They came to see my brother.

And that's what you're saying?
That's what I'm still saying, that's
correct.

Actually Lynch's references to the mobsters

Martin Taccetta and Robert (Bucky Jones) Carvaggio.

Larry Holmes as the front:

Q.

You alsoc mentioned earlier, last time, d4did
you not, that your brother was the
financial backer to some of the boxing
enterprises? Now you said today your
brother was interested in setting up a
training camp at this Holly Hill motel?

At one point when we first got into boxing
we were talking about opening a training
camp, which Atlantic City needs, that's
correct.

Did you have any discussions with any of
the casinos about this concept or idea?
The only one T talked to wasn't the casino
itself. I talked originally with [boxing
promoter] Don Elbaum, what he would think
it would do, because it was a big
investment if we would do it. We feel it
needs it down there. But I'm not going to
do it.

Was this idea to assist the casinos in
boxing or strictly for the boxing
industry?

What it was supposed to do, it was for the
boxing industry and if, if I would have
done it, I would have brought Mr. Holmes
into it, which I +told himnm. It was to
build a training center and the same
thing, the casinos really don't want the
boxers living in the hotel, so I said if
we could build a training center and a
motel-type thing and a training camp, it
would do for the casinos because they
don't have to waste 20, 30 rooms on fight

that Barry
Shapiro said came to see his brother included dozens more than
And Barry
Shapiro's contention that Xenny was a fight fan who played no
role, other than providing funds,
belied by testimony about how both Shapiros tried to set up a
major Atlantic City training gym for boxers,

in his boxing activities was

again featuring
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nights with boxers, because they don't
want them there, anyway, and it would keep
the boxers out of the casinos because most
of them lose their money before theay
fight. I don't 1like that idea. It would
help the boxers and casinos and if it
worked, I would make money.

What would Holmes do 1in this proposed
venture?

I would want him to be the front for the
training camp. He's the heavyweight
champion. If you had Larry Holmes staying
there, all the fighters would want to go
there. That's business.

Did you and Holmes have a potential
contract for this Holly Hill?
No, we did not.

You indicated earlier today it was your
brother's idea and your brother purchased
the Holly Hill?

It was my brother who purchased it, that
is correct,

Now, 1is your brother the same, I guess,
partner that he 1is in all your other
ventures where he's the one that's doing
all the moves and you're just sitting
back?

With property. With property. My brother

"handles the real estate business, that's

correct.

wWhat about the financial backing that he's
given you in the boxing industry; is your
brother doing the same thing there, that
he's the financial backer?

It's not really my brother. 1It's a family
trust that does it.

But monies are being used to set you up in
boxing?
Yes.

The last time I asked you did your brother
finance you in the boxing ventures that
you were going intce and you answered that
he did, so now my question is, your
brother 1is involved in all of the
financial dealings with all the real
estate and people are coming to him Jjust
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to discuss the real estate business with
him and you don't know anything about it,
you Jjust are on paper. Is that what
you're saying?

A, My brother handles all the business deal-
ings on the real estate, that's correct.

Q. Does your brother also handle the business
dealings on the boxing end?
A. Absolutely not.

Shapiro's Casino Junket Business

Confirming more recent revelations by the Division of Gaming
Enforcement about mob penetration of casino gambling junket oper-
ations, Barry Shapiro told the SCI, somewhat belatedly, that he
also had been in the gambling Jjunket business, recruiting
customers for the Tropicana casino. This subject arose as
Counsel Lynch tried to trace Shapiro's associations with Martin
Taccetta, a particularly active Luchese crime family associate
and brother of the more notorious Luchese soldier Michael
Taccetta, {The connections of these recently indicted and
arrested mob figures with North Jersey boxing entrepreneurs has
been discussed previously in this report). The testimony about
Shapiro's interest in gaming junkets was elicited to further
demonstrate that organized crime families and their minions, in
their thirst for cash profits, will invade any publicly regulated
money-making enterprise where the regulatory controls are
ineffective -- boxiny as well as gambling junkets:

Q. when did you first meet Martin Taccetta?

A. In the same office at Sea Tex in Atlantic
City about roughly two years ago, two and
a half years ago, something like that.

Q. Sea Tex is on the ground floor and there's
another office upstairs?

A. That's correct. And I had an office
upstairs, Barry Shapiro, 1Inc., for the
junkets.

Q. Now you didn't mention that before when
I asked [about your] business. Are you
still in that?

A, You didn't ask me. Pardon me,

Q. I asked occupations, you had boxing --
A, I'm not in that any more.
0. When were you in the junket business?

A. Whatever year Golden Nugget opened is when
I went into it, and I left the New Year's
after the Trump opened. I don't know the
years. It was only like a year or two and
then I went out of the business.
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Checked Haitian Casinos for the Mob

The SCI's inquiry into Barry Shapiro revealed many incidents
that corroborated the closeness of his organized crime
associations. Martin Taccetta was an invited guest at the
wedding of Shapiro's niece in 1984; Shapiro socialized with
Scarfo mob associate and convicted felon Saul Kane (recently
banned from Atlantic City’s casinos); he has accompanied the
Scarfo gang's sycophant, Jerry Blavat, to prize fights; he admits
to as many as 30 real estate deals through Scarfeo's son, Chris,
an Atlantic City real estate agent. However, the most critical
evidence of the intimacy between organized crime and Shapiro was
when he was asked by Martin Taccetta to check out casino gambling
opportunities for the mob in Haiti, as recounted in the following
excerpt from Shapiro's testimony:

Q. Have you ever had any business dealings
with Michael or Martin Taccetta
perscnally?

A, With Marty, yes.

Q. What business dealings did you have with
Marty?

A. I was asked to go out -- Marty was
interested in purchasing a property in
Haiti. It was a casino-type property, and
I was asked by he and my brother to go
out, see what it looks like and see if I
could bring my junket players there, so I
went out there.

Q. Was the building already in existence in
Haiti?
A, Ch, vyes.

0. Why were you involved in this? .

a., Because for the junkets, to bring people,
players. I have a background, I have a
file of players.

0. Now, was the deal ever finalized, to your
knowledge?
A, No. It blew away.

Arthur R. Pelullo

The previous episode described boxing manager Barry Shapiro
as being a part of a mob-tainted supporting cast for his brother
Kenneth Shapiro's financial machinations. A similar relationship
exists between boxing manager Arthur R. Pelullo, 30, of Voorhees
and his brother Leonard, a key organized crime associate from
Philadelphia, currently based in Florida. That state 1is
corporate headquarters for Royale  Group, Ltd., and its
subsidiary, Royale Promotions. Leonard Pelullo is vice chairman
of the board of the parent company, which formed Royale
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Promotions to promote sporting events, including boxing matches,
despite a general lack of expertise in that field among the
incorporators. Arthur Pelullo was hired by Royale Promotions, as
he testified at the SCI, "to manage some of the fighters they
were going to promote.” The fact that Pellulo had no prior
experience in boxing was disregarded, apparently because ready
cash was the most important factor, as in Barry Shapiro's case.

The Pelullos' Boxing Connection

Boxing expertise was easily made available to the Pelullos
in the person of Mark Stewart, a notoriously shady operator whose
New Jersey license as a boxing manager remained valid into 1985
despite a prior felony conviction for tax evasion stemming from
money laundering of drug profits. Stewart, according to Arthur
Pelullo, led Royale Promotions into the boxing business in order
to promote several Miami beachfront hotels owned by Leonard
Pelullo's Rovyale Group, Ltd. Royale Promotions' boxing interests
extended to Philadelphia, where it opened an office on South 17th
Street, and to Atlantic City.

Testimony on Stewart

Arthur Pelullo, who, as noted, had no connection with boxing
until Stewart led Royale Promotions into that field in 1984,
described his new sports career and his relationship with Stewart
as follows:

0. How did you first become involved with
Royale Promotions?

A, When they set it up, the corporation, they
wanted me to manage some of the fighters
that they were going to promote.

Q. Now, when vyou say, "they," are you
referring to your brother and -- Who are
the "they"? )

A. How Royale, I think, how Royale, Ltd.,
really got into the promotion business was
through Mark Stewart.

0. Who is Mark Stewart? I mean, what was his
occupation?

A. He was a manager of boxers.

Q. Where?

A, I think, in the state of New Jersey.

0. Any specific location in the state of New

Jersey?

a, I know he had a license here.

Q. Okay. when did vyou first meet Mark
Stewart?

A. 1982.
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Now, you were selected to be the manager,
were you not?

No. They didn't -- they asked me, they
didn't select me. He asked me if I wanted
to be the manager, co-manage some of the
fighters with Mark.

What is your experience in the managing
field?
Not too much.

Well, had you had any experience?
None. None before that.

* *k *

Do you know what the financial arrangement
was with Mark Stewart and Royale
Promotions?

Well, Mark would manage the fighters with
me and that was it.

would you obtain a share of the managerial
fees according to the laws of New Jersey?
Thirty~three and a third go to the
manager?

Right, right.

The thirty-three and a third, you and Mark
Stewart would split that?
Yes, sir.

Was Mark Stewart ever salaried by Royale
Promotions as a consultant?

Well, I know, I think I know what they
said. He asked them for 1loans and they
made 1loans to him. I think some of them
were large payments and I think some of
them were smaller. But I don't know their
actual, their actual deal or whatever
they're saying there was because I was not
involved with those conversations.

When you knew him, did you know anything
of his involvement with narcotics?
You mean before the boxing, after?

Before the boxing, during the boxing, and
after he was no longer associated with
Royale.

The only time that I knew of anything that
involved Mark Stewart with that situation
with the drugs was what I was reading in
the newspaper. As far as actual firsthand
knowledge, or information, or involvement,
none whatsoever, sir.
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Arthur Pelullo's Mob Friends

Arthur Pelullo's testimony at the SCI suggested that he was
a rather ineffectual dabbler whose family, while providing hinm
with day-to-day spending money, aided whatever enterprises he
initiated and eased his introduction to an assortment of mobsters
that included Little Nicky Scarfo and his top henchmen. Arthur
Pelullo's businesses include Ambassador Supply and Service Co. of
Atlantic City, a vendor of cigars, flowers and similar supplies
to casinos, and Caroway, Inc., which owns Mars Restaurant on
South S8Street in Philadelphia. He worked for the now defunct
Ambassador Limousine, of which brother Leonard was an owner, and
this interest led to discussions with mob financier Kenneth
Shapiro about buying the Shapiro limousine company. These
discussions were set up for Arthur Pelullo by Scarfo's nephew
Philip Leonetti. One meeting on the subject was held at the Mars
Restaurant by Kenneth Shapiro, Leonetti and Pelullo in the
presence of the then Atlantic City Mayor Mike Matthews, who
subsequently was convicted and jailed for accepting bribes from
organized crime. (An illustration of the poor quality of some of
ex-Mayor Matthews's comrades cropped up during Pelullo's
testimony. He recalled that he once told Matthews he "wanted
somebody to show me around Atlantic City and introduce me to
business people" and that the escort Matthews assigned to him was
a former mayor who had been convicted of extortion). Leonetti,
it should be noted, was one of the prime customers of the
Pelullo's limousine company, sometimes. at the rate of once or
more a week. An old friend of the Bruno crime family capo Sal
Testa, Arthur Pelullo attended with other mob associates the
funeral that followed Testa's assassination. He also described
Frank (Frankie Flowers) DfAlfonso, another mobster who was more
recently fatally ambushed, as an o¢ld family friend. Arthur
Pelullo's testimony teemed with references to gangland associates
and contacts. He was close enough to Scarfo to be invited to the
crime boss' 1984 Christmas party. The Scarfo mob consigliere
Nicky Piccolo is a family friend he remembered as a 4-year-old,
along with Piccolo's brother, Joseph {(Joe Buck) Piccolo, another
veteran Brunc gang soldier. Gangsters were among the invitees to
a Pelullo family christening party. Arthur Pelullo's presence at
-family and holiday celebrations hosted by gangsters and their
presence at his own family gatherings has a special underworld
significance, denoting unusually close rapport.

Arthur Pelullo's Boxing Prowess

With Mark Stewart as his tutor, Pelullo quickly assembled a
stable of fighters after he got his Pennsylvania and New Jersey
licenses as a boxing manager in 1984, He recalled at the SCI
that he and Stewart had co-managerial contracts with Kenny Bogner
Jr. of Trenton, Andre (Sugarman) Cooper, £Kenny McClain, Gregg
Robinson, Ricky Parkey, Anthony Witherspoon, and others.
However, this promising collection of fighters quickly fell apart
and Pelullo was left with only one boxer under written contract.
That boxer was Bogner, who became the centerpiece of an $80,000

deal. Pelullo, after being granted immunity, testified about his
activities in boxing:
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What about Anthony Witherspoon?
I have nothing to do with him.

What happened to his contract?

See, Mark and I had a falling out, and I
don't know much about the boxing industry,
and I told them all they could go on their
own if they want. I mean, I just let it
go and I didn't have the kind of money
that they were looking for me to, you
know, keep them and train them and pay
their expenses and all. The only one I
kept was Kenny Bogner.

And that was prior to his legal problems?
Yeah.

Were there negotiations that went on
between the Bogners and yourself as far as
purchasing their contract?

Well, that was with Royale for the
promotional rights. As far as my
management rights was with Mr., Bogner, his
son, and Mark Stewart,.

Was your brother involved in any financial
arrangements that were made with the
Bogners?

Sure.

And - were you present when those
arrangements were made?
Yes, I was, '

Could you tell us what those financial
arrangements were?

They paid him a promotional fee for his
contract,

Who is they, Royale Promotions?
Royale, They paid Kenny Bogner, Jr., for
a five-year contract. -

And what were the terms of the contract,
financial terms?

$80,000 for five years. It was 80 or 60,
I think it was 80,000.

Was there a stipulated number of fights
that he would perform?

A minimum of three fights per year, 1
think it was. It could have been four.
I'm not sure. '
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Q. Did the payment of $80,000, was that all
cash or was it stock and cash?

A. No. The -- T think it was all check. It
wasn't cash. It was a check.

Q. Was the entire amount of the contract
paid?

A. Well, they paid him $80,000 in cash, no,
in a check, ~check, and then he was
supposed to get some stock.

Q. Stock where?
A, From Royale. I'm not sure which company
they were going to give him stock.

Q. How much was the stock worth?

A, I don't know. I don't remember. It could
have been 10,000. I'm not sure. I don't
know; I don't know. I don't remember.

0. The $80,000, was that check cleared? Was
it paidz
A. Yes.

Q. And accepted by Mr. Bogner, cashed?
A, Kenny, Jr.

Q. Bogner, Jr., right.

A. Right. I think 20,000 or 10,000 of that
went to Bob Arum because he had owned the
promotional rights and they had to give
some of the money to Arum to buy back his
rights hefore we could get involved, and I
don't know, I don't remember the exact sum
they had mentioned.

Bogner Sr.'s Competing Contract

An unusual contractual development caught Pelullo by
surprise. He ultimately learned, after Bogner, Jr., had been
paid $80,000 and stock by Royale for rights to his future
earnings, that the boxer's father also had a managerial contract
with the youth and that, as a result, his own contract with
Bogner, Jr., was 1in Jjeopardy. This issue was resolved,
according to Pelullo's testimony:

Q. In the contract negotiations that you had
for the purchase of a promotional contract
for Kenny Bogner, Jr., did Kenny Bogner,
Sr., retain any managerial rights?

a. That was not in my contract, no.

Q. Are you aware that he retained some
managerial rights?
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I found out later that I was aware that he
had a contract on file with the New Jersey
Boxing Commission that he was the manager
of record and at the time he told me he
was not. That's what I was aware of
later. And the contract that I had
submitted to the New Jersey Boxing
Commission was not even considered gocd,
you know,

You had no managerial rights?

Well, what happened was, they said it
would go into effect when [his
father's] ran out.

Did you have any agreement whereby Mr.
Bogner would retain 15 percent of the
managerial share?

I made that down the road, yes.

Could you explain how that came about?
Well, I think that happened in New Orleans
when we were supposed to fight Mancini,
and what happened was, see, when I signed
a management contract with him, I had no
idea that: one, Kenny Bogner was cited
for any kind of a crime; and, two, that
his father was the official manager of
record. They didn't mention that to me,
nor did they mention it to Royale when
they signed the contract, and in there
they asked them have you ever had any
problems with the law or are you under any
indictments right now or anvthing.

So we got into a big dispute over the
management contract because the father
didn't feel that I was handling his son
correctly against Mancini's people. So he
gsaid at that time, he informed me that,
well, you don't own the management rights
anyway. And that's the first time I found
out about it, to the best of my
recollection, and then I had called the
State of New Jersey and they informed me
that he was right, and that I was, you

know, it was just -- it was there, but it
does not -- they did not know that I had
signed this agreement either. So my

agreement didn't go into effect until
after Bogner's ran out. But I didn't know
that at the time.

And then at that point in time, to rectify
the matter to get on with the fight and
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not to have a problem, because I wanted to
see the kid's career get on, I gave the
father 15 percent of -- I think that was
the figure -- 15 or 20, I'm not sure, of
what ever mine was, and that is in writing
somewhere...

Q. wWhen does the Kenny Bogner contract run
out with you?

A. Well, I had a two-year contract that's
frozen right now because of his problem
in jail, and it should run out, I think in
'85 -- no, '85, late '85, early '86 it
would have run out.

Q. Now it's extended until he gets out?

A. I understand, according to what little I
know about it, my contract is still in
effect from the time he went to jail, you
know, frozen for that time period until he
comes out.

Q. Then when he comes out, you still have him
under contract? ‘
A, I think so.

Frank Gelb, Atlantic City Impresario

Before he became the primary boxing impresario in Atlantic
City, Frank Gelb of Ventnor was active in Pennsylvania during the
1970s as the manager of a number of successful fighters, His
rise to prominence in the sport in Atlantic City coincided with
the advent of legalized casino gambling and by 1980 he had become
the boxing consultant for Resorts International and a co-promoter
providing on-site services to out-of-state promoters of boxing
events in various casinos and other places in Atlantic City. He
has received a fee for every boxing event at Resorts and his
co~promotions there and elsewhere in the <c¢ity have been in
association with such international operators as Don King (Don
King Productions) and Bob Arum (Top Rank), particularly the
latter.

Unwarranted evasions and memory lapses marked much of Gelb's
testimony about his associations with organized crime figures,
even those so notorious as to have become public symbols of
evil. Evidence of this lack of candor will be noted during the
following review of Gelb's activities as a boxing promoter
operating under the scrutiny of New Jersey's Casino Control
Commission and Division of Gaming Enforcement. Because most of
his professional boxing promotions are casino-connected, Gelb
is required to hold a casino vendor's license, his application
for which has been pending since 1980. Such accredition should
denote, according to the Casino Control Act with respect to the
subject of this report, a background free of organized crime
affiliations, influences and obligations. The SCI's
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investigative findings confirming the presence of organized crime
in boxing increase 1its concern that vyet another avenue is
available for mob incursion of the casino gambling industry.

Gelb and Blinky Palermo

In his testimony at the SCI, Gelb stated that he did not meet
Scarfo mob soldier Frank (Blinky) Palermo until 1977 or 1978. By
that time Gelb had established himself as a successful boxing
manager in Pennsylvania (in conjunction with his father, Maurice,
a licensed promoter), had closed down the family furniture
business and had formed a sports and entertainment company, Gelb
Productions, Inc. Although he had no experience in boxing prior
to his first managerial activity in 1971 on behalf of a
Norristown, Pa., policeman who also was a professional boxer,
Gelb's. progress in the industry expanded to the point where he
was booking fights overseas as well as interstate. Indeed, Gelb
testified that Gelb Productions was created in 1977 primarily so
his father, who was its president and only officer, could be
licensed in New Jersey as a promoter. This enabled Gelb, a New
Jersey-licensed manager, to comply with the New Jersey boxing law
prohibiting -- apparently technically at least -- a licensee from
being both a promoter and a manager. Gelb's corporate office was
located at 1015 Chestnut Street, Philadelphia, on the 11th floor
directly opposite the office of a physician who coincidentally
was treating Palermo for a heart attack. Palermo, who in the
1970s had achieved notoriety for a deep interest in boxing,
financial or otherwise, one day noticed Gelb's name on the door
across from his doctor, recognized the Gelb name as prominent in
boxing circles, walked into the office and said, "I'm Blinky."
Gelb also said he had other links with Palermo as the person from
whom his father purchased fish. Palermo is a salaried employee
of Montrose Fish Company in Philadelphia. As a result of such
contacts, every week or two, Gelb said he and Palermo had many
conversations. These talks were chiefly about boxing, but Gelb
testified that he could not remember many of the details:

Q. What would you and he discuss on these
weekly or Dbi-weekly meetings in the
beginning?

A, He would tell me tales of boxing in the
0ld days and whatever.

Q. Anything more specific?

A, No.

Q. Let me ask you, have you ever called up

. Mr. Palermo on the telephone?

A. Probably.

Q. And why would you have called him up on
the telephone?

A. Because he worked for a fish company. My

father used to order fish from him.

Q. Did you also call him up at his home?
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A. Probably.

0. When you called him up, did you have any
discussions regarding boxing?
A, I'm sure we mentioned it.

Q. And what would you have mentioned and what
would he have mentioned?

A. I don't really know specifics, just boxing
in general.

Despite Gelb's response of "no, no" when he later was asked
if Palermo expressed a desire to be "re-involved" 1in boxing, he
then reversed himself. In subsequent testimony Gelb acknowledged
Palermo's ill-fated efforts for reinstatement of his license:

Q. Were you aware that Blinky Palermo was
trying to get a manager's 1license 1in
Pennsylvania?

A, Yes.

Q. This was in 1978. If 1 do recall your
testimony earlier, you were 1in contact
with Blinky during that time, Did he
discuss his going for his managerial
license?

A. Yes.

Q. Did he discuss —--
A, Asked me to go with him as a character
reference, and I refused.

Q. And when was this?
A. He had a hearing or something about the
license. I don't remember when it was.

Q. But he did ask you if you would go with
him?
A. As I recall, ves.

Q. How did that come about?

A. That he wanted to see if he could get a
manager's license. I think he had gone to
the |[Pennsylvania boxing] commission to
get an application for one and it was in
the newspapers.

Steve Traitz, Sr., business agent of Roofers' Local #30 who
operated the Montgomery County Boys Club, a Palermo hangout, and
whose boxers staged amateur events at Resorts International
through agreements arranged through Gelb, subsequently agreed to
testify as a character witness for Palermo. Although Traitz was
quoted extensively in 1978 newspaper articles  headlining
Palermo's attempt to obtain a boxing license, Gelb's memory of
the incident had to be prodded before he could recollect any

details:
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Do you recall who he got to go as a

character reference?
NO -

Does the name Steve Traitz, Sr., pop up?
Yes, yes. Yeah.

Did that ring a bell at all {about] the
conversations you had with him?

No, just now. I just now remember seeing
it in the paper.

Palermo finally withdrew his application for a Pennsylvania
license because he did not want to "embarrass"
state's boxing commission. The 1licensure incident not
the depth of the Traitz-Palermo friendship

manager's

confirmed
Palermo's

interest in the Montgomery Boys Club boxers,

it

suggested a closer relationship between Palermo and Gelb

Gelb wanted to reconstruct during his SCI interrogation:

Q.

And during all of these hearings that Mr.
Palermo was having for his 1license, you
did not know that Mr. Traitz was his
character witness?

I don't remember now, I don't read-

articles, many articles on boxing. I
don't recall now, but I think that I was
probably aware of it at the time,

* * *x

But you knew in 1977 and 1978 who this
Blinky Palermo was that you were talking
with?

Yes, vyes.

And you knew that ... he was notorious for
things that were not good for boxing?
Yes.

And you knew at this time that he was also
asking you to be a character reference?
Whatever that period of time was when he
asked, ves.

I am just going to, for the record, cite
some things about Mr. Palermo's record,
In 1928 he was arrested and convicted of
aggravated assault and battery. He then
had a lottery conviction in 1934, and in
1950 he was arrested for a reckless use of
firearms and assault with intent to kill.
In 1958 he was arrested for gambling and
narcotics, in 1959 for shoplifting. In
1959 extortion, anti-racketeering

that
only

and
also
than
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convictions. In 1362 statutory rape. In
1964 he was sentenced to 15 years for the
extortion arrest. S0 this is the Blinky
Palermo that we are referring to?

I had no idea of his record, none
whatsoever.,

Did you ever discuss his incarceration
when he was with you?
No.

You never chose to ask him?
Not really.

Did you ever choose to say, "Hey, Mr,
Palermo, I don't want to associate with
youz"

I didn't really associate with him,

Well, did you ever tell Mr. Palermo,
"Please don't come into my office and meet
me on a regular basis 'cause I know that
you're not good for boxing and I am in
boxing"? :

No.

You were aware of his conviction?
Of that one conviction, yes.

And were you buying fish from him?
Right.

And right around this time he 1is asking
you to be his character witness for him,
which again I admit you refused., But now
all of a sudden it appears that Steve
Traitz, who is a very close associate of
Mr. Palermo, was coming to you and you are
hosting events that he is putting on in
Resorts, and then Mr, Palermo is seeing
you in the Horn & Hardart restaurant. It
wasn't Jjust that he popped into your
office.

Because I am explaining to you, Mr. Lynch,
that he very well could have gone in and
said, "why don't you come down and have
lunch with me," or something like that. I
very, very rarely ever go out for lunch,.
So that's why I said if it happened, it
would have only happened on one or two
occasions at the most over all the times
that he would have come into the office.
And furthermore, I <can understand your
questioning me about this because I knew
Blinky Palermo. I did not know Steve
Traitz at that time. And I can understand
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your gquestioning me about trying to put
the two together, but I am telling you
unequivocally, not with any lapse of
memory as I have with remembering dates
and all, that absolutely at no time did
Blinky Palermo introduce me to Steve
Traitz, nor did 1 ever have -- recall the
association of Palermo and Traitz together
with putting boxing into Atlantic City.

The 8CI received information from the State Police that
Frank (Frankie Flowers) D'Alfonso and Palermo were involved in
closed circuit boxing with New Jersey-licensed promoters Gelb and
Joe Hand. Gelb ultimately admitted at the SCI that his
conversations with Palermo concerned more than mere
"generalities™ and that closed circuit boxing was a topic:

Q. Did you ever have a discussion with Mr.
Palermo about closed circuit television,
closed circuit events in boxing?

A. He knew I was doing closed circuit events.

0. Why would closed circuit have been a topic
with Blinky Palermo?

A. Because I did maybe two or three big

closed circuit events and my name was in
the paper for doing closed circuit
events. My name was in the paper for
being & promoter and a boxer, and many
people, 1including Blinky, would ask me
about various aspects of whatever I was
doing.

Q. And what would Blinky's interest be in
your doing closed circuit events?

A, The same as anyone else's, It's normal in
the industry that if someone is doing a
closed circuit event, "how well did you do
at the Spectrum last night," you know,
"what locations do you have." It's a

normal thing in the industry.

Q. Have you ever heard that Mr. Palermo has
an interest in closed circuit?
A, Yes.

Q. Aand that's the .only time that you heard
Mr. Palermo's involvement with closed
circuit?

A. Well, that was the beginning. I heard it
several times, I'm sure, after that from
other sources. I don't remember where,
but ... it was said that he was supposed

to have an interest in closed circuit
television.
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Gelb and Frankie Flowers bD'Alfonso

Gelb also revealed his personal and business relationship
a Scarfo-Bruno mob moneymaker until he was shot
to death on a Philadelphia street in July, 1985. Gelb testified
that his friendship with Blinky Palermo led to his connection

with D'Alfonso,

with p'alfonso:

Q.
aA.

Q.
A.

Qo
A.

Do you know an individual by the name of
Frank D'Alfonso?
Yes.

when did you first meet him?
Oh, '77, late '77, early '78.

Who is Frank D'Alfonso?
He had a ticket brokerage business in
Philadelphia.

When you met him in late '77 or early '78

where did you meet him?
Blinky Palermo. He had been introduced to

me by Blinky Palermo.

Where?
In one of Blinky's office visits to his
doctor.

S0 you are saying that Mr. D'Alfonso came
up to see you?

Well, he was with Blinky when they came in
the office.

And that's the first time you've ever met
him?
I think so.

Are you sure?
I am not sure.

Tell us what happened at that meeting.

I don't remember the first meeting. T
just remember being introduced to him just
as -- at the times that Blinky would be

going to the doctor.

pDid you ever meet Mr, D'Alfonso and Mr.
Palermo in any other 1location outside of

your office?
Mr. D'Alfonso used to get tickets from me

for the shows in Atlantic City, so I met
him on several occasions outside the

office.

With Mr, Palermo?
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I don't -- I don't recall if Mr. Palermo
was there., He might have been there once
and maybe I dropped tickets off a couple
of other times.

Do you know what Mr, D'Alfonso's
occupation is?
No.

Did you ever inguire?
Well, I have read quite a bit about Mr.
D'alfonso in recent years.

You had no idea what he was doing in 1977,
'787
No.

I don't think I've ever asked this, but I
think 1it's appropriate to ask it now.
Were vyou aware that Mr. Palermo was a
member of organized crime?

No.

Did you ever become aware of that?
I don't know whether he 1is a member of
organized crime or not.

Have you heard?
No, not Mr. Palermo.

You never heard that?
No.

No one ever told you that?
No.

What about Mr, D'Alfonso?
Only what I read in the papers.

And when did you read that?

When there were some shootings or killings
with so-called organized crime people in
Philadelphia.

When Mr. Palermo introduced Mr. D'Alfonso
to you, what did he say?
"This is a friend of mine."

And what generated the relationship to
increase between you and Mr. D'Alfonso
after that?

The fact that I could get tickets to the
shows in Atlantic City.
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However, Gelb's association with D'Alfonso was more than
that of a ticket supplier. In May, 1981, D'Alfonso deposited in
Gelb's account in a Philadelphia bank five checks payable to Gelb
totaling almost $800 and more than $300 in cash, at Gelb's
request. Several facets of the transaction are pertinent to this
report: One, Gelb claimed in his SCI testimony that the deposit
was made on a Saturday, and that the urgency of getting it to the
bank before noon was the reason for asking D'Alfonso to undertake
the errand. However, the SCI confirmed that the deposit was made
on a weekday. Two, when the Pennsylvania Crime Commission (PCC)
asked Gelb in April, 1982, how his checks came to be in
D'Alfonso's possession, Gelb, according to the PCC's report,
"stated that he had absolutely no knowledge” of it. It should be
noted that what Gelb denied to the PCC while not under oath less
than a year after the D'Alfonso deposit he recalled under oath
more than four years later. And three, it also should be pointed
out why it is impossible for this Commission to bhelieve that
Gelb, in dealing with D'Alfonsc during that period, did not know
the sinister background of one of the highest-ranking mobsters in
Philadelphia when he entrusted him with his checks and cash. 1In
1981 numerous newspaper stories described a succession of gang
murders following the assassinations of the Philadelphia mob boss
angelo Bruno in March, 1980, and his successor Phillip Testa, in
March, 1981. Some of these articles identified D'Alfonsc as a
possible successor to the Bruno 1leadership or as underboss to
Nicky Scarfo, who eventually became the boss. Even more
spectacular news reports followed D'Alfonso's horrible beating on
October 19, 1981, in which he suffered fractures of his left leqg,
left knee and Jjaw. There 1is little or no suggestion that this
widely headlined bloodshed was ever mentioned in the many
conversations that Gelb admitted, in SCI testimony, that he had
with D'Alfonso and Blinky Palermo during this period of time. 1In
reading the following excerpts from Gelb's testimony, the reader
should remember that Saturday was not the day of the D'Alfonso
check deposits, and that less than a year later Gelb had denied
knowledge of it:

Q. Did Mr. D'Alfonso ever have any reason to
deposit checks or moneys that came into
his possession into your real estate
checking account?

A. Yes. I have been waiting for  this
question., When he came one day to pick up
tickets for -- it was a Saturday and he
came to pick up tickets for whatever event
it was that I was -- that I had sold to
him. The bank closed at 12 o'clock, and I
asked him if on his way out he wouldn't
drop this envelope off at that bank for
me. And they were my checks. It was to a
real estate account that I had at the
time, rental checks from properties that I
owned. And all I did was ask him to do me
a favor and make a deposit for me.
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Were you that close to Mr. D'Alfonso that
you would ask him to make the deposit into
your account?

No. It was a Saturday and I was by
myself, and he was going right by the
bank. I mean it wasn't a question of

being close. There were checks. I mean
he couldn't steal it from me or whatever.
The checks were made out to me from
renters of property that I had. All I did
was say, "Please, I'm by myself. I can't
leave by 12 o'clock," or whatever time the
bank closed on Saturday. "Just drop this
off for me."

What did you tell them, this agency that
guestioned you?

The same that I am telling you, that he
made the deposit, the same way that I am
explaining it to you.

Did you ever tell them that you had no
explanation as to how Mr. D'Alfonso
obtained your checks to deposit into your
real estate account?

No.

The records indicate that on [May 6], 1981
the deposit was made at 12 noon. And it
was made at the Lincoln Bank at 16th and
Locust Street. Does that ring a bell to
you?

I'm not sure, I said I didn't recall the
date,

In that deposit there was a $225 check, a
$169 check, a %5175 check, and $225 check
and $305.93 in currency, cash. Would that
refresh your recollection?

I don't remember the cash in the Adeposit.

I have a report made out or given to us by
the Pennsylvania Crime Commission, and
[in] part of that report they were
questioning you about these checks. And
when they gquestioned you concerning the
checks made out to Frank Gelb or Frank
Gelb Productions, Incorporated, being in
the possession of Frank D'Alfonso, Gelb
stated that he had absolutely no knowledge
of how such checks c¢ould come into the
possession of Mr, D'Alfonso. And that was
roughly on or about April 23, 1982. Are
you still stating that you did not deny or
you had no knowledge of how the checks got
into Mr. D'Alfonso's hands?
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A. That's impossible for me to say because
the deposit slip as made up. It must have
been in my handwriting. How or why they
are saying that I said that, I don't
recall,

Q. They are saying that you had no
explanation of -- as to how Mr. D'alfonso
got the checks.

A. I gave him the deposit to make.

Q. That's what you are telling us today.

A, Yes, I don't recall telling them that I
had no idea how. Perhaps what happened
was that at the time that they asked me
the gquestion, I didn't remember the
transaction, and I recalled later as to
how it happened.

Gelb and Raymond (Long John) Martorano

Gelb told the SCI that he also knew Raymond (Long John)
Martorano, a longtime ally of the late Angelo Bruno who has been
in federal prison since his conviction for murder conspiracy in
1984. However, his description of his first meeting in 1975 with
this gangster in an interview at the State Division of Gaming
Enforcement (DGE) in August, 1980, differed so markedly from his
SCI testimony on the same subject as to suggest perjury. At the
time of this meeting Gelb was the manager of the successful
junior lightweight Tyrone Everett, since deceased, who had
invested in several Philadelphia taverns and was installing
cigarette vending machines. Also at that time Angelo Bruno and
Martorano worked for Johns wholesale Distributors, a
mob-associated vending company, as a cigarette sales team and
Martorano was in the process of closing a cigarette vending deal
with Gelb's tavern-owning fighter. Gelb told the DGE that he
handled all of Everett's financial business, a contradiction of
what he told the S5CI. He told DGE he discussed the cigarette
vending deal with Martorano, another statement he contradicted at
the SCI where he said he "wasn't involved in the discussion.”

Gelb and Lawyer Gabriel

Although they had a joint financial interest in closed
circuit television of a major boxing event -- a transaction so
large and complex as to suggest they had to be more than casual
acquaintances —-- Gelb and lawyer Robert E. Gabriel of Cherry Hill
in testifying about their association indicated it was strictly
of an arms-length, business nature. The SCI attributed their
circumspection to the probability that each had something to hide
from official scrutiny. Gabriel, for example, was the
Pennsylvania~-licensed attorney for Palermo and the late D'Alfonso
-- but he also may have feared identification as a front or agent
for processing mob money through a legitimate enterprise such as
a closed circuit TV boxing show. And Gelb, who had a role to



-56-

protect as an operating casino vendor awaiting long-sought
license approval by New Jersey's casino control authorities, may
have felt that any transactions with a lawyer for mobsters should
be as far off stage as possible. 1In this case, his dealings with
Gabriel were with a lawyer who, in his appearances before the
5C1, utilized his constitutional ©privilege against self-
incrimination and, after being immunized, attempted to further
avoid answering guestions by invoking the attorney-client
privilege.

Testimony by Gelb and Gabriel about how and when they came
to meet is different in several respects. Each was questioned
about the texture of their relationship prior to their Jjoint
deal, the 1980 closed circuit television exhibition of the
Ali-Holmes title bout. Here is Gelb's response to the questions
about how he met Gabriel:

A. I don't recall how I first met him, but I
have known him for many, many years.

Q. Well, did vyou know that [promoter] Joe
Hand also knew Mr, Gabriel?

A. He might have known him first,. Maybe
that's how I met Mr. Gabriel. I don't
really recall. I think he might have
known him first, because I think Mr.
Gabriel was a district attorney and Joe
was a police officer. So they probably
knew each other way before and maybe
that's how I was introduced originally.

Q. Were you introduced to Mr. Gabriel 1long
before he decided to invest in the
Ali-Holmes match?

A, Ch, I knew him, many, many vears before
that.

Q. What was the first involvement vyou had
with Mr. Gabriel as far as any f£financial
transactions were concerned?

a. I don't think we had any financial -- I
never really did anything business-wise
where I needed any investors or anything,
to the best of my recollection now, until
this event.

0. You are saying that the Ali-Holmes event
was the first time that you had any need
for the financial involvement of Mr.
Robert Gabriel? :

A, I think the first and only time.

Q. How did the involvement of Robert Gabriel
come about with regard to the Ali-Holmes
event? You are looking for investments.
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Don King comes to you or you go to Don
King and say, "Can I have this promotion?"
It costs §300,000. Now I have to get
$300,000 in order to do it. So I knew
where I had a part of it. I always had
people in case there was, you know, any
kind of an event that would be willing to
invest money. Gabriel was at the right
place at the right time. If somebody else
had come in, it would have been somebody
else, except that I needed, we needed, Joe
Hand and I both needed somecone with some
legal expertise in order to do all the
contractual work.

How did you know Gabriel was willing to
invest?

I always knew. He always mentioned that
he was looking for investments.

probably the first time he ever saw Gelb.

SCI Counsel Lynch, knowing of Gabriel's role as the attorney
for mobsters Palermo and D'Alfonso, questioned Gelb about whether
the lawyer's investment in the Ali-Holmes project might have come

from underworld socurces:

Do you have any idea where Robert Gabriel
got his financial backing from?
No.

Did you ever discuss it with him?
Not with him, no.

When vyou received the money from Robert
Gabriel, did you personally receive it?
I don't remember.

Did Mr. Gabriel ever suggest to you that
he was investing on behalf of anybody
else?

No.

When you first became involved with Robert
Gabriel, were you aware of his association
with Frank "Blinky" Palermo?

NG .

When you had all your discussions with
Mr. Palermo, did the name Robert Gabriel
ever surface?

No.

the reader should know

that was
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Q. Are you stating that you had no knowledge
that Robert Gabriel represented Mr,
Palermo when Mr. Palermo sought his
license in Pennsylvania?

A, You brought that up at the last hearing
that we had, and I was shocked to hear
that. I never realized the connection.

Q. And you are still stating that you were
never aware of that?

A, I am stating that until you mentioned it
to me at the last hearing, I never knew
that Gabriel represented Palermo at that
license hearing.

Q. And no one ever told you that Mr. Palermo
was represented by Mr. Gabriel on other
matters, either? Any other legal matter?

A, No.

Q. Did Mr. Palermo ask you to be a character
reference for him? When he was applying
for his license in Pennsylvania, 'did he
ever ask you if you could contact his
attorney or ocould his attorney contact
you? :

A, No. I had told him no right away.

Q. And just shortly thereafter Mr. Gabriel
appears to be one of vyour -investors,.
Pon't you think that --

A. I don't even remember --

Gelb and Ali-Holmes TV

The S8CI subsequently obtained from lawyer Gabriel, as an
immunized witness, the admission that gangster Frankie Flowers
D'Alfonso had made a $50,000 "loan" to Gelb's closed circuit
television deal for the Ali-Holmes title fight on October 2,
1980. Gelb in his testimony at the SCI, however, insisted that
he had no recollection of any connection with the project by
D'Alfonso.

As noted, Gelb formed Gelb Productions, Inc., as a corporate
vehicle for boxing events for which he was the promoter,
co-promoter or booking agent, including the closed circuit rights
in Pennsylvania for the Ali-Holmes fight. Soon after he and
lawyer Gabriel discussed investing in the project, Gabriel on
September 9, 1980, created Gabe Productions as his corporate
vehicle for the event. Promoter Joe Hand was Gelb's partner in
raising the $280,000 "up front" money Gelb had to post with Don
King Productions and whatever additional cash was needed to cover
the cost of arranging the closed circuit telecasts at various
locations throughout the state. However, because of the
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involvement of organized crime in raising this money, an effort
obviously was made to avoid leaving a paper trail that would
confirm the critical role of mob financing in quaranteeing the
deal. SCI accountants were astonished by the wvague contractual
arrangements among Gelb, Hand and @Gabriel, by the 1lack of
receipts and other bookkeeping evidence o©f revenues and
disbursements, and by the incredibly large cash transactions that
occurred. Wwith respect to the fragmentary condition of their
books and records, the dealmakers adopted a typical organized
crime tactic in order to hide precisely who contributed what to
the bottom line,

Although it required three appearances as a witness,
prolonged legalistic discourse and a grant of immunity, lawyer
Gabriel finally confirmed the financial assistance of at least
one gangster (after his death), to the Gelb-Hand-Gabriel deal.
His testimony about D'Alfonso's role  also was replete with
admissions that cash-only was the rule and receipts for payouts
were minimal, a ploy the SCI believes. was part of an effort to
impede any official audit of the transaction.

Lawyer Gabriel and Ali-Holmes TV

Contrary t» Gelb's testimony downplaying the possibility
that organized c¢rime figures participated in the Ali-Holmes
closed circuit boxing deal in 1980, Gabriel told the SCI the
transaction was discussed with and partly financed by the mob.

Before he invested in the project, Gabriel said he reviewed
its potential for success with the veteran Scarfo-Bruno mob
soldier Palermo. He explained that he needed counseling because
he seldom attended boxing matches and was not a "connoisseur of
fights." The testimony: '

0. Did you seek any adv1ce7
A. Yes, I dld

Q. Whose advice did you seek?

A. I sought out Mr. Palermo's advice...Well,
let me just give you this background, Mr.
Lynch. When this situation was first
presented to me through Frank Gelb back in
1980, I viewed it as an investment, as an
opportunity to, for legitimate business,
to make some money. However, I KkKnew
nothing about closed-circuit TV and I knew
nothing about the licensing business as
such, or boxing business as such, and this
was presented to me, and I consulted with
Mr., Palermo who had been my cient for some
time and who obviocusly was knowledgeable
about boxing. _
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~Gabriel recalled that Gelb was under deadline pressure to
obtain a letter of credit for Don King Productions and that he
"needed $100,000 or $80,000 or something like that" to complete
the required guarantee,. Gabriel, now convinced that "it was a
good investment," needed financial assistance to participate.
Again he turned to the mob, according to his testimony:

0. Could you tell us which individual vyou
discussed the investment of the monies
with?

A. Frank D'Alfonso.

Q. And could you tell us why you went to
Frank D'Alfonso with regard to obtaining
the funding for this venture?

A, Yeah. "Mr. D'Alfonso had been a client of
mine and time was of the essence, and I
thought that he would be in position, if
interested, to be able toc have the
wherewithal to. have the money or obtain
the money.

Q. Were you aware that Mr. D'Alfonso had an
interest in closed-circuit promotions
prior to your discussing this financial
venture with him?

A, No, absolutely not.

Q. ~ Could you tell us how the discussions
"~ began when vyou discussed it with Mr.
D'Alfonso?

A. Well, as I recall, Mr. D'Alfonsc had, had
consulted me sometime before that, had
been in the office and had consulted with
me. about a totally unrelated matter that I
don't want to go into, and I reached out
for him. He came into the office, we sat
down, we discussed it; and I told him that
time was of the essence. &and I do not now
recall, Mr. Lynch, how much money it was
that we put up together, that 1is, me,
personal funds, and Mr. D'Alfonso.

COMMISSIONER GREENBERG: Well, do vyou
recall the relative percentage that Mr.
D'Alfonso put up compared with yours of
these monies?

THE 'WITNESS: Mr. Greenberg, my best

recollection is that the total amount that
we . put up was about $80,000. My

recollection is that I believe what I put
up from personal savings was maybe
$30,000.
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COMMISSIONER GREENBERG: Mr. D'alfonso,
then, would have put up §50,000 if vyour"
recollection concerning the $80,000 is
correct?

THE WITNESS: That's correct.

Gabriel said he discussed the investment risk with
D'Alfonso, stating he felt their money would be safe. He said he
"got the impression"™ that D'Alfonso had known Gelb prior to the
deal. Although D'Alfonso and Palermo were his clients, and were
friends, Gabriel testified he was uncertain about whether Palermo
knew he was sharing the investment with D'Alfonso. It was
apparent in his testimony that Gabriel was more responsive to
guestions about D'Alfonso, a dead man, than about the still
active mobster Palermo: ‘

Q. Did you ever discuss with Mr. Palermo the
fact that Mr. D'Alfonso was 1investing
money in this venture with you?

A, I never discussed it per se with him. I
can't say that I didn't get the impression
subsequently that maybe he had had
discussions with Mr. D'Alfonso. I don't
Know. But there was nothing ever
specific.

Q. You also indicated last time that, besides
Mr., Palermo and Mr. D'Alfonso being your
clients, you also go out with them
socially --

A. I have been with both of those gentlemen
socially, yes, sir.

Q. Were you aware of the closeness of Mr,
Palermo and Mr. D'Al fonso? _

A, I didn't know how close they were. It
appeared to me in 1985, sir, that they
were closer than what I imagined in 1980.

D'Alfonso: Mum's the Word

Gabriel finally revealed why he may not have discussed
D'Alfonso's $50,000 "loan"™ with anyone:

Q. Did Mr. Gelb know who the investors were?

A. Nc. ‘Let me also say this: The reason why
I say that that did not occur is because
Mr. D'aAlfonso, when he agreed to loan me
this money, instructed me, as an attorney,
not to divulge the fact that he had given
me this money and I wanted to respect
that.
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Q. Did Mr. D'Alfonso ever indicate to you why

he didn't want anyone Kknowing he was
. investing in these boxing events?

a. Well, I, I got the distinct impression,
Mr. Lynch, as a result of my conversation
with Mr. D'Alfonso that although he viewed
this and I viewed it as a completely
legitimate enterprise, that because he was
who he was, that if his name ever became
public knowledge, associated with this,
that someone would loock upon it as if it
had sinister connotations. And I must say
to you that that is the bottom line here.
I mean, I know of nothing, and I may be
presumptuous in saying this, anything
illegal that was done or wrong that was
done, but vyet here we are, very much
concerned about who invested what in an

-—otherwise legitimate -.venture. = Now, . I
think that's the reason why. I mean, I
don't know, but I think that's the reason
why.

COMMISSIONER GREENBERG: Did Mr. Hand or
Mr., Gelb express the same concern to you
about the D'Alfonso involvement that you
have just told us about?

THE WITNESS: No, they never, they never
publicly said anything to me about it.

The SCI doubts that Gelb and Hand were unaware of Palermo's
and D'Alfonso's closed circuit TV interests. Palermo, when he
finally testified wunder immunity, admitted that he knew
D'Alfonso was an investor, that it was no secret, that “everybody
else knew it," and that D'Alfonso was trying to "peddle" the
proposition.

All Payments Were in Cash

Typical of mob financial practices, and despite the huge
amounts of money involved, most of the movement of funds between
D'Alfonso and Gabriel and the Gelb-Hand partnership was in cash,
as Gabriel's testimony demonstrated:

Q. Mr. Gabriel, could you tell us how Mr.
D'Alfonso paid you the $50,000? Was it in
cash?

A. In cash.

COMMISSIONER GREENBERG: Wwhat type of
money? I mean green cash, or a check
cash?

THE WITNESS: No, cash, cash.
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COMMISSIONER GREENBERG: Do you remember
how it got there? Was it in a briefcase,
paper bag, in his pockets?

THE WITNESS: I think it was in a
briefcase.

Q. Did Mr. D'Alfonso bring this cash to your
office or did he deliver it to some other
location?

A, No, he brought it to my office.

Q. When you returned the money to Mr.
D'Alfonso, did you return it by check or

did you return it by cash?
A. Cash.

No Receipts Were Sought or Given

As SCI accountants observed in assessing what records were
made available on the Ali-Holmes fight telecast, the paperwork
that would clarify and identify the transactions was
fragmentary. Gabriel testified that no receipts were requested
by or given to D'Alfonso for the hugh sums of cash that were
handled:

COMMISSIONER GREENBERG: What did you get
from Mr. Gelb by way of a receipt or
evidence that you had given him the
$80,000 in cash?

THE WITNESS: What did I get. I'm not
sure that I got anything.

COMMISSIONER GREENBERG: Did you give him
the $80,000 in cash without getting a
receipt or some evidence? Is that vyour
recollection? Did you ask for something?
Let's start with that.

THE WITNESS: That's a good guestion. I,
I don't recall, sir. -

COMMISSIONER GREENBERG: What d4id you give
Mr. D'Alfonso as a receipt for his
$50,0007

THE WITNESS: I gave him no receipt.

COMMISSIONER GREENBERG: Did he ask for
one? :

THE WITNESS: No.
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COMMISSIONER GREENBERG: What evidence did
you give him that he had given, if not a
receipt, something else indicating that he
had given you $50,000 in cash?

THE WITNESS: I gave him nothing.

COMMISSIONER GREENBERG: Was there a
letter —--

THE WITNESS: No.

COMMISSIONER GREENBERG: -- or anything in
writing back and forth between you and
Mr. D'Alfonso explaining what vyou were
going to do with the money?

THE WITNESS: No,

COMMISSIONER GREENBERG: Or what the
purpose of the transaction was?

THE WITNESS: Nothing in writing.

COMMISSIONER GREENBERG: Any similar
writing back and forth between you and
Gelb concerning the now $80,000 in cash
that you had transferred to him for
purposes of promoting closed-circuit TV of
a boxing fight?

THE WITNESS: Sir, I'm not trying to be

evasive. You ask a very pertinent
question and I'm embarrassed to say that I
don't recall what I would have -~ what I

received, if anything, and why I didn't.
There may be some receipt that I have, I
don't know. Or that Mr. Gelb has. I
don't know.

COMMISSIONER GREENBERG: I take it Mr.
D'Alfonso trusted you enough to give you
$50,000 in cash and not ask for a receipt
or some evidence that you have?

THE WITNESS: I believe so.

COMMISSIONER GREENBERG: And you have no
evidence or no instrument that evidences
that it was a debt between Gabe
Productions, Inc., and Mr. D'Alfonso, this
$50,0007?

THE WITNESS: No.
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COMMISSIONER GREENBERG: Was it understood
between D'Alfonso and you that it was a
debt of Gabe Productions, Incorporated, or
a debt of Robert Gabriel to Mr. D'Alfonso?

THE WITNESS: Well, I never explained that
sophisticated distinction to Mr.
D'Alfonso, sir.

Gelb Asked No Questions

When the sum of $80,000 in cash was turned over to Gelb, he
asked no questions about its origins, according to Gabriel:

COMMISSIONER GREENBERG: Was it your
testimony that the $30,000 of your share
that you gave to Mr. Gelb was alsoc cash?
THE WITNESS: Yes, that's my recollection.
COMMISSIONER GREENBERG: And the $50,000
from Mr. D'Alfonso, you're sure it was
cash?

THE WITNESS: Yes.

COMMISSIONER GREENBERG: Do you remember
where vou transferred this $80,000 in cash
to Mr. Gelb?

THE WITNESS: I believe it was "in his
office.

COMMISSIONER GREENBERG: Did Mr. D'Alfonso
tell you where he got the money from?

THE WITNESS: No.

COMMISSIONER GREENBERG: Did Mr. Gelbk. ask
you where you got the money from?

THE WITNESS: No.

COMMISSIONER GREENBERG: Did you tell him
what percentage or what amount of the
$80,000 wags yours?

THE WITNESS: No,

Shrugs Off Big Profit

D'Alfonso and Gabriel made a profit of at least $34,000 on
their $80,000 investment. Gabriel explained how the profit,
which was relayed by bank check to his boxing company, was paid
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out. He also indicated that their investment return, of at least
40 percent, was a disappointment:

Q. Did you and Mr. D'Alfonso enter into any
kind of an understanding or agreement as
to what Mr. D'Alfonso would get as far as
a percentage of the $50,000 invested or as
far as any interest that he would receive?

A, Yes,

Q. What were the terms?

A, The terms were that we would get back
initially our initial investment; that is,
for want of a better word, I'1ll use it,
front money. This is the monies that were
used to put up the letter of credit, and
that dependent upon the proportion of
monies between Mr. D'Alfonso and myself,
that's how we would share whatever profits
were received.

Q. When you delivered the cash to Mr. Gelb's
office, was anybody in Mr. Gelb's office
besides you and Mr, Gelb? More
specifically, was Mr. Palermo present in
Mr. Gelb's office when you delivered the
cash to Mr. Gelb?

A. I don't believe so, no, sir.

Q. Okay. You received what was considered a
settlement of the Ali-Holmes event. You
received a thirty~-four~thousand-thirty-
two-dollar check, dated October 27th,
1980, - from Gelb Productions to Gabe
Productions?

A. Right.

Q. Did you distribute that, the proceeds from
that check, to anyone in particular?

A, A portion of the proceeds of that check I
would have distributed, in cash, to Mr.
D'Alfonso. o

And the rest would have gone to yourself?
Right.

N

COMMISSIONER GREENBERG: S0 you made a
profit of 34,000 on the investment of
80,0007

THE WITNESS: That's right.

COMMISSIONER GREENBERG: What do you mean
it didn't work out?
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THE WITNESS: 1I'm going to tell you why.

COMMISSIONER GREENBERG: What did vyou
expect to make?

THE WITNESS: I expected to make more than
34,000,

$80,000 was Returned in Cash

Another check, for $56,374 was paid to Gabriel's Gabe
Productions, Inc., by Gelb but Gabriel gave conflicting testimony
about its purpose. The nature of Gabriel's testimony, in fact,
suggests that his role in the closed circuit transaction was

superficial and that he was acting merely as a mob front for the
deal. S0 far as Gabriel could recall, his and D'Alfonso's
investment of $80,000 was returned in cash, followed by the check
for the $34,000 profit:

COMMISSIONER GREENBERG: By the way, how

did you get the $80,000 back? Is there a

check which represents that?

THE WITNESS: No.

COMMISSIONER GRERNBERG: How did you get

that back, the basic §80,000 that you

invested, from Gelb?

THE WITNESS: That was in cash.

COMMISSIONER GREENBERG: And when was that
delivered?

THE WITNESS: I don't recall, sir.
COMMISSIONER GREENBERG: By whom?

THE WITNESS: I don't recall.

COMMISSIONER GREENBERG: Was it Mr. Gelb?
THE WITNESS: I think it was.

COMMISSIONER GREENBERG: And he delivered
$80,000 in cash as your basic investment
return. Is that your recollection, sir?
THE WITNESS: Yes,.

COMMISSIONER GREENBERG: and what did you

do with the $80,000? Did you deposit it
in the same bank account -- -
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THE WITNESS: No.

COMMISSIONER GREENBERG: -~ in which this
check was deposited in?

THE WITNESS: No.

COMMISSIONER GREENBERG: What did you do
with the $80,0007?

THE WITNESS: I would have given Mr.
D'Alfonso back the cash and I would have
retained my investment, my front-money
investment.

Joseph Hand, Promoter

Although Joe Hand of Philadelphia has a wide reputation as a
successful closed circuit boxing promoter, he has over the years,
nonetheless, consorted with organized crime members and
assocliates and participated in deals that have been guestioned as
mob-tainted, A longtime Philadelphia police detective, Hand
retired on a disability pension in 1976 after he suffered a heart
attack. During much of his police career, since 1964 when he
moonlighted as an employee of a company promoting the then
Olympic boxing hero Joe Frazier, he has been active in boxing.
Hand testified at the SCI that, with the exception of the first
Ali-Frazier contest, he has promoted every closed circuit boxing
telecast 1in Pennsylvania during the past 20 years. He
co-promoted several live boxing shows with Frank Gelb in Atlantic
City until April, 1982, when he obtained his own New Jersey
promoter's license. Most of Hand's promotions of live shows have
featured fighters from Steve Traitz's Montgomery County Boys
Club, where mobster Blinky Palermo was a fixture (at least until
the SCI's boxing inquiry began focusing on organized crime).

Hand and Mobsters D'Alfonso, Palermo

Although his testimony about organized crime figures was
guarded, Hand indicated that he had no personal concerns about
associating with them despite his knowledge as a police officer
of their illegal activities and unsavory reputations. Hand was
gquestioned particularly about his links with gangsters D'Alfonso
and Palermo, because they were long rumored to have a financial
interest in closed circuit boxing telecasts. Hand told the 8CI
that he first met D'Alfonso in the early 1960s. Here are
excerpts from his testimony on both D'Alfonso and Palermo:

Q. Could you tell us under what circumstances
you first became aware of Mr. Frankie
D'Al fonso? ‘

A. Through the Philadelphia Police
Department. I. was in the 1Intelligence
Unit and he's a known =-- just criminal is

the way to describe it.
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There were reports 1in the Philadelphia
Police Department that indicated that
Frankie D'Alfonso was a known criminal?
Yes.

Did they also indicate that he was a known
organized crime figure?
No.

During your years from '62 to '76, with
the Philadelphia Police Department --
At the end, ves.

-~ did you later find out that Frankie
D'Alfonso was a member of organized crime
family or close associate?

He was said to be, yes.

Did vyou ever see or visit Frankie
D'Al fonso?
Oh, vyeah.

Do you know an individual by the name of
Frankie Blinky Palermo?
Yes.

How do you know him?

I've known him through the years in the
Philadelphia Police Department and in the
boxing business. Frankie was very active
years ago.

Were you also aware, from your information
within the Philadelphia Police Department,
that he was an organized crime member?
Alleged member of organized crime, ves.

And were you also aware of the association
between Frankie D'Al fonso and Frank
Palermo?

Um-hum, I see them together. I see them
together a lot.

Have you ever been in the company of both
Frank D'Alfonso and Frank Palermo?
Yes,

How often would you have been 1in their
company?

I think, as 1 explained to you before,
when you asked me about Frank D'Alfonso, I
would say normally when I see Frank
D AlfOnso, I see Blinky Palermo, so the
same —-- I'll answer the questlons the same
as I did for Frank.
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So to recapitulate, you delivered tickets
to Frank D'Alfonso and, usually, Frank
Palermo was there?

Yes, they're generally together an awful
lot.

Have you ever been in the company of Frank
Palermo alone, without Mr. D'Alfonso being
present?

Yeah.

Records indicate that you received phone
calls from Mr. Palermo in the year 1981
ang the phone calis were from Mr.
Palermo's New Jersey address, summer
residence, or it might not be summer, but
his residence in South Jersey, to vyour
unpublished telephone number, and my
guestion is: Do you recall him calling
you up?

I recall speaking to him on the telephone.

What would you and he have spoken about on
the telephone?

Maybe about -- I don't know. I could not
tell you. It was nothing specific. It
might have been about a fight. It may
have been about tickets.

Why would you have given him the phone
number?

Like I would have given him any other
number. It wasn't -- it Jjust didn't
matter to me.

Well, you testified earlier that you knew
that Mr. Palermo was an organized crime
figure?

No, I didn't say that to you.

You testified that --
I said he was an alleged member of the
organized crime family.

Okay. You knew that he was an alleged
member?
Yes, I did.

I will take that as a correction. Now,
you were a member of the Philadelphia
Police Department? . _
Positively.

wWhy would you give an alleged member of an
organized crime family your telephone
number?
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A. Because at the time I gave it to him I was
not a policeman, and at the time I gave it
to him for any reason, if I did give to to
him, somebody else is liable to have given
it to him, but if I 4id give it to him it
was just a number to call.

Q. Why didn't you give him your regular
business phone numbers?

A. He might have wanted to call on a
Saturday, he might have wanted to call on
a Sunday. I really don't recall.

Hand and Lawyer Gabriel

As reported previously, Hand and Frank Gelb of Atlantic City
were partners in the closed circuit telecast of the Ali-Holmes
title fight on October 2, 1980. An investor in this project was
Robert E. Gabriel, the Pennsylvania-licensed lawyer for Palermo

and D'Alfonso. 0f the money that Gabriel's company, Gabe
Productions, invested in the Gelb-Hand venture, $50,000 in cash
was supplied by D'Alfonso. Here is how Hand recalls his

association with Gabriel:
Q. Who is Robert. Gabriel? _
A, Robert Gabriel is an attorney in
Philadelphia.

Q. When did you first meet him?
A, In the early sixties,

Q. Did he ever represent you in .any legal

matters?

A, No, he worked in the district attorney's
office.

Q. So you met him in his capacity as a

district attorney in Philadelphia?
A. That's correct.

Q. Did he eventually 1leave the district
attorney's office, to your knowledge?
A. Yes, he's in private practice.

Q. When was the first time that you had any
financial dealings with Robert Gabriel?
A, Say 1980.

0. How did this come about?

A, We were looking for investors all the time
and this was a chance for me to have an
investor and he was glad to put the money

up.

Q. Did anybody tell you to go to Robert
Gabriel?
A. No.
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Q. Did anybody introduce Mr. Gabriel to you
as an investor for your closed circuit
promotions?

A, I just think Mr. Gabriel called me, and
this is pretty common, people calling, can
we invest.

Hand and Cooney-Holmes TV

In the Gelb-Hand promotion of the closed circuit telecast of
the Ali-Holmes fight in 1980, Gelb was identified as the partner
who accepted cash from and made cash payments to investor
Gabriel. Gabriel was again a major investor when Hand alone
promoted the Cooney-Holmes closed circuit broadcast in
Pennsylvania and West Virginia on June 11, 1982, Just as the
Ali-Holmes transactions raised questions about mob ties to that
1980 event, similar concerns arose in 1982 about underworld ties
to the Cooney-Holmes project. A subsequent revelation by
Gabriel, as an immunized SCI witness, that D'Alfonso provided as
much as $70,000 to finance this event, suggests why almost all
transactions between Hand and Gabriel were in cash, a traditional
organized crime "business" practice. Following are excerpts from
Hand's testimony on the deal with Gabriel:

Q. On the Cooney-Holmes event, we have
reviewed your checks that you submitted to
us, checks that were payable to Robert
Gabriel. The checks were made out to
cash. Was there any reason why you would
be making cash payments to Mr. Gabriel as
opposed to paying him by check?

A, Yeah, Mr. Gabriel gave me the money 1in
cash and that's how he reguested it be
paid back to him. And I cashed them at
the bank, took it down and paid him.

0. So what vyou're saying is that over a
period of one week from June 26th, 1982 --
June 29th, 1982 to somewhere in July 7th,
1982, you paid over $110,000 to Mr.
Gabriel in cash?

A, That's without me looking at my records,
if that's -- if you're sure my records are
correct, ves.

Q. As I understood your prior answer, you
said he gave you cash and you gave hinm
these checks.

A, I gave him cash back. I took those
checks, made them up, cashed them and he
got the cash for them. It was all
transacted at the bank.

0. Why? .

A, He wanted cash. He gave me cash and he

said I've given you the cash and he said
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"that's how I want it back."™ Perfectly
all right with me.

Did you ever discuss with him why it had
to be a cash transaction?
No, that happens a lot of times.

What would Mr. Gabriel's return be on the
amount of the investment?
I think you have it right here.

Would the return be approximately $22,0007?
Yes, 1if that's what it says, profit,
that's what it was.

So just to clear the record, Mr. Gabriel
gave you cash, he did not give you a
letter of credit?

No, he gave me cash.

And you used the cash to obtain the letter
of credit.
That's correct.

And you obtained it from the Continental
Bank, is that where you get most of your
letters of credit from?

Yes,

Gabriel Discloses Mob Investment

As

with his disclosures about D'Alfonso's
contribution to the Ali-Holmes closed circuit project in 1980,
required three appearances and a grant of immunity to pry from
Gabriel the evidence that D'Alfonso had put $70,000 in cash into
Following

Hand's Cooney-Holmes closed circuit telecast in 1982.
are Gabriel's recollections of the 1982 investment:

Q.

Let's start from the beginning, on the
Cooney~Holmes event. Where did you get
the cash to invest in this particular
event? On June 11th of '82. You made an
investment with Mr. Hand, did you not?
Yes, sir. ‘

And could you tell wus how much you
invested in this event? I would assume
you invested $114,000 if that was given
back to you.

Okay. Then if that's what the records
reflect, sir, then that's it.

Well, the only thing we have to go by is
records of Joe hand.
Okay. Then I would stand by that.

$50,000
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Where did you get the $114,000 to invest
in the Cooney-Holmes event.

The money, and what percentage of it, sir,
I do not now recall. A portion of that
would have come from Frank D'Alfonso and a.
portion of that would have come from my
personal monies.

And when you say a portion, I mean, we're
talking about roughly over a hundred
thousand dollars.

Sir, it may have been 70,000 Mr. .
b'Alfonso, 40,000 Mr. Gabriel. I don't
recall, .

Did Mr. D'Alfonso give you his share in
cash?
Yes.

Do you know where he got the cash from?
No, I do not, sir.

Did Mr. Palermo give any cash to you for
the Cooney-~Holmes event?
No.

When we asked you the last time whether or
not Mr. Palermo invested any money in the
Cooney-Holmes events, vyou asserted vyour
attorney-client privilege. Was  Mr.
Palermo your client as far as investing
money in the Cooney-Holmes event? :
No. I think I answered that question,
Mr. Lynch, and I just want to make it
clear that at that time I was simply
attempting to protect the record as far as
the attorney-client privilege was
concerned in that regard; and I felt that
if I answered one gquestion that may go to
the attorney~client privilege, that it
would lead to another and that may
constitute a waiver, and it's for that
reason that I answered that way.

Did Mr. Palermo ever give you advice as
far as the Cooney-Holmes event?

No, I don't believe so.

Did Mr. Hand and Mr. D'Alfonso and.
yourself ever discuss this particular
event? :
Yes. Well, I discussed it with him, I
don't know whether Mr. D'Alfonso discussed
it with him.

Did Mr. Hand ever indicate to you that he
knew Mr. D'Alfonso was going to invest

money in this particular event?
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A. No, no,

Q. Did Mr., Hand ever indicate to you that he
had conversations with Mr. p'al fonso
regarding this particular event?

A. No, no.

Q. bo you know for a fact whether or not Mr.
D'Alfonso and Mr. Hand discussed this
particular event?

A, I do not know that for a fact, sir.

Hand Paid Back $114,000 in Cash

SCI accountants were able to trace Hand's cash payments to
Gabriel in the 1982 deal because Hand left a trail of bank
checks. These checks would first be cashed by Hand and he then
would turn the cash proceeds over to Gabriel. The checks, and
their dates, were for $12,0003 on June 23, 1982; $50,000 on June
30, $25,000 on July 1 and $27,000 on July 7, a total of
$114,000. As in the 1980 project in which Gabriel invested mob
money, the investment was paid back in cash but for some reason
the profit that ensued from the investment was paid by check. 1In
the Cooney-Holmes situation, Hand gave Gabriel on July 7, 1982, a
check for $22,800 which ostensibly represented the profit from
the event to Gabriel and D'Alfonso. This profit appears peculiar
to the SCI in light of the Hand-Gabriel contract calling for Gabe
Productions to receive as much as 60 percent of the net. a
later Hand-Gabriel contract covering the Hagler-Duran fight in
1983 made Gabe Productions a 25 percent partner in Pennsylvania
and a 50 percent partner outside Pennsylvania.

Cash in a "Brown Paper Bag"

In 1980, when D'Alfonso contributed $50,000 in mob cash to
the Ali-Holmes fight, he gave the money to Gabriel in a
briefcase. Gabriel recalled that incident when he testified
about the manner in which he got D'Alfonso's $70,000 in mob cash
for the Cooney-Holmes event in 1982, which he indicated was
probably handed over in a "brown paper bag." Following 1is
Gabriel's recollection of D'Alfonso's cash payment.

Q. The money that was given to you by Mr.
D'Alfonso, how was that given to you?
A, In cash.

Q. Was it in a briefcase?

A, There {was] one occasion, sSir, when he
came to my office and had a brown paper
bag. There's one occasion when money was
in a briefcase. I don't recall whether
this occasion was a brown paper bag or
not.
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All right. On this occasion, the
Cooney-Holmes  event, there were four
separate payments in cash.

Right.

When Mr., D'Alfonso gave you the money, did
he give you the entire amount at once? If
it was 70,000, did he give you the 70,000
at once?

I'm not sure about that, sir. I'm not
sure,

Did you again approach Mr. D'Alfonso as
far as investing in the second event or
did he approach you with regard to the
second event?

I, I believe that with reference to the
second event 1 believe that Mr. Hand wrote
to me and outlined this particular event
and indicated to me what it was that he
was interested in, and what the percentage
would be, and how much money he was
looking for as far as 1letter of credit,
our investment. That's my recollection,
sir. :

Do you recall if anybody other than Joe
Hand or his son would have delivered cash
to you? We're talking about a lump sum of
550,000 at one time,. 25,000 another time,
27,000.

No.,

I mean, these are large amounts. It --
Absolutely, I agree, sir. I don't believe
it was anyone else other than Joe Hand and
his son.

Let me ask you this question, Mr. Gabriel:
Is it possible that any of these payments,
and I'm referring to the 12,000, the
50,000, the 25,000 or the $27,000 dollar
payments, were delivered directly to Mr.
D'Al fonso?

Mr. Lynch, it is, it is possible that that
could have occurred.

Did Mr. Hand ever talk to you about Mr,
D'Alfonso's involvement?

No, he never talked to me &bout Mr.
D'Alfonso's involvement. But I cannot say

Then how could it have been possible?
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A. -- to you that I did not get the
impression from talking to Mr. D'Alfonso
that Joe Hand was a stranger to him.

Q. What do you mean by that?

A. What I mean is, I'm sure he -- from my
discussions with him, it was clear to me
that he knew Joe Hand. He knew of Joe
Hand.

Q. Now, you indicated that you had an idea
that Joe Hand knew D'Alfonso and vice
versa just by those conversations?

A, Right.

Q. Is that why it could be possible that the
cash went directly from Joe Hand to Mr.
D'Al fonso?

A. It's distinctly possible, sir,. It's
distinctly possible.

Q. Did it occur that way?

A, I don't know, Mr. Lynch. I -~ you see,
let me say this to you: Mr. D'Alfonso was
putting up the bulk of the letter-of-
credit monies. 1 was primarily concerned
with whether or not my investment was
secure and whether or not there was going
to bhe any profit from this event.
Certainly I was concerned in whether or
not we got our, gquote, front money back.
If at the time Mr. Hand, if this occurred,
and I'm not saying it did or it did not,
if Mr. Hand would have said, "Look, I'm
going to deliver X number of dollars and
give back to Mr. D'Alfonso X number of
dollars," I would have no objection to
that because he was really merely
returning to him that which I would have
been obligated to return to him in the
first instance. So it wouldn't have
bothered me.

Hand and Mismatches

As the SCI reported to the President's Commission on Organ-
ized Crime in June, 1985, one product of organized crime's
presence in boxing could be an increase in "fixed" fights -- that
is, bouts whose conclusions have been pre-arranged by bribing or
otherwise persuading certain combatants to feign defeat. How-
ever, as noted earlier in this report, the outcome of a bout can
also be all but guaranteed by merely recruiting inexperienced or
otherwise inferior fighters to compete against favorites, who
thus can easily expand their win records. This Commission has
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confirmed that an unusual number of such mismatches appear to
have been arranged in favor of the house boxers of the- Montgomery
County Boys Club (in Eagleville, Pa.). This club was founded and
operated by Steve Traitz, Sr., & New Jersey-licensed boxing
manager whose close friendship with mobster Blinky Palermo has
been cited, whose training gym was a favorite haunt for Palermo
-- and whose fighters have often been promoted by Hand. An
example of such a mismatch promotion by Hand occurred in
November, 1984, in the Bahamas, which featured fighters from
Traitz's club. All of Traitz's fighters won, and in early
rounds, chiefly because of the poor qgquality of their opponents
rather than their own fistic skills. One successful "combatant"
was Traitz's son, Stephen Traitz, Jr., who had a 20-1 win-loss
record compared to his opponent's record of 8 wins and 20
losses, Another Traitz son, dJoseph, won with a 2-0 record
against a fighter with no wins and five losses. Another winner
boasted a 17-0 record, compared to his victim's 1-4; another
victor had a 19-0 won history, and of course prevailed over a
boxer who had won only 2 and lost 3 prior fights. The remaining
three fights in this exhibition were similarly lopsided.

Hands Testimony on Lopsided Bouts

Hand was gquestioned at the SCI about mismatches and their
adverse impact on whatever integrity the boxing industry still
has. His reactions to the problem were not comforting to anyone
concerned with rebuilding public confidence in boxing and with
protecting the health and welfare of boxers:

Q. We reviewed certain of your live events
that occurred in the casinos in Atlantic
City and it appears that an overwhelming
majority of the fighters that were
supplied out of the Montgomery County Boys
Club won their bouts. Specifically, on
December 8th, 1981, all of the Montgomery
County fighters won; on February 21st,
1981, all of the Montgomery County
fighters won; on August 5th, 1982, all the
Montgomery County fighters won. Do you
recall them winning a majority of their
bouts that you promoted?

A, Yes.

0. Do you vrecall receiving a letter from
[then] Deputy Commissioner Lee after the
April 5th, 1982 bout where he criticized
you for the poor selection of the
opponents who were matched up against the
Montgomery County Boys Club?

A. I remember receiving correspondence from
him asking us to try and select better
opponents from them; " more competitive
opponents.
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A review of these fights also indicated
that not only were the Montgomery County
fighters victorious, but the performances
that were put on by the opponents were
listed in many instances by the Athletic
Commission as poor performances, Could
you explain how you selected, as the
promoter, the opponents for the Montgomery
County Boys Club fighters?

I don't have a problem. The promoter's
job is not to select the opponents. 1It's
generally the matchmaker's job, which the
matchmaker does, naturally, with the
promoter's permission, but he selects the
opponents. Now, when we're fighting in
Atlantic City, we're fighting without
television money. We're probably the only
promoters Jdown there that don't have the
benefit of X number of dollars from
television. We depend on the number of
people that are in the arena to pay for
evervthing. We don't have the kind of
money to get everything. We don't have
the kind of money to get the quality
opponents at the time, and if there was
anybody criticizing them, that, that was -
it was individuals. Maybe it was the
Athletic Commission, whoever Was
criticizing them. We sold the place out.
All my customers left happy or they
wouldn't come back every time, and I was
completely satisfied myself with the
matchmaking.

I would just like to point out that, you
know, after these three events that I
mentioned to you, again all the Montgomery
County fighters fought and they all won,
again Commissioner Lee, on October 27th,
1982, sent another letter and he

criticized the opponents you were
providing. Do you recall receiving
continuing correspondence from

Comissioner Lee concerning this?
No, I don't recall that,

All right. Well, the records do indicate
that he did again warn you that he was not
satisfied and that Commissioner Walcott
was not satisfied with the performances.
Do you recall receiving more than one
letter from Commissioner Lee?

Yeah, I think we received two letters from
him.
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Can you explain what you do as a promoter
to make sure matches are fair?
I think that, I think that's a job of the
New Jersey Athletic Commission.

You don't have any responsibility as a
promoter?

I have responsibility to match two
fellows, make sure their weight 1is the
same. They're the ones that are in
control of it. They sghould have enough
information to say, if I make a guy from
Chicago, I don't know that much about him
and it's their job to know something about
him.

Hand Used "Fix Man" Barr

Later in this document appears an episode on John Barr, the
"fix man," who had a reputation for recruiting boxers
of such poor quality that whoever fought them could be sure of
adding to his wins-over-losses prestige.

so-called

has utilized Barr to provide boxers for his cards:

Do you know what Johnny Barr's reputation
is in the boxing industry?
Yes.

What is his reputation?
He provides opponents.

What type of opponents do you mean?
The term "opponents" 1is something that
opponents don't normally win. gis
fighters are not of a great caliber.

And you indicated that you have used him.
Why would vyou wuse him 1if he brings
opponents that don't win?

I said they normally don't win and I say
he brings opponents that do not win.

why do you use him?

I think 90 percent of the time whenever
he's used as a last-minute substitution
for somebody that you may have B fighter
that's the good fighter, A 1is just so-so.
You kind of think, well, I guess B will
beat A, but then B gets sick. 8o you just
have a kid that's not that good, you still
have a contract with him, you have to pay
him. And Johnny Barr's fighters are
always dependable, he's always on time;
his fighters always make the weight.
Normally these kids aren't too good.

Hand testified that he
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Anthony (Butch) Cristelli

Boxing Manager Anthony Cristelli left the Philadelphia
Police Department in 1970 on a disability pension. Although his
assignment, for more than eight years of his police career, to
the department's "special investigations squad" suggested greater
perception, he persisted in totally discounting official police
confirmation that certain of his friends and associates were
members and associates of organized crime, He described the
gangster characterization of Little Nicky Scarfo, Blinky Palermo,
Phil Leonetti, the recently murdered Frankie Flowers D'Alfonso
and others of the same ilk as "street talk"™ or newspaper labels.
His disclaimers became even more unbelievable when he guestioned
the credibility of his own police department's criminal reports,
as he did in his immunized testimony at the SCI about his
association with Palermo:

Q. While you were a member of the Police
Department, was it also not known to you
that he [Palermo] was a member of
organized crime?

WITNESS' COUNSEL: A fact as opposed to
rumor, innuendo, lies, okay? So the
guestion is, do you know -- did you ever
know for a fact that Blinky Palermo was a
member of organized crime?

THE WITNESS: WNo, I think I answered that
before and I have to go the same way. I
didn't know, per se, that he was a member

of organized crime.

0. pid the law enforcement records indicate
that he was?
A. Yes.

0. Did members of the Philadelphia Police
Department, brother officers of yours,
tell vyou that they felt that he was a
member of organized crime?

A, Yes.

0. Now, the question I have now, keeping all
that you've heard in mind, why would you
have all of these discussions with Mr.
Palermo, given the fact that you've heard
through reliable sources that he 1is a
member of organized c¢rime, if you are a
boxing manager, licensed to manage in the
State of New Jersey?

A. Our discussions were ©purely general,
generalizations. He never, whenever we
met, talked or tried to do anything that
would appear to be anything involving
organized crime...He came down into the
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gym. He came into the gym. When we had a
drink or whatever, I knew the fella, I
knew the guy, there was nothing wrong =--
he never did anything illegal in front of
me. We never discussed anything illegal.
wWhy shouldn't I talk to him?

Cristelli and Boxing

Cristelli didn't become active in boxing as a business pur-
suit until the 1980's when, after a succession of ventures, he
joined in incorporating the now defunct Blackwood Boys Club as a
training gym for boxers. His interest in boxing was shared by
the powerful Scarfo mob soldier Thomas DelGiorno, a friend with
whom he had discussed the formation of a national security guards
union and who is reputed to have a secret ownership interest in a
number of boxers. {(Cristelli 1lives in Blackwood, where he
operates a general merchandise store, Nearby is a building
Cristelli once rented, for conversion into a steak house, to his
friend Mike Marrone, a Scarfo gang soldier who never made it as a
restaurateur). By 1982 Cristelli, a licensed boxing manager and
second, was acguiring fighters, including Andre (Sugarman)
Cooper, and had incorporated Butch Cristelli Enterprises as the
umbrella for his mob-flavored boxing deals.

Cristelli and the Mob

The Blackwood Boys Club was visited on occasion by the aging
Scarfo-Bruno mob soldier Palermo, who once was c¢onvicted of a
boxing-related extortion charge. As long ago as 1980 Cristelli
and Palermo talked about getting the latter 1licensed in New
Jersey to manage boxers, at meetings at Atlantic City's casinos
as well as at the Blackwood gym. The following excerpts from
Cristelli's testimony relate to discussions on' boxing with
Palermo:

Q. Have you ever had any discussions with
Mr. Palermo concerning his involvement in
the boxing industry?

A. I think one time we had a general
discussion about him trying to get a
license in New Jersey.

Q. And could you tell us when that discussion
took place? ‘

A. Somewhere between 1980 and 1983 -- 1984.

Q. Have you met with Mr. Palermo outside of
the casinos in Atlantic City? Last time
you testified you met him a couple of
times in the casinos. Have you met him
outside the casinos?

A. Yeah, I think I did.
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Where?
Oh, I think down at the Blackwood Boys
Club.

How often would you have met him at the
Blackwood Boys Club since 1980 --
Not too often.

buring those meetings, did you and he
discuss boxing?

Are you talking about prearranged meetings
or him just coming into the gym?

Let's take it apart. ©Did you and he have
any prearranged meetings at any time, I
mean Since 19 --

Not that I recall. But we've talked about
the Blackwood Boys Club. de'd pop in
there, I didn't know he was coming, stop
in, see the fighters, just general
conversation,

* &k %

Did you ever discuss with Mr. Palermo,
either on this occasion or any other
occasions, what his interest is in boxing?
Like I told you, he had said that he
wanted -- he was going to try and get a
manager's license and get Dback into
boxing.

Well, did he ever discuss with you any
specific interest he had in any particular
fighters as fighters that he would like to
manage or he was thinking of obtaining the

rights to manage?
I don't remember. I don't remember him

discussing anything like that. He might
have, I'm not sure.

When was the last time that you met Mr.

Palermo?
I guess it was about maybe a year, year

and a half ago.

Could you have met Mr. Palermo within the
past six months?
Yes-

Will you tell us where you met him?
I believe 1 was having coffee at the

Holiday Inn.

Where?
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A. On Route 70 -- is it 70 across from the
race track?

Q. And he just happened to come by the same
Holiday Inn?
A. Yes, yeah.

Mobster Palermo "Happened By"

As with other witnesses who were in or close to the under-
world, Cristelli's recollections faded when the subject of mob
contacts was raised. A "couple" of meetings with gangsters could
be 20 or 100 meetings, "several"™ talks could be a series of
discussions and, as in the case of Blinky Palermo "happening to
come by" Cristelli in a restaurant on Route 70 in Cherry Hill,
so-called chance meetings were much more likely to have been
carefully pre-arranged.

S50 far as Cristelli could recall, his Route 70 meeting was
with Rocco Auletto, since deceased, a onetime Bruno gang
bookmaking and loansharking operator in South Jersey who also
knew Palermo. Auletto many years ago fought professionally as
Roxy Allen. (He was knocked out by the future heavyweight
champion Jersey Joe Walcott in 1935.) Following are excerpts
from Cristelli's testimony on the Route 70 incident, which the
witness said included Palermo's lawyer Robert Gabriel:

Q. This meeting was not a predetermined
meeting?

A, No, not to my knowledge, not to my
recollection, no.

Q. Who were you at the Holiday Inn with?

A, Roxy Allen.

Q. Is Roxy Allen's real name Rocco Auletto?

A. Yes.

Q. When Mr. Palermoc came to the Holiday Inn,
did he sit down at the same table with you

people, with you and Mr. Allen?
A. NOI

Q. Did you sit at his table?
A, I think I went over to his table after we

got done -—- we were ready to leave, I went
over to his table. '

Q. And what was discussed?

A. His lawyer was there, [Robert] Gabriel.

Q. And what was discussed between Mr.
Gabriel, you and Mr. Palermo?

A. Well, Mr. Gabriel and I had a general

conversation about years ago.
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Q. Did you know him years ago?

A. Yeah, he was a district attorney and I was
a policeman, and just general conver-
sation,

Q. Did the topic of boxing come up during
that general conversation at any time?

A. It probably did, you know, I djust don't
remember. You're going to ask me what --
I don't remember. It was just something
-- maybe it could have been, you know, did
you get Cooper back? Is he still away?
Is he coming back? I don't know, I don't
remember,

Mob Advice Sought on Closed Circuit

At one point in his SCI testimony Cristelli and his lawyer
tried to minimize the probability that boxing was a prime topic
of conversations with Palermo. However, Cristelli did confirm
one boxing proposal that he discussed with Palermo. This
proposal concerned C(Cristelli's decision to tap whatever
"expertise" Palermo had on operating closed circuit TV broadcasts
in connection with Gerry Cooney's scheduled attempt to capture
Larry Holmes's WBC heavyweight championship title in 1932.
Cristelli did get a closed circuit location in Vineland in 1982
for the Holmes-Cooney fight and was aided in this venture by his
uncle, Alfred Cicotelli, a particularly close friend of the late
Frankie Flowers D'Alfonso. Excerpts from Cristelli's testimony
describe how he turned to Palermo for assistance in his first TV
venture in boxing:

Q. Can you tell us why you were discussing
this with Mr. Palermo?
A. It Jjust started out [as a] general

conversation about me having closed
circuit TV, I believe he was down at the
gym, came down to the gym.

Q. Who initiated the conversation?
A. I might have, he might have, I don't
really remember.

Q. Was he going to take any part of this
closed circuit?

A. Well, it was in the discussion stages at
that time. If I d4id get it and if the
fight did go off, then if he had any
expertise in that area, because I was just
a Johnnie-come-lately in that area, okay?
And if he knew of any situations, that was
it.

Q. Well, what expertise 4id Mr. Palermo have

in the closed c¢ircuit coverage of boxing
events?
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I don't know. I didn't know at that
point.

Well, you said that if you learned that he
had expertise, and you were a Johnnie-
come-lately—-

This was the discussion, if he could have
been any part, to help out.

Could you elaborate a 1little more on
that? I mean, you had discussions with
him, How would he have been able to help
out?

Maybe getting the TV cameras, maybe
getting the places, maybe getting a
location, looking at several locations.
That's it.

But during those discussions, is it not a
fact that Mr. Palermc was telling you that
he already has been involved in the closed
circuit aspects and he could get the TV
cameras or he could get equipment that
might be needed to put on closed circuit
events?

I think you're twisting it around a little
bit, Mr. Lynch. I'm telling you I don't
really recall who said what. I know this
was the discussion. The discussion was I
was going to get closed circuits TV,
okay? Whether he brought it up to me or I
brought it up to him, and it just -- not,
Hey, you want to go in business with me?
Or, Hey you got closed circuit TV, you
know, can I be part of it?

It just came up in generalities and as we
were discussing, you know, what closed
circuit TV entails, okay? Getting a
location, getting the TV cameras, getting
it set up, do you follow? And it was --
well, maybe I can get this spot over here,
I might know the guy down at Holiday Inn,
maybe we can rent that place out,. That
was, you know, the conversation at that
particular time,

Did he, during any of these conversations
or during the conversation when you were
discussing the closed circuit, ever
mention the name Frank D'Alfonso as a
possibility of someone he could contact in
the closed circuit field?

Are you talking about as part of, being
part of my closed circuit TV operation?
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Q. We'll take that first, vyes.
A. No, uh,uh.

Q. Did he ever discuss with you that he has
already worked with Frank D'Alfonso in the
closed circuit area where he could help
you with?

A. I don't think so.

The SCI believes Cristelli sought Palermo's advice because
he knew Palermo and D'Alfonso had the controlling financial
interest.

Palermo and Promoter Joe Hand

Cristelli testified that Palermo invited Promoter Joe Hand

to participate in the «c¢losed «circuit TV talks. {Hand and
Palermo in their testimony at the SCI denied Cristelli's
statements). Cristelli's testimony on the TV talks continued:

Q. You indicated the 1last time you were
before us that you knew a promoter by the
name of Joseph Hand, Joe Hand, 1is that

correct?
A, Yes.
Q. Did you ever meet with Joe Hand and Frank

Palermo and discuss anything to do with
closed circuit or boxing in general?
A, Joe Hand, Mr, Palermo and myself, yes.

Q. Would you tell us why the three of you met
to discuss either closed circuit or boxing
in general and what was discussed?

A. It was closed circuit.

Q. What was discussed?

A. It was discussed that Joe Hand had the
expertise, okay? He had run <closed
circuit for years, and there was
discussion about me having South Jersey
with Joe Hand.

0. Earlier, you testified that you and Mr.
Palermo had discussed closed circuit at
the Blackwood Boys Club. Now you're
stating that Joe Hand also was involved in
some discussion because he had the

expertise. My question 1is, did Mr.
Palermo bring Joe  Hand into these
discussions?

A. Yes.



-88=

Q. How often would you have been 1in the
company of Mr. Palermo and Mr. Hand, on
how many occasions?

A, Not too many, maybe once, twice, maybe
three times,

Q.- How did Mr. D'Alfonso discuss <closed
circuit with Mr. Palermo and you?

A, Mr. D'Alfonso and myself were having
coffee or 1lunch or something and Mr.
Palermo arrived and it was just general
conversation and the closed circuit TV had
come up, okay? And the discussion was
more or less, are you going %to run the
place in Vineland, were you trying to get
the place in vineland? And that was it.
It was just generalities, nothing
specific. It was nothing specific in the
conversation about closed circuit TV.

Q. How often would you have been in the
company with Mr. D'Alfonso when you also
met Mr. Palermo to discuss anything,
whether it's a hello or a goodbye or
boxing?

A, Not too many times.

Q. When you say not too many, give me a
number.
A, Once, twice, maybe three times.

Uncle Invests $10,000

Cristelli's uncle, Alfred Cicotelli, who testified at the
SCI about his mob friends, including Frankie Flowers D'Alfonso,
also described his investment in his nephew's first closed
circuit television boxing venture, in Vineland in June, 1982:

Q. What was the purpose of forming Knockout
Promotions?

A. As far as I know, it was something on a
closed-circuit TV at the Holmes and Cooney
fight and I says, okay, fine, I'll get

involved.

Q. Did you have any prior experience in the
boxing industry?

A. No, sirree, and I never even seen a live

fight in my 59 years. The only time I've
seen fights is with the casino sending me
tickets or asking me if I want to attend a
fight.

Q. Let me ask you this: Did you at any time

enter into any financial agreement with
Mr., Cristelli --
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A, Never,

Q. -- for this Knockout Promotions?

A, Oh, Knockout, vyes. On the Knockout I
did. 1In fact, my share of the thing was
around $10,000, and which I lost over a
thousand dollars.

Q. Did you know what Mr, Cristelli's
relationship was with .the boxing industry?

A, As far as I knew that he had a fighter,
and that's about all that I know.

0. Now, you indicated that you had to invest
$10,0007?

A, Well, that's what the share was that it
cost me at the end of the, at the end of
the thing. After all the money was
counted and whatnot, my share of the thing
was around maybe 11, 10,000, something,
and I paid it and that was it, and I
washed my hands of it and I don't even
want to hear about c¢losed-circuit TV or
boxing.

Mob Parley on Closed Circuit

The SCI received information about ancother meeting on the
closed circuit issue. Among those present at this meeting,
according to State Police surveillance, were D'Alfonso, Cristelli
and Cicotelli. The parley was at the Sands Hotel and Casino on
September 16, 1982, fThis meeting was confirmed in testimony at
the SCI by boxing manager Carmen Graziano, who also was present.

Cristelli's memory lapses became pronounced when he was
asked about the Sands Hotel meeting. He testified that while it
was "possible"™ such a meeting took place, he couldn't recall any
discussion with D'Alfonso of a South Jersey "problem" with closed
circulit television broadcasts of boxing events:

Q. Do vyou recall having a discussion on
September 16th, 1982, with Mr. D'Alfonso,
wherein Mr. D'Alfonso discussed the
problem that he was having with c¢losed
circuit screens in southern New Jersey?

A. In '827?

Q. In 1982, September t6th, 1982 at the Sands
Hotel & Casino?

a. I really don't remember that.

Q. Do you recall discussing with Mr.
D'Alfonso that at any casino --

A. I don't recall that discussion. I

couldn't recall what we discussed.
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Cicotelli Also Can't Remember

. Cristelli's uncle Alfred Cicotelli had as
memory lapse as his nephew when he was asked at the SCI about the
D'Alfonso meeting, at which he was present, on the
boxing TV issue:

Q.

At
sharper
Boxing
details

Q-

A.

I

Well, do you recall having a discussion on
that date at the Sands Hotel & Casino
where closed-circuit events were Dpeing
discussed with Mr. Cristelli and Mr.
D'Al fonso?

No, sir, I don't recall anything 1like
that.

We have interviewed Carmen Graziano and he
testified that those discussions were
taking place while he was there with you
and Mr. Cristelli and Mr. D'alfonsc. Does
that further your recollection?

No, sirree, 1In fact --

It never happened?
Never, I don't remember anything like
that happening.

Do you recall anything happening on that
night wherein Mr. D'Alfonso was kind of
upset at the way the closed-circuit event
occurred with Cooney-Holmes wherein other
individuals were taking some of his
profits from the closed-circuit events?
No, sir, I can't remember anything like
that.

Was there any discussion about Frank
"Blinky" Palermo on that specific night?

I can't remember anything like that. I
tell you, that's unbelieveable.

Was there any discussion about the boxing
closed circuit industry at that time?
That's what it was, closed circuit
discussion. Trying to get a fight at
Pennsauken, Halloran Plaza something, that
kind of thing.

Did they ask you your opinion on the
closed circuit? :

pronounced a

South Jersey

least one of the participants in the meeting had a
recollection of it than Cristelli and Cicotelli had.

Manager Graziano, for example, remembered
as he testified:

some of the
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Yes, Asked me if it had any appeal...and
I said vyes. It did have a tremendous
amount of appeal, because Camden is a
hundred percent black and Camden is five
minutes from Halloran Plaza.

Cristelli on D'Alfonso

It

should be noted here that ex-cop Cristelli

was

as

disbelieving of police files and reports by fellow officers
confirming D'Alfonso's mobster status as he was in the case of

Blinky Palermo,

Q.

Have you ever heard -- and you indicated
that you have heard that Mr. D'Alfonso is
a member of organized crime. Could you
tell us what you heard about Mr.
D'Alfonso's involvement with organized
crime?

The same thing, street talk, what you read
in the newspaper.

Now, you also mentioned that you were a
member of the Philadelphia Police
Department. Were there police reports
which indicated that Mr. D'Alfonso was a
member of organized crime?

Yes.

And did you have discussions with brother
officers that Mr. D'Alfonsoc was a member
of organized crime?

Yes,

Did vyou ever have discussions with Mr.
D'Alfonso concerning these allegations
that he was a member of organized crime?
Per se, no, we never discussed that
because I don't believe that Mr. D'Alfonso
is part of any organized crime family.

But you never --
I don't believe that he is.

But you never discussed that he was with
him?

No -- well, only what appeared in the
paper, we might have said something about
that. But to go into detail, I thought it
was a little insulting to the guy.

You were aware that Mr, Palermo was a
member of organized crime. You heard that
Mr. D'Alfonso was a member of organized
crime. Did you ever ask Mr. D'alfonso if

according to these excerpts from his testimony:
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there's any truth to the rumor that Mr.
Palermo is a member of organized crime?
A. No, I never discussed anything like that.

Palermo's Associations With Boxers

Despite Cristelli's meager recollections of Blinky Palermo's
boxing interests and activities, he did indicate that he found
the gangster in the dressing room of boxers on two occasions,
Once, Cristelli testified at the SCI, he found Palermo in the
dressing  room of a boxer under contract to another boxing
manager, Stephen Traitz, Sr. Cristelli's testimony:

Q. Have vyou and Mr. Traitz, Sr., and Mr.
Palermo been in each other's company at
the same time?

A, Yes,

0. When was that?

A, It was during a boxing match, I believe.

Q. Where?

A. In the dressing room 1in one of the
casinos. :

Q. And what was discussed at that time?

A. I really don't remember. It was one of

those situations where Stevie Traitz had
his kids fighting, I went back into the
dressing room to wish him luck, and Blinky
was back there and it was just, "Hey, how
you doing," whatever. I don't really
recall any kind of specific conversation.

Q. Was Stephen Traitz, Jr., fighting that
day?

A. To the best of my recollection, I think he
was.

. 0. Do you have any idea why Mr. Palermo was
in the dressing room?
A. No, I have no idea. He was at, you know,
a lot of fights.

Q. How often would you have seen him in the
dressing room of boxers?

A. I donft -- not too often, I don't think,

Q. Well, give me an approximate figure,

A, I think outside of that one time, maybe --

maybe one other time., I'm not even sure
about that,
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What He Didn't See Didn't Matter

Blinky Palermo's criminal record includes a conviction in
California in 1961 on a federal charge of extortion in connection
with a prizefighter. He was fined $10,000 and sentenced to a
15~-year term. He served seven years in jail before heading back
to Philadelphia. Cristelli testified at the SCI that he knew
Palermo "went to jail for something involving fights.,"
Nonetheless, he did attempt to engage in a deal with Palermo.
When he was asked if a boxing manager's association with an
individual of Palermo's 11l repute was harmful to boxing,
Cristelli drew peculiar distinctions about his relations with the
mobster:

A. ...He came down into the gym. He came
into the gym. When we had a drink or
whatever, I knew the fella, I knew the
guy, there was nothing wrong =-- he never
did anything illegal in front of me. He
never discussed anything illegal. wWhy

shouldn't I talk to him?
Joseph Elentrio

A particularly disturbing relationship between organized
crime and boxing was personified by Joseph Elentrio of Sewell, a
South Jersey used car dealer who is licensed to manage fighters
in New Jersey, Pennsylvania and Maryland. According to the
testimony of witnesses at the SCI, he was extremely close to
Thomas DelGiorno, an increasingly influential "made" member of
Little Nicky Scarfo's Philadelphia-South Jersey mob, As with
certain other boxing entrepreneurs cited in this report, Elentrio
did not become active in the industry until about 1980 and,
despite a similar lack of professional background, progressed
rapidly in acquiring and training fighters with the assistance of
organized c¢rime members and associates. Elentrio's primary
mentor has been DelGiorno, but he also associated with such other
mob figures as the late Sal Testa and Rocco (Roxy Allen)
BAuletto, The latter was a Scarfo crime family soldier who once
enjoyed the 1limelight as a heavyweight title contender but
carried more weight as a bookmaker and loanshark.

Elentrio and Mobster DelGiorno

Boxing Manager Elentric was questioned at the SCI about his
close relationship with DelGiorno:

Q. On [photograph exhibits] 273 and 274 you
identified one of the individuals as
Thomas DelGiorno. Who is he?

A, Long time friend of mine.
Q. How long have you known him?
A. I'd say more than thirty years.

Q. Prior to 1980, were you a frequent
socializer with Thomas DelGiorno?
A. Yeah, I would say so.
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How often would you see him prior to 19807?
I have no idea. As much as I see my best
man and my best friends, I see him. I
really --

You see a guy for awhile, then you don't
see him for awhile, then you see him for
awhile. I see Tommy encugh. I'm starting
to see him more now since boxing because
he knows a lot about it.

Could the basis of your rekindled
friendship or strong socialization with
him now be boxing since he knows so much
about it?

It's possible.

Have you ever driven Mr. DelGiorno to any
boxing events?
Oh sure, numerous occasions.

Why would you go with him?
He is a friend of mine and he enjoys
boxing.

Have you ever been to Mr, DelGiorno's
home?
Yes, sir, slept there.

You know him very well?
Yes, sir.

Elentrio Borrowed Money From DelGiorno

Elentrio became a mob borrower, from DelGiorno
as he testified:

Qo
Ao

Q.
A

Q.

Have you ever borrowed any money from him?
Yes, sir.

How much?
I don't know.

Large amounts?
On occasion, sometimes, sometimes small
amounts.

Any of the money that you borrowed from
Mr. DelGiorno, did you use it for the
boxing business? :

Sometimes maybe, I don't -- I used it for
different things.

When you say "sometimes," could you be
more specific?

from time to
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A. I would never borrow specifically for
boxing. I just told them I needed money;
could you lend me money. As I told you,
in the last four or five years I borrowed
fromn a million people. I couldn't begin
to tell you. I'm starting to get back
now.

DelGiorno Admits Loans

After litigation over DelGiorno's right to invoke the 5th
Amendment protection against self-incrimination, he was recalled
by the SCI to respond to questions that he had agreed in Superior
Court to answer. Certain of these gueries concerned his loans to
Elentrio, as these excerpts from DelGiorno's testimony
demonstrate:

Q. Did you 1lend him any great amounts of
money?

A, I don't know what a great amount of money
is.

Q. Did you 1lend him in the thousands of
deollars?

A. I can't remember how much, I know I've
lent him money, but I can't remember the
exact figures,

Q. Can you remember whether or not it was a
lot or a little?
A, To me, everything is a let., So, I would

have to say it's in the middle of a 1lot
and a little. '

Q. A lot could be a millien dollars?

A, It wasn't a million.

Q. Was it more than a hundred dollars?

A. Yes. It's more than a hundred, less than
a thousand.

Q. Less than a thousand?

A. Less.

Q. How often would you have lent him money?
A, On occasion. In the course of years,
whenever he needed it.

DelGiorno, Boxers Are "Friendly"

Elentrio told the SCi that he and DelGiorno often
discussed sports, and boxing in particular, when they met. He
testified that he saw the mobster frequently at the J & M Lounge
in Philadelphia, which is owned by DelGiorno and his wife, among
others. Elentrio also testified that his boxers were friendly
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with DelGiorno, who met them in bars or at their training gym,
treated them to meals, and even gave them cash. The following

excerpts

from Elentrio's testimony suggest the

Elentrio's most prized mob connection:

Q.

Q.

A.

L)

» .

FO O rp O P 0 >

L

L

Have you ever heard Mr. DelGiorno has a
lot of income that he has drawn from loan

sharking from Atlantic City and
Philadelphia?
No, sir.

When you and Mr. DelGiorno discussed the
boxing business, what do you discuss?

What I'm doing with my fighters, how I'm
moving them along. If he thinks I'm going
in the right direction, if this guy is too
tough or not too tough or if it's the
right opponent, different things in
boxing.

How friendly are your boxers with Mr.
DelGiorno?

They all know him. They are all friendly
with him,

Do they have numercus conversations with
him after boxing matches?
I guess they do.

Now, do you have any idea what Mr.
DelGiorno discusses with the boxers that
you manage?

I don't recall anything that I should
remember .,

Do you know if Mr. DelGiorno has ever had
any conversations with boxers outside of
the boxing arena?

I guess he did.

Did he ever meet any of these boxers at
the Wild Swan Lounge?
He could have, yeah.

Did he ever meet them in Philadelphia in
the J & M Lounge? '
He could have,

Do you know or do you not know?

I don't know for sure. I've had all of my
fighters one time or another--

In the J & M Lounge?

Yes, sir.

why would your fighters go to the J & M
Lounge?

closeness

of
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aA. Same reason any other lounge, there were
friends that I wanted my fighters around,
thing to do.

Q. why would you want Thomas DelGiorno
around?

A, Because I've known him twenty years.
Tasker Lounge, Tasker Club, I've had them
in the Swan Lounge, I've had them in bars
all over the city.

Q. bid Mr. PelGiorno have a financial
interest in any of these fighters?

A. No. I'm the only one on paper with any of
my fighters, If Mr. DelGiorno thinks he
owns them, that's his problem; if anyone
else thinks they own it, that's their
problem, I know who my fighters are, I
own them. I've never spoke to Mr,
DelGiorno about owning any of my fighters
or anvthing.

COMMISSIONER GREENBERG: Why would Mr.
DelGiorno believe he owns part of your
fighters?

THE WITNESS: I don't know, I have no
idea. He has no reason to believe he
does.

Both Elentrio and DelGiorno denied that the gangster had any
financial stake in Elentrio's boxers. However, SCI surveilances
of DelGiorno's conduct at certain meetings with Elentrio's boxers
at the Wild Swan suggested that he had more than a casual
interest in them. For example, DelGiorno was unusually agitated
during one Wild Swan talk with boxer DeJesus, after DeJesus had
finally beaten Dwight Hobson in a poorly contested bout on August
9, 1983. Elentrio's testimony again:

Q. On that night you and Tommy DelGiorno were
again in the Wild Swan Lounge, Mr. DeJesus
came into the lounge and vyou, Tommy
DelGiorno and Mr. DeJesus had a very
animated and 1lengthy conversation, it
wasn't just hello, a very leng thy
conversation? Do you have any idea what
you could have been talking about?

A, No.

0. Do you think Mr. DelGiorno could have been
guite disturbed with Mr. DeJesus?

A. No reason to be, no.

0. He did appear --

A. Maybe he thought the kid fought lousy and

was agitated.
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On November 22, 1983, DeJesus -- who fought under the name
of Watusi -- had gained a gquick decision and once again headed
for the Wild Swan Lounge. DelGiorno was there, also, coming as
usual immediately after Elentrio's boxers had completed their
bouts and without waiting for the featured. fights. Elentrio
testified:

Q. Could you tell me what vyou, Tommy
DelGiorno and Edward DeJesus would be
talking about?

A. Probably the fight.

Q. Why would Mr. DelGiorno be involved in
this discussion?
A. If vou've seen me, I've talked to nine

million people. You are just interested
in Tommy DelGiorno, that's why you are

talking about that particular
conversation. I'm sure if I spoke to
Tommy, I spoke to someone after I spoke to
him.

Q. I'm talking about DeJesus?
I mean all of us, I bring my fighters over

to everybody. I try to sell my fighters.
I take them to as many places, try to talk

to as many people as I can.

>

Did Mobster Have a Hidden Interest?

SCI surveillances produced numerous Iindications that a
hidden but substantial investment had been made in Elentrio's
boxers by DelGiorno. The gangster not only appeared religiously
—-= until after he was subpoenaed to testify at the SCI -- at all
of their bouts, but he also was highly vociferous as a ringside
habitue, complimenting or criticizing their performances and
receiving congratulations or condolences from companions when
they won or lost. DelGiorno even visited Elentrio's boxers in
their dressing rooms, which are areas of restricted access.
Elentrio was asked about DelGiorno's behavior at prize fights:

Q. In this photograph Mr. DelGiorno is seated
at the promoter's table, Is there any
reason when your fighter was fighting he
was at the ringside to watch the fight and
would admonish them if they did not f£fight
well and congratulate them 1if they d4id;
does he have any interest in them?

A. I guess it's my fight., In other words, if
you have a fighter they are interested in,
if he was your friend, do you understand
what I'm trying to get to. In other
words, 1f he was friends with Carmen
Graziano, you said if Carmen's fighter --
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he was friends with Tommy, he would be
sitting there if Carmen's fighter was
fighting, that's the only reason he is
there. Wwhat interest does he have? 1If he
thinks he has an interxest, then he has a
problem because he doesn't.

But the fact remains that Tommy DelGiorno
leaves a ringside seat; he is still going
to a restricted area only for promoters
and the press?
I don't know if that's the area you are
talking about.

After vyour fighter won the battle, and
this was [Angel] Sindo, he fought Steve
Richardson, there're individuals turning
to Mr. DelGiorno on the victory, could you
explain why they are congratulating him?
No.

¥You have no idea?
No, I don't. I don't know what he tells
them when I'm not there.

Let's just backtrack. On the August 9%th,
1983 fight, we had overheard individuals
talking about your fighters, and I think
that was DeJesus, he was referred to as
Del's kid, why would that be?

I have no idea. I have no idea who you
overheard it from. Half the people there
are drunk. Did you ever hear anyone refer
to Dallas as their team?

Now, on February the 7th, 1984, these
pictures were taken, Eddie DeJesus was
fighting, immediately after his bout
DeJesus went back to the dressing room,
Thomas DelGiorno went into the dressing
room with DeJesus; why would Mr. DelGiorno
be going back to Mr. Dedesus' dressing
room?

Again, because he is a friend of mine,

That's the only reason, not that he has an
interest?
No, sir.

DelGiorno "Bought" a Boxer?

Although Elentrio steadfastly denied that DelGiorno had a

financial
otherwise

interest in any of his boxers, the SCI
during the sworn testimony of

was informed
another New

Jersey-licensed manager and trainer, Nicholas Belfiore. In 1983,
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Belfiore said, he s0ld his contract with middleweight boxer
Reggie Boyer to Elentrio for $2,000 -- and DelGiorno paid for
it. Following is Belfiore's testimony on the Boyer deal (his

reference
Elentrio):

Qo

Q.
A.

Q.
A.

Q.

Al

to the "brothers"™ includes both Robert and Joseph

I'm going to show you a photograph which
has been marked as [Exhibit] 249 and the
individual with the striped shirt has been

.identified as Thomas DelGiorno. I ask you

if you have ever seen this individual.
Yeah, I know him to see him. He was
involved with that Juniper Gym with them
two brothers that I told you.

How did you know he was involved with
them?

The way I understand, I had a fighter
named Reggie Boyer.

Qkay.

And he was coming along good. He had six
wins, he turned around one day, he says,
"I don't think you're a good manager and
trainer,” and I was giving him money every
week, He was into me for like 4 or 500.
I said there's only one thing for me to do
is get rid of this guy and I sold him to
this gquy because I heard he put up the
money, $2000.

This Tommy DelGiorno?
Yeah.

How did the negotiations work out? Did
you go to Tommy DelGiorno?

No, I didn't go to him. I gave it to
what's—a-name brothers.

When you spoke about it, you spoke about
it to Reggie Boyer? ,

No, the deal I made with Joe, He said
Tommy don't want to go that much. That's
how I knew he put up the money.

That's what I wanted to get clear. He was
telling you Tommy would pay the money?
Yeah. I wanted 2500. He says he won't go
more than 2000. I said let me get rid of
this guy before I hit him in the head with
a baseball bhat.

You're talking about Reggie Boyer now?

Yeah, He's in jail now. He went back to
jail. Good thing that I got rid of him.
At least I got 1500. I had eight months.
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He owed me eight something. He's in
jail. He shot a guy in a holdup I heard
he's serving ten years. Good for him.

Q. Let me ask you this: Tommy -- according
to Joey Elentrio, Tommy wouldn't go 2500

and you agreed to --
A, 2000.

Q. Well, did Joe tell you that he put up
money for other fighters?

A. No, no. No, I told him I wanted to sell
him, I told him I wanted 2500. He turned
around and said Tommy won't go 2500,
That's how I knhow.

$7,616 "In a Brown Paper Bag"

On March 2, 1983, at about 8 P.M., a Philadelphia police
patrol stopped a plush rental car occupied by Elentrio and
DelGiorno. A paper bag containing §7,616 was found under the
front seat, money presumed by the police to be gambling
proceeds. Elentrio contended he knew nothing and said nothing
about the cache. DelGiorno refused to answer questions about it,
asserting his constitutional privilege against self-incrimin-
ation. Following is Elentrio's limited testimony on the issue:

Q. You were in the car. Do you recall being
stopped?

A. I remember being stopped by cops one time
with Tommy, but I don't think I was
driving, I don't remember the car or
anything.

Q. Do you recall on the floor of the front
seat of that car there was a brown paper
bag which contained $7,616 in small bills?

A. Yes.
Q. Where was that money from?
A. I have no idea.

Q. Was that money part of the gambling
proceeds?

A, I have no idea. I had a hundred dollars
in my pocket, maybe, fifty. I have no --

Q. Was the Lorimar Limited car leased out of
a rental, or a used car place, that you
owned or worked out of?

A. Yeah. I don't think it was my car, no. I
was driving?

Q. I didn't say vou were driving. I said you
were in the car and the car was rented
from Lorimar Limited.
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A, The time -- I don't know, I don't
remember. All I remember, the time we got
stopped, I remember that time, he had the
money under the seat, right, but I don't
even remember the car, I thought it was
his Cadillac or his Lincoln.

g. What do you know about the money that was
found in the car?
. Absolutely nothing.

. What did Mr. DelGiorno say about the money
in the car? :
. I didn't ask him.

. No.
. Did you at any time --

. I said it was a 1lot of money and he
laughed.

A
Q
A
Q. Nothing was ever discussed?
A
Q
A

Elentrio Hypnotized Himself?

When Elentrio was recalled for questioning by the S8CI, his
recollections were extremely. vague, particularly in connection
with reports that mob money was utilized to purchase a hidden
interest in certain fighters he had under contract. 1Indeed, he
claimed that "when I walked out of here I walked out of boxing."
He contended that he boned up on hypnosis and even "tried to
hypnotize myself."” His excuse for failing to respond more fully
to questions, he contended, was his concentrated effort at
"blanking this stuff out of my mind." It was the first time that
an SCI-subpoenaed witness had attributed a faulty memory to
sel f-hypnosis.

Joseph Verne, Promoter

Joseph Verne, 38, of Huntington Valley, Pa., a wholesale
furniture distributor with his father and brother, 1is a
Pennsylvania-licensed boxing promoter who also has co-sponsored
fights in Atlantic City, where he and his family own a home. He
has acted as a co-promoter of his New Jersey events because his
application for a New Jersey promoter's license has been held up
by an investigation that is now in its third vear. (No license
is needed in New Jersey to act as a co-promoter). The reason for
the delay in acting on Verne's license, according to Robert Lee,
who was the deputy commissioner at the time, was a continuing
review of information connecting Verne with "shady characters.”
Despite his lack of New Jersey boxing credentials and his reduced
boxing activities, Verne's 1links to organized c¢rime warrant
attention in this report. For example, Verne owns 30-odd pieces
of real estate, about half of them in New Jersey {(mostly in the
Atlantic City area), and has had extensive realty transactions
with Kenny Shapiro, the Scarfo mob's deal-maker, and with Kenny's
brother Barry Shapiro, whose boxing activities Kenny finances.
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The closeness of Verne's association with KXenny Shapiro is
suggested by his SCI testimony that he has known Kenny for from
15 to 20 years and has welcomed Shapiro to his home "from 50 to
100 times."

Verne's Boxing Background

Verne is the sole principal of Joe Verne Boxing Promotions,
the corporate umbrella for his boxing business. The promotion
company is headquartered in Philadelphia at the family's Home
Line Industries facility and uses its telephones. He testified
that he has had promotional contracts with boxers of varying
talents such as Freddy Reyes, Ricky whitt, Marvis, Mark, Rodney
and Joe Frazier, Jr., Gregg Edelman and Joey Giardello, Jr.
Verne has loaned various sums of money to boxers, including
Dwight Braxton, the United States Boxing Association's
cruiserweight chanmpion. Verne's immunized testimony on the
Braxton 1loan suggests how boxers can be brought wunder the
influence of an organized crime associate:

0. Did you ever lend Dwight Braxton any.
money?
A. I possibly could have.

Q. Could you tell us under what circumstances
that occurred?
A, Just came in one day and wanted to borrow,

you know, $50, a hundred dollars, 5200,
something like that.

0. And you just gave it to him?
A. I'm like that.

Q. He just came in and said, "Can I borrow
money?"” And you just gave it to him?

A. He didn't sign nothing. Just lent him
noney. :

COMMISSIONER ALONGI: Do you recall how
much you lent him? .

THE WITNESS: No, I really don't, I think
in fact he still owes me some money that's
about three years old.

COMMISSIONER ALONGI: Was it more than one
occasion?

THE WITNESS: Oh, yeah.
BY MR, LYNCH:
Q. Is there any reason why you have never
received that money back? I mean, Mr.

Braxton had a few large paychecks, did he
not?
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A, He sure did,

Q. Did you ever talk to him about getting the
money back?

A, No, I don't think so. Yeah, I think I
did. I d4id mention it to him a couple of
times when I ran into him down at the
fights. He said he'd be up to see me,
Not that tough. Can't fight.

0. What were you intending to get back from
just giving this individual the money?

A. Nothing.

Q You were not his manager, right?

A, I had nothing to do with him.

Verne's Mob Connections

Verne's close relationship with organized c¢rime figures,
chiefly the high-rankinjy members of NWicky Scarfo's mob, offers a
sobering reflection of the ominous presence of organized crime in
the boxing industry. As Verne's links with gangsters are listed
below, the reader should remember that he was closely aligned
with promoter Joe Hand in sponsoring at least three major boxing
events in Atlantic City despite his inability to gain a New
Jersey license. The abrupt and premature conclusion of several
prizefights during these promotions raised gquestions at the SCI
about pre-arranged dives.

Verne is an almost constant companion of Edward (Ricky)
Casale, a roofer by trade and one of WNicky Scarfo's closest
confidants. He has had social and business transactions with top
Scar fo gang members Philip Leonetti and Lawrence and Salvatore
Merlino. Indeed, Verne told the S8CI that he has transacted
business deals with the B5carfo mob's corporate front, Scarf,
Inc., to the extent of $15,000 or $20,000. Frank (Blinky)
Palermo, another veteran mobster, also is a friend of Verne's.
In addition, along with other mob members and associates, Verne
has bought suits from Al Certo, the Secaucus tailor who also was
Geneovese gangster John DiGilio's close companion.

Although his responses to questions about organized crime
figures were as guarded as those of other mob-connected witnesses
at the SCI, some idea of Verne's ties with the mob is suggested
in his testimony. For example, he described his numerous
contacts with Casale as follows:

Q. Since you met him, how often would you
have seen Ricky Casale on a monthly basis?

A, I don't know if it was monthly. 1I've seen
Ricky & hundred times, 200 times.

Q. Have you ever gone out socially with him?
A. Yes, I have. :

Q. Where?
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A, Philadelphia, Atlantic City.

Q. Have you spoken to him on the telephone?
A. Yes.

Verne's admittedly close association with Casale suggests
that he also was in gang boss Scarfo's company freguently -- far
more often than he obviously wanted to concede at the SCI:

Q. Do you know an individual by the name of
Nicodemo Scarfo?
. Yes, I do.

A

Q. When did you first meet him?
a. Six, seven, eight years ago,
Q
A

5

. Could you tell us under what circumstances
you met him?
- I don't remember,

Q. Well, could you tell us how often you have
been Mr. Scarfo since the first time you
met him?

A. I seen him four or five times, six times.

Q. Could you tell us what circumstances you
saw him under?

A, Just to run into him in an affair or a

restaurant.,
John Barr, "Fix Man"

The boxing industry's callous disregard for the health and
welfare of the young men whose bouts generate its revenues
borders on criminality. Many youths who are lured into the fight
game are poor, uneducated often to the point of illiteracy, and
desperate for sustenance. From this pool of unfortunates come
the victims of mismatches contrived by greedy promoters and
managers to inflate the win-records of more promising boxers with
whom they have contracts. Because of inadequate regulatory
efforts to cope with such night-of-the-event problems as
unchecked substitutions, inadequate <credentials, questionable
identifications and unconfirmed licensure, it has been relatively
easy to recruit unknown and inexperienced boxers as easy-to-beat
or "fall down" opponents for stronger fighters whose championship
potential would thus be enhanced. One recruiter of such
mismatched boxers was John Barr of Philadelphia. He is a former
licensed boxing manager but has not been accredited in New Jersey
since 1983, The SCI heard testimony from an informant who
described Barr as a "fix man" for people who want to win a
fight. This informant explained that if a promoter or manager
wanted to safeguard and expand a fighter's winning record, he
would recruit opponents through Barr, who was known for providing
fighters who were sure losers. '



-106~-

A former manager from Philadelphia, Robert Taylor, who
received immunity from prosecution, testified at the SCI that he
first met Barr when he returned to a gym where he had once
trained and found Barr was running the gym. Taylor testified
that Barr soon became friendly and offered to compensate him for
wrapping fighters' hands, working corners and the like. Taylor
noted that Barr's fighters always lost and testified about this
observation:

A, ...And I worked with the fighters there
and then he [Barr] started taking me
around from place to place, and I was
‘noticing that his fighters will always
lose or something like that. And then he
pulled me to the side one day and told me
that he fixed fights. He makes sure that,
that his guys lose cause he gets paid for

Taylor further testified that he was often present when Barr
tocld his fighters what round in which to lose or "go out":

0. Did you know that or did vyou hear Barr
talking to his fighters --
A. Yeah.

Q. -~ and telling them they had to go down in
the first round?
A, Oh, yeah.

Q. So that was in the open?

A. Yeah., In fact, we used to travel together
to fights in cars, you know what I'm
saying, and he would tell which fighter to
go out in which round, you know...

Commissioner Altered Weights?

A review of State Athletic Commission records revealed an
alteration of the weights of two fighters in a bout in North
Jersey in July, 1982 between Anthony Adams and Tony Coster.
Adams, who was managed by Barr and worked out at Barr's gym,
weighed in at 176 pounds. He had a record of five straight
losses. Coster, who weighed in at 217 pounds, had a record of
three wins and no losses. Adams was called to testify, as an
immunized witness, about this mismatch:

0. I would 1like to specifically call your
attention to a boxing event which took
place on July 2nd, 1982. On  that
particular date you fought at the Rallye
Racquet Club. Do you recall that?

A. Yes,

Q. Your opponent was Tony Coster, Do you
recall fighting him on that date?
A. Yes.
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From the records that we have from the
Athletic Commission, there 1is a dis-
crepancy in your weight and your oppo-
nent's weight. I show you Exhibits 370
and 371. 370 is two yellow sheets of
paper with handwriting on various boxers
who fought on that particular night. It
was obtained from the Athletic
Commission's files by the SCI. [The
exhibit] indicates it's a six rounder
between Tony Coster and Tony Adams. Also
there is a number 217-1/2 and a number
180. Could you tell us if those numbers
were the weights of the boxers on that
date?

Yes, it did refer to the weights.

Do you recall weighing in at approximately
180 on that date?
No, I was weighing 176.

I now show you Exhibit 317 which is a
fighter information sheet, again taken
from the files of the State Athletic
Commission. The fighter information sheet
shows boxer number one as Tony Coster and
boxer number two as Tony BAdams. There
appears to be a change in the weight which
is listed next to Tony Coster. It appears
that it was 217-1/2 and it is marked down
210-1/2 and yours is marked 180 and 190
was written on top of that. There does
appear to be a weight discrepancy there,.
Can you tell us what you recall about that
discrepancy? And who was present from the
State Athletic Commission?

Okay. I know that Bob Lee was there, I
think that he is the commissioner of the
boxers.

Did he know you weighed in at 176?
Yes.

Did he also -- were you aware that he knew
that Mr. Coster weighed in at 217-1/27
Yes.

Did he have anything to say about the
changing of these weights on this date?
Yes, he is the one that changed them.

How you do know that?

Because in the office he said he was going
to push my weight up some and I know he
was going to move Tony Coster's weight
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down but he told me that he was going to
push mine up.

Did he indicate why?
Yeah, because I was too light.

Q. Do you think [with] the original weight
difference of 176 and 217-1/2 that you had
a chance of winning this fight?

A, No.

Q. Who was your manager in that particular
fight?

A. Johnny Barr.

Q. How soon prior to the fight did you know
that you were going to fight on that
night?

A. I didn't know. I think the day before.

Q. The day before he told you?
A. Yes.

Q. Who was your trainer on that particular --
for that particular fight?
A. Johnny Barr.

Q. What was your impression on that
particular date as to whether or not you
were going to be winning or losing? Did
anyone talk to you about that?

A, No, nobody talked to me about it. Just
looking at Tony Coster I knew that 1
didn't really have a chance.

Q. Did you, in fact, lose?

A. Yes,

Q. Were you knocked out?

A. No, they stopped the £fight in the first
round.

0. After they stopped the fight, were you
placed on any type of suspension by the
State Athletic Commission?

A. Yes.

Q. Who suspended you?
A. Bob Lee.

Q. Did he indicate why he suspended you?
A, He said because I didn't fight good.

Barr, also testifying under immunity, told a similar story

of these events. He was asked to evaluate the merits of a bout
between a 217-pound fighter and one 37 pounds lighter:
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0. In boxing circles, would that be an even
match?
A. That's what you call a massacre.

Then deputy Commissioner Lee was guestioned about the
Coster—-Adams match and initially denied being present at it.
Even after being confronted with documentation establishing his
presence there, his recollections of the match were vague,
although he pointed out that in the heavyweight division at the
time this type of mismatch was permitted. When pressed about the
weight alterations, he contended that he "did not have anything
to do with this particular fight..."

A Phony Substitution

Three weeks later, on July 27, 1982, at the Tropicana Hotel
& Casino, Adams fought again while he was still suspended --
under an assumed name. According to Adams, who was still managed
by John Barr, he was the third replacement opponent for Bob
Quarry, the younger brother of heavyweight Jerry Quarry.

Anthony Adams remenbered the night he c¢limbed through the
ropes under the alias of Clifford Smith:

Q. Were you ever informed by Johnny Barr or
anyone that you might fight that night or
was that ever discussed with you before
you went to Atlantic City?

A. No.

Q. What was the outcome of that fight?

A, I was knocked out in the first round.

Q. How did you get into the ring?

A, Johnny Barr came to the room and they told

me that I was going to fight because none
of us had any money to come back home with
and they gave me the name Cliff Smith,
Clifford smith.

Q. You were instructed you were going to be
fighting under the name Cliff Smith?
A, Yes,

Q. Aand the reason why you had to fight under
the name of Cliff Smith was why?
A. Because I was suspended in New Jersey.

Q. Tell us what happened when you got in the
ring? How long did you last?
A. About two minutes and a half.

Q. Was there any gquestioning of you by any
member of the Athletic Commission asking
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you for identification that you were Cliff -
Smith?

A, No, nobody asked me for no identification.

Q. You just went down and said "my name is
Cliff Smith" and they accepted it?

A, Yes.

Q. Were you ever given a contract to sign?

A. No, no.

Q. Did you sign the name Cliff Smith on the
fighter information sheet that you filled
out?

A. Yes,

Q. Did you get paid for this fight?

A. Yes.

Q. How much were you paid?

A. $250.

Q. Were you 1in any way instructed that vyou
were not to win this particular fight?

A, No, not instructed not to, you know, not
instructed to 1lose it, but when Johnny -
Barr came up to the room to give me my
name, he told me I was going to
fight...they said, you got to lose.

Q. Did he mention who they were?
A, No, that's all he said: "They said you
got to lose." So, I weant out there with

like halfway confidence.

Q. Did the promoter or anyone else there tell
you that you were to leave the arena as
soon as possible after the fight?

A. Yes. After I went out the door, me and
Johnny Barr was waiting to catch the
elevator .and two men was right down the
hall, they said, "Take the steps," you
know. They were rushing us out of the
building.

Barr Supplied "Losers" To Verne

8CI investigators attended a Joe Hand-Joe Verne co-promotion
at Atlantic City's Playboy casino on March 14, 1984, where they
witnessed a bout of questionable 1legitimacy between Murray
Frasier and Ron Askew. Askew fell down early and easily, losing
by a TKO at 2:12 of the first round. Barr was guestioned on the
basis of a statement from "fighter" Askew in which he described
how he had been recruited by Barr. Barr testified that Verne
asked him by telephone to find a fighter to oppose Frasier that
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night and that Verne also added: "Don't bring me nobody good.”
(Verne during his testimony denied making such a regquest but he
added: "It's possible, but it's not yes or no.") According to
Barr, he scouted the Philadelphia street corners, located a Ron
Cooper and recruited him on the spot to engage in his first
professional fight for $200. Barr said Verne agreed to pay
around $350, and something extra if Cooper "did a good job." The
Commission guestioned Barr about this:

COMMISSIONER ZAZZALI: what do you think
he meant by the phrase, "good job"?

THE WITNESS: Good job means you go into
the fight, when the time comes you go down
but go down looking good...

0. Go down fighting?
A. Take a dive but do it gracefully.

Cooper Used an Alias

Barr testified that when he brought Cooper to the casino,
the promoters of the night's card "gave me some money and told me

to get lost." He explained that if Commissioner Lee were to have
seen him on the premises, any fighters he had brought to the
match "ain't going to fight." Barr also explained why Cooper

used a different name when he fought, and lost, to Murray
Frasier:

Q. On that night did you inguire why Ron
fought not as Ron Cooper?

A. Right. He was in trouble with the law in,
at first he told me, New Jersey. He
escaped from prison and he didn't want to
use his real name, he told me, and so I
didn't care, ain't nothing to me, about
using his real name, all I need is a
fighter for the night,

0. So Ron Cooper actually gave a different
name?
A. Right.

Q. And did Ron Cooper have any professional
record to your knowledge?
A. None whatsoever.

0. He was a kid you just took off the street
corner because Joe Verne called you up and
wanted somebody to fight? You don't know
if he was even in training?

A. No, he never fought before then.

Q. Did Ron Cooper win this bout?
A. No, he 1lost in the first round or the
second round, I'm not sure.
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After Cooper was "defeated," Barr testified, a commotion
ensued., He said "the place [was] full of Feds," that a subpoena
was served. His testimony continued:

Q. You stated the promoter Joe Hand after the
fight told you to take your fighter and
"get out of here because law enforcement
individuals were around?
. Right.

A

Q. And he didn't want you or your fighers
talking to anyone?

A, Nobody.

Q. Did you ever get paid for this fight?

A, The next day.

Q. Did you then get a cut of the 250 or 350,

whatever the fee was for Ronny Cooper?
A, Yes. '

Manager Robert Botto's Mob Friends

A sausage manufacturer and a small supermarket owner, Robert
Botto of Swedesboro has been a licensed boxing manager in
Pennsylvania since 1977 and in New Jersey since 1978. He has
many more contacts in organized crime than he has boxers under
contract. One of his boxers, whose whereabouts now 1is not known,
was Mike (Machine Gun) Mungin, a lightweight in whom the Scarfo
mob soldier Salvatore (Shotsie or Sam) Sparacio took an unusually
active interest -- s0 much so that the SCI believes he held a
partial interest in Mungin. Botto encouraged Sparacio's
relationship with Mungin even though he knew the mobster was
involved in illegal gambling. 1Indeed, police records on Sparacio
show numerous arrests and several - convictions for gambling
activities, as well as a history of close association with such
known organized crime individuals as Francis (Pfaffy) Iannarella,
Albert (Reds) Pontani, Salvatore (Blizzard) Passalagua, Dominick
(Lulu) Tavarcne, the late Nicholas (Nicky) Russc and Frank
Sindone and many of the other organized crime figures mentioned
in this report. Sparacio has been on the Casino Control
Commission's exclusion list since 1981, Botto testified at the
SCI about Sparacio's interest in boxer Mungin:

Q. So Sam volunteered his time to teach Mike

Mungin?
A. Volunteered his time.

Q. Did Mike Mungin receive any monies from
Mr., Sparacio?
A. Nothing.

Q. For any reason?
A, I'm his manager.
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I didn't ask you that. Did Mike Mungin to

your knowledge receive any monevy?
To my knowledge he got nothing from him.

Did you and Mr. Sparacio ever discuss the
ownership of Michael Mungin?

Never, because it's my fighter and I'm the
manager and that's the way it is.

Did you ever speak to Mr. Sparacico on the
telephone wherein you discussed Mike
Mungin's future?

There were times we spoke, like I didn't
go to the gym and I asked him how he's
coming around, 1is he switching from
left-handed to right-handed. He said the
kid's listening, he's learning. He said
he's a good kid, he can punch and that's,
like, that was about the basic topic of
the conversation.

Well, how often would vou have called up
Mr, Sparacio regarding the box ing
industry, Mike Mungin and --

There's nothing for me to discuss, the
boxing industry. He does this as a
favor., He came up to the gym,

How often do you see Mr. Sparacio?

I must have seen Mr, Sparacio, the last
time I seen him was maybe about three
weeks ago because he asked me if I got
subpoenaed. I said, "yeah.,"™ He said, "I
did, too." I said, "what the hell are
they subpoenaing you for? What do you
have to do with this?"

Do you know what Mr. Sparacio does for a
living? :

I know that he's in the linen business,
that he works for a linen company and I
try to help him get some business with
pecple that I sell to, but I don't sell to
too many restaurants and he don't have the
linens to sell to meat markets that I sell
to.

Are vyou now presently aware of his
involvement in illegal gambling in South
Jersey?

No, I'm not. As far as I know the man is
63 vears old and he makes a living renting
linen supplies. '

Have _vo ever heard he's a member of
organiked crime?
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A. That I doubt.

Sparacio et al

Botto also testified that he knew many of Sparacio's mob
associates, including Emilio DeMatteo, who is in the restaurant
business, and soldier Rocco Auletto. Questioning of Sparacio at
the SCI confirmed enough of his organized crime connections to
suggest that his activities with Botto were highly detrimental to
\he integrity of the boxing industry:

Q. On March 16th, 1977, you were arrested at
the Holiday Inn in Cherry Hill?
A. Yes.

Q. And at the time of the arrest, certain
gambling records were taken and the
gambling records contained Robert Botto's
name and telephone number. Could you
explain why the gambling records would
have his name and telephone number on
them? '

. I have no idea.

A

Q. Did Mr. Botto ever place a bet with you?
A, I never placed a bet with Botto.
Q
A

. Do you know a Nicodemo Scarfo?
. I've heard of him.

0. Do you know if Mr. Scarfo has any interest
in boxers in New Jersey?

A. I doubt it very much.

Q

. Could you explain why your telephone
number appeared on a 1list of telephone
numbers in Mr. Scarfo's possession?

A. I have no idea.

0. Were you aware that he had your telephone
number?

A, No, I wasn't.

Q. Did you ever have Nicodemo Scarfo's
telephone number in your possession?

A. His number, no I don't.

Q

. When you were arrested recently by the New
Jersey State Police, they found Nicodemo
Scarfo's telephone number in your posses-
sion., Can you explain how that happened.

A, His telephone number?
Q. Yes.
A. I have no idea whatsoever of those

numbers, no recollection whatsocever.
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Q. Are you a member of organized crime?

A, I don't know what organized crime is.
What is organized crime? Four people rob
a bank and kill 6 people, that's not
organized crime?

Q. Are you a member of the organized crime
fanily now headed by Nicodemo Scarfo?
A. No, I'm not.

Q. How many times have you been arrested for
gambling?

A, Many times.

Q. Did you know Angelo Bruno prior to his
death?

A. I've met him.

Q. How often had you met him prior to his
death?

A. I've run into him several times. I don't

recall how many times,

Q. Do you vrecall discussing your illegal
gambling activities with him?

A, No, I don't.

Q. Have you ever heard the name of Albert
"Reds" Pontani?

A. I refuse to answer.

Q. Mr. Pontani was observed at a boxing match

at the the Tropicana on May Bth, 1984. Do
you have any idea if Mr. Pontani has any
interest in boxers in the State of New
Jersey?

A. I refuse to answer.

Q. Do you have any idea what Michael Venuti
does for a living?
A. I have no idea.

Q. Do you know if Michael Venuti is a member
of organized crime?

A. I have no idea.
Q. Have you ever spoke to Mr. Venuti?
A, I refuse to answer the guestion.

Manager D'Ascenzo, Organized Crime Associate

Harry D'Ascenzo of Somerdale is licensed by New Jersey and
Maryland as a boxing manager but, despite an active interest in
at least one boxer, he contended that he had no boxers under
contract when he appeared for questioning at the SCI in February,
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1985. D'Ascenzo also is an admitted associate of organized crime
figures and has himself been arrested on racketeering, bookmaking
and loan sharking charges, In the mid-1970s he pled guilty to
several types of loan shark crimes, including . strongarm
collections, along with the since-murdered Frank Sindone, a
longtime confidant of the assassinated gang leader Angelo Bruno.
For the record, D'Ascenzo said he has no occupation but lives on
a veteran's pension. He conceded he has no knowledge of boxing.
His activities as a boxing manager who apparently has no
contractual agreement to manage anyone remained a puzzle even
after prolonged interrogation.

D'Ascenzo and Boxers

An organized c¢rime associate, Anthony Joseph Viecceto, who
has a record of forgery and counterfeiting arrests, introduced
D'Ascenzo to boxing. According to D'Ascenzo, an aspiring boxer,
Cullen Askew, was brought to him by Vicceto and referred to a gym

in Clementon. There he trained for several months under the
informal supervision of Carmen Graziano, a boxing manager who
D'Ascenzo said has been his friend for many years. Although

Cullen did not "pan out," he did refer another aspiring boxer to
D'Ascenzo. This fighter was Joey Ferrell, a light heavyweight
whose name 1is often misspelled as Farrell, and who has made
considerable progress as a fighter. D'Ascenzo's testimony on why
prospective fighters would be interested in him (he didn’'t obtain
a manager's license until 1984, after he had met Ferrell) was
puzzling:

0. Did Cullen Askew know that you never
managed before?

A. Sure. I wasn't going to manage him. I
wasn't going to train him. That's why I
brought him to Clementon. Me personally

Q. You are a manager, are you not?

A, Yes, I am, as far as getting a manager's
license., But I don't know if you would
call me a manager or not.

But you're not a trainer?
No. .

who trains Joey Ferrell?

Carmen Graziano. Tommy. Whoever is there
trains him. Whoever's in the gym. Nobody
specific. One big family over there; they
train each other, fight each other, spar
each other. 1It's a nice gym.

PR PO

Q. When did vyou first meet Carmen Graziano?
A, Oh, God, like maybe twenty years ago.
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Q. Did you ever have any agreements with

' Carmen Graziano that you would become a
manager? That you should become a
manager?

A. What he did suggest, if you want to stay
with this or something, you ought to get a
license. I said, fine. That's all. I
mean, he didn't come to agreements orvr
anything 1like that. I -- see, Carmen
knows a lot about the fight game. I know
nothing. All I know is when I was young.
That's all. I don't know anything about
it.

0. Did Carmen Graziano attempt to obtain the
contract rights to Joey Ferrell?

A, Nobody has. Joey Ferrell has never signed
a contract. Joey Ferrell has no contract
with anybody.

Records Contradict D'Ascenzo

Several fighter information sheets for bouts in which Joey
Ferrell participated -- and which are official records -- 1list
D'Ascenzo as his manager, contrary to the testimony of both
ferrell and D'Ascenzo at the SCI. One such listing of D'Ascenzo
as manager was made at a Tropicana casino progran in October,
1984, when Ferrell defeated Scott Farmer in the second round.
Another 1listing of ©D'Ascenzo as manager was made after
D*Ascenzo's appearance at the SCI, on the information sheet for
Ferrell's bout against John Meekins at Resorts International on
September 18, 1985.

Further, D'Ascenzo admitted at the S8CI that he traveled as
far as Maryland to attend a match Ferrell was boxing in, that he
provides him with spare cash and, more ominously considering his
loansharking background, with loans that he said Ferrell repays
after his fights.

D'Ascenzo's Mob Friends

D'BAscenzo testified at the SCI about his mob contacts. He
said he has known Frank (Blinky) Palermoc "quite a few years." He
has met the since-murdered Frankie Flowers D'Alfonso, he said, as
well as D'Alfonso's crime boss Nicky Scarfo. He was asked if
Palermo had a financial interest in certain boxers:

Q. Does Mr. Palermo have any interest in Joey
Ferrell?

A. Absolutely nobody has any interest in Joey
Ferrell. Joey Ferrell is a freelance act
fighting. Carmen's his acting manager. I
might sign a contract, Carmen might, but
as far as having an interest, positively
not.
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Q. Nobody receives money from Joey Ferrell?

A. Only the money he borrows. He's not
making that much to worry about people
taking money off him. He has to live.
He's advanced money by me, Joe, Carmen.
He owed me 200, Carmen 75. As far as
realizing money from Joe Ferrell, at this
time Joey Ferrell is in a position this
time, his fights are not in the category
where he's making any money.

Q. Are you giving anything at all to the
support of Joey Ferrell, meaning his
training expenses?

A. I loan him money if I have it, and Carmen
loans him money, Joe Mari 1loans him
money. = Whoever loans him money. I think
he owes Joe Mari money; now he owes me a
few dollars; he owes Carmen. If he
fights, he pays some of it back. He don't
pay it all back. We Jjust hope.

Q. The money you are lending him, are you
anticipating if he gets a big fight vyou
will get the money back? _

A. He gives me the money back after he
fights. You know, I don't lcan him that
much. I -- if he needs a $20, I'll give
him $20 or something like that. Carmen
takes care of some of his stuff. You
know, it's no big expense.

Doby for Commissioner?

During the latter part of 1984, as the Office of State
Athletic Commission and its so-called "boxing commissioner,"
Robert W. Lee, became embroiled in controversy over regulatory
improprieties, reports appeared in the press that Larry Doby of
Montclair, a retired major league baseball player, was being
touted in boxing vcircles as Lee's successor. The SCI
subsequently learned that certain organized crime figures were
particularly active 1in promoting Doby for the appointment.
However, the corroboration of mob interest in the post came as no
surprise in view of the SCI's extensive investigative findings of
organized crime's infiltration of the boxing industry in New
Jersey. Among those who strongly endorsed the notion, according
to testimony at the SCI, were John DiGilio of Bayonne, the
Genovese crime family soldier who controlled the gambling and
loan shark rackets in Hudson County and who was a longtime power
in labor racketeering in the area; DiGilio's constant companion,
Frank Scaraggi of Upper Montclair, who has been identified by law
enforcement authorities as a major sports betting fiqure, and
Buddy Fortunato of Montclair, an Assemblyman who was defeated for
re-election in the 1985 general election and who had played a
leading legislative role in enacting the 1984-85 program of
boxing reforms.
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Doby's Testimony

At the outset it must be made clear that Doby had no part in
instigating the rumors about his being appointed boxing
commissioner. Nonetheless, his testimony at the SCI indicated
who was most anxious that the report come true.

Doby presently 1is the director of community affairs for the
New Jersey Nets professional basketball team. In this capacity
he has since 1979 been working primarily with school children at
the 8th-11th grade levels, none of whom are old enough to recall
that he played professional baseball from 1947-1962 with such
major league teams as the Cleveland Indians and Chicago White Sox
and in Japan. However, his c¢redentials in the world of
professional sports are such that he has become a widely
recognized individual with many acquaintances who also are active
in various athletic pursuits. One of the latter, Chuck (Bayonne
Bleeder) Wepner, who fought the then-champion Muhammad Ali for
the heavyweight title in 1974, apparently was the first to bring
the report to Doby's attention. According to Doby's testimony,
he encountered Wepner at a basketball game during the 1984-85
season and the ex-boxer "asked me was I interested or would I be
interested and I think I told him yes.” This conversation took
place after Wepner had read a newspaper story reporting the rumor
that Doby was being mentioned for boxing commissioner. Doby then
recalled that shortly before Christmas, 1984, he discussed the
possible appointment with Frank Scaraagi. He has known Scaraggi
since he moved to Montclair in the 1950s and purchased a Cadillac
from a dealer for whom Scaraggi worked as a salesman. He has
since purchased several cars through Scaraggi, Doby testified,
and he learned of the appointmemt report when he "stopped by" to
make another car purchase. This was Doby's first conversation
about the rumor with DiGilio's associate, according to the
testimony, and apparently it was the first time that Assemblyman
Fortunato was brought into the picture:

BY COUNSEL MORLEY:

Q. Who raised the subject on that day? Did
you bring it up or did he bring it up.
. He did.

you?

. Asked me would I be interested in boxing
commissioner if it would appear that I had
an opportunity to.

A
Q. Can you tell us what Mr. Scaraggi said to
A

Q. Did he tell you or do or say anything that
suggested to you that he was asking on
behal f of another person?

A, Yes.
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0. What was it that he said or did that made
you --

A. He said that he was asked by -- may I say
his name?

COUNSEL TO WITNESS: Yeah, sure.

A, Mr. Buddy Fortunato, if I would Dbe
interested in being part of the commission
for boxing.

Q. What was your response to the gquestion?

A, Same response I gave Chuck Wepner, vyou
know, okay, if it's to be, you know, if I
am asked by Mr. Fortunato, you know, okay.

The next time the subject arose was when Doby, as he
testified, arranged a luncheon date with Scaraggi to discuss the
purchase of a car for his daughter. Scaraggi told Doby to "wait
and see what develops." Two or three months later, at Scaraggi's
office where Doby again "just happened to stop by," the subject
was raised by Doby but dropped when Scaraggi said there had been
no. further developments -- although one important event had
occurred that Doby overlooked at this point in his testimony. He
recalled a few minutes later that Scaraggi had relayed a message
from Fortunato to prepare a resume and bring 1t to the
legislator's home. Doby indicated that he was told he was being
considered for an appointment when the State Police sent troopers
to interview him. He prepared his resume and took it to
Fortunato's house, Doby testified:

Q. At the time you dropped your resume off at
Mr. Fortunato's home, did you see Mr.

Fortunato?

A, Yeah, he came to the door.

0. Did you have any discussions? Did you
talk with Mr, Fortunato at all about this
subject?

A. No. He djust said thank you and I said
okay.

Q. You had met Mr. Fortunato before that time
so you knew who he was?
A. Yeah.

Q. and I don't want to be repetitive, but I
think we're having some difficulty
communicating. Other than the meeting at
the softball game and the time you dropped
your resume off at Fortunato's house, did
you ever at any time talk to Mr. Fortunato
about his position?
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A. No .

Q. How about other than Mr. Fortunato, any
other person in government? Have you had
any discussions with any other person in
government about the job?

A. No .

Q. Were you ever interviewed by any person
from state goverhment about the
commissioner's job?

A, A couple of state troopers twice came to
my office in the Meadowlands and one came
to my home.

Q. Do you recall about when that was?
A. During this summer.

Q. Did they tell you why they were coming by
to talk to you?

A, They said that my name was put up for a
job, the commissioner's job. One guy
didn't know what it was all about. One
guy said the reason he was coming in was
because my name was put up as one of the
commissioners.

Later on during his S8CI testimony, Doby admitted that he
purchased clothes from the Secaucus tailor shop operated by
another of Genoevese soldier DiGilie's friends, Al Certo (see
pp. 17-29 for Certo episode), and that he and Scaraggi were
guests at a birthday party for DiGilio's mother. Scaraggi
provided further details on the Doby-for-Commissioner balloon
when he testified at the SCI.

Scaraggi's Testimony

Scaraggi not only fleshed out Doby's testimony but he also
produced evidence that he enjoyed an unusually close rapport with
DiGilio. Scarayggi, who is tagged by the State Police as one of
DiGilio's key lieutenants in the illegal gambling racket, has
known the mobster for 35 vyears. He has not only taken him to
various doctors for 12-15 years but has apparently been the one
with whom the doctors confer about DiGilio's physical condition.
Scaraggi, who has a home in Montclair, has even given DiGilio
full and cost-free access to a $150,000 condominium apartment in
Bayonne for which Scaraggi pays more than $800 a month., Now a
retired car salesman, Scaraggi operates a concern, Tiffany Co.,
which does . rust-proofing and paint-sealing for the Brogan
Cadillac company of Montclair. Scaraggi, who said he has known
Buddy Fortunato for about 20 years, recalled that the assemblyman
first broached the Doby appointment in the summer or fall of
1984:
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THE WITNESS: Buddy Fortunato says to me,
"Would Larry Doby  Dbe interested in
becoming the boxing commissioner?" 1 says
"I don't know."™ He says, "I don't want to
approach him and I know he's a friend of
yours," which is a true story. He's a
friend of mine for many years. I said, "I
don't know, I'll ask him," .

So I called up Larry Doby. He came in
which he comes in at Brogan Cadillac four,
five times a week to see me 'cause the
Nets where he's emploved with, the Nets is
right near me. And I told him. He says,
"Well I'll talk to my lawyer." I said,
"You talk to your lawyer," which happens
to be my son. He says, "Yeah, go ahead."
That's what it was.

Now, after that -- may I go on with,
because that's the question I think you're
going to 1lead up to. May I answer the

rest?

Q. Sure.

A, He says to me, he says I was down there to
see the Attorney General in -- o©ch, I'm

getting a little bit ahead of myself.

Q. When you say "he," who do you mean?

A, Buddy Fortunato. The last time we've seen
him at the baseball game I said, "What the
hell is happening with Doby? Is it all

bullshit?" "No," he says, "I'm going to
see the Governor tomorrow. I'l]l have an
answer for you." The man never came near

me, called me up, never nothing.

Scaraggi was pressed further about how the Doby promotion
allegedly was triggered by Fortunato:

Q. Now, Mr. Doby was in here and he testified
that he was at Brogan one day and he was
talking to you and that you mentioned to
him that Mr. Fortunato had inguired about
Mr. Doby's interest in being athletic
commissioner. : o

A, Yeah.

Q. Is it your testimony that this whole 1dea
' originated with Mr, Fortunato?



-123-

A. He came and seen me personally, sir, to
ask me if Larry Doby -- he says, "I know
you and him are close, do you think he'gd
been interested?" And Doby came from the
Nets that day and I told him. He called
his lawyer, and his lawyer says go ahead.

0. When you had the conversation with Mr.
Fortunato, is it correct that Mr.,
Fortunato brought up the subject?

A. Yes, sir.

Q. Had you at any time prior to your
conversation with Mr, Fortunato, that
we've Jjust talked about, discussed the
possibility of Mr., Doby's being athletic
commissioner with any other person?

A, No, sir.

0. After you first raised it with Mr. Doby,
first raised the issue with Mr. Doby, did
you report back to Mr, Fortunato about
your conversation with Doby?

A. Yes, sir,

Q. what did you tell Mr. Fortunato?
A, That he'd be interested to go ahead with

it, whatever he had to do, which he 4did -
nothing.

Q. Between the time that Mr. Fortunato first
raised the issue with you, and the time
that you got back to him after having had
your conversation with Mr. Doby, 4id you
have any discussions with Mr. DiGilio
about the subject?

A. Yes.

Scaraggi testified that his first conversation with DiGilio
about the Doby report took place at a christening party for the
child of an attorney who was his and DiGilio's friend:

A. Johnny DiGilio told Mr. Doby and me, told
him to his face, "Go ahead, wish you lots

of luck." I told him -- he says, "Just
call it as it is. Don't do it any other
way."

0. What did you take that last statement to
mean, "Just call it as it is"?

A, In other words, 1if he's going to be a
boxing commissioner, c¢all it as it is,
don't do it any other way.
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What did you understand Mr. DiGilio to
mean by that staement?
Street-wise that's this: be on the level,.

Now, Mr. Doby testified that the second
time that he discussed his possible
appointment with you was at a restaurant,
while the two of you were having lunch.
Do you recall that?

Yes, sir.-

Mr. Doby told us that when he raised the
subject about what had developed, you said
to him that "we are waiting for things to
develop"?

Yes.

Is that correct?
Yes, sir.

To whom were you referring when you told
Mr. Doby, "we are waiting for things to
develop"?

Buddy Fortunato.

Buddy Ffortunato and yourself?
Himself.

And yourself?
Yes, sir.

The next time vyou discussed it with
Fortunato was after you had talked to Doby
about it and said to Mr. Fortunato words
to the effect that Doby may be interested?
Yeah.

When was the next time you talked to
Fortunato?

At my house. I had him over my house two
or three times; the most three times.

Were those social visits?
No, pertaining to the same thing.

Pertaining to the Doby situation?
Yes.

Would you tell us what took place at those
meetings?

I asked him, "What's going on? Is he
going to get it or isn't he going to get
it?" He says, "It's on the Attorney
General's desk and he's going to get an
answer," and this and that. After all
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these times, I would say it was more
baloney than anything else. He says to
me, "He's positively going to get it."

Scaraggi was asked to identify from photographs several of
his mob friends, including John (Moose) Marrone, now in ijail.
However, the S8CI interrogation focused chiefly on his unusually
generous attention to DiGilio, ©particularly the gangster's
unrestricted, rent-free access to Scaraggi's Bayonne condominium:

Q. How much did the apartment cost you?

a. You know, being honest with you, I don't
recall exact figures. I think, if I
remember, yeah, it's 145 or $150,000.

0. Did you pay in cash or did you take a
mortgage on it?
A, I have a mortgage on it.

Q. Do you know what the monthly payments on
the mortgage are?
A. 703, plus maintenance $132.

. Does the 703 include property taxes?
. Yes, sir.

own residence that you live in?
. Yes, sir.

Q

A

Q. Do you currently have any mortgage on your

A

Q. How much are the monthly payments on that

mortgage?

A, $500. I have a $5,000 mortgage left.

Q. Did you ever explore the possibility of
getting a rent-paying tenant for your
apartment in Bayonne?

A, At the present time, no. I may sell it, I
may sell the property in Montclair and
move there. I have that in mind, sir.

Q. Was it your intention when you bought the
apartment in Bayonne you were going to
move there yourself?

A. Yes, sir.

Q. Have you made any efforts to sell your
home in Montclair?

A, No, sir.

Q. Have you made any efforts to obtain --

A. The purpose of me buying that condominium,
he [my attorney] told me to say it, I was
going out with a young lady. That was my
main --
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Q. Mr. Scaraggi --
A, You asked me why I bought it.

0. No, I didn't ask you why you bought it,.
I'm simply trying to probe what means you
have of buying a rather expensive
residential property which is not
producing any income at the same time that
you maintain a residence of your own. I'm
frankly not interested why you might want
it. I'm just trying to pin down some.
facts as to the means you have of carrying
that kind of a property.

bo you have any other source of income
that's enabling you to pay for the rental
property, for the condominium or
co~-operative apartment 1in Bayonne other
than the money that comes in from your
business?

A. Well, sir, I'm 71 years ¢ld. I worked for
35 years in the car business, so, I had a
pension. Also I get Social Security, my
wife and I.

Q. That's the only income you have other than
your business income?

A. That is correct.
0. Pension and Social Security?
A, That is correct.

Fortunato Declines to Testify

Assemblyman Fortunato was informed of the nature of the SCI
testimony by Doby and Scaraggi and offered an opportunity to
testify in response. He declined to make any on-the-record
statement, although he insisted that his first contact with
Scaraggi about the Doby appointment occurred on Scaraggi's
initiative. - :
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CONCLUSIONS AND RECOMMENDATIONS

®hy Boxing Should Be Abolished

As indicated at the outset of this report, the State
Commission of Investigation has concluded that it must recommend
that the Legislature enact a law prohibiting professional boxing
in New Jersey. Indeed, this is the primary recommendation of
this report, based on the findings of an intensive investigation
of all facets of the industry, including a state regulatory

system that has been -- and probably will always be -~ unable to
reduce the one-on-one brutality that constantly endangers
boxers. The SCI's call for abolition is no precipitous

decision. In its Interim Report on Boxing (published in March,
1984) the Commission urged a wide-ranging series of reforms at
the State 1level while emphasizing a concern that some type of
centralized registration or "passport” system at the Federal
level would be necessary to prevent the disintegration of even
the most stringent intrastate system of controls. However, a
further assessment of the industry has convinced the Commission
that, even though most of the corrective recommendations proposed
by its interim report have been implemented, the inherent
problems of professional boxing =-- and most particularly its
constant threat of bodily destruction, mentally and physically --
cannot be effectively resolved at any governmental level. The
Commission'’s interim report focused on the regulatory chaos and
improprieties that have plagued the industry since its resurgence
as a gambling casino attraction in the late 1970s. That report
also emphasized a callous disregard for the physical safety of
boxers by official monitors of the sport as well as by certain
profiteering promoters and procurers of these fighters. This
final report on the intrusion of organized crime into the
industry confirms that an additional element of degradation has
been inflicted on a boxing scene already marred by official
misconduct, promotional greed and matchmaking barbarism.

The Brain Damage Factor

Perhaps the single most pivotal factor in the Commission's
determination that box ing should be abolished is its
investigative conclusion that not even the sturdiest of statutory
controls will reduce the brutality of the sport to any
significant degree. In addition, the Commission believes that no
truly viable social or economic benefits can be derived from such
legal savagery. Too many boxers retire as physical or mental
derelicts. 1Indeed, the long-term brain damage caused by hundreds
of blows to the head has been verified by numerous authoritative
medical studies. As a result, the most renowned specialists have
publicly urged either that boxing be permitted only if cerebral
attacks can be prevented (which is improbable) or that the sport
be outlawed in totality. George Vecsey of the New York Times
several vyears ago questioned the moral and social validity of
boxing as a sport in a column about a title bout that was so
lopsided that he portrayed the defeated boxer as the victim of a

"sanct joned mu%?i??.“ . Vecsey's conclusions on that occasion
colnclde with the Commission's views:
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Some Jjournalists have defended boxing on
the ground that people have the right to
choose their destiny. Not exactly.
Society has the right to set some rules.
When a man dangles from a window ledge,

- the police try to pull him back. We don't
let promoters sell tickets in the street
below.

Other 3journalists have defended boxing
because of its great characters and
because boxing is a way up from poverty.
This approach has always struck me as a
bit of intellectual slumming. There are
characters everywhere, in and out of
sports, but a few characters and a few
success stories do not Jjustify human
beings cheering a 1lethal blow to the
brain.

This is a time of concern over nuclear
proliferation, of honest debate over
abortion and capital punishment.
Americans can still make things better:
in the past decade, it has become possible
to enter many public buildings without
having to inhale other people's cigarette
smoke. This is alsc a time when people
are discovering better health through diet
and exercise. It is also time to ask
whether it 1is healthy for society to
condone and license bloody public beatings
-- also known as boxing.

AMA Urges Boxing Ban

The American Medical Association (AMA) has been 1in the
forefront of the campaign to abolish boxing ever since the 1982
ring-injury death of Korean boxer Duk Koo Kim. The Journal of
the American Medical Association first urged a nationwide ban in
January, 1983, in an editorial which also suggested the potential
problem of enforcing a prohibition of the sport. This editorial,
by the Journal's editor, Dr. George D. Lundberg, concluded with
these graphic observations:

Some. have argued that boxing has a
redeeming social value in that it allows a
few disadvantaged or minority individuals
an opportunity to rise to spectacular
wealth and fame. This does occur, but at
what price? The price in this country
includes chronic brain damage for them and
the thousands of others who do not achieve
wealth, fame, or even a decent living from
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the ring. Others argue that man must
fight and that surreptitious fights will
occur 1if boxing is outlawed, producing an
even worse situation. I suggest that such
is equivalent to arguing that gunfighters'
duels should be instituted, tickets sold,
and betting promoted since, after all,
homicide by gunshot is also common in our
society.. '

This editor believes personally that
boxing is wrong at its base. In contrast
to boxing, in all other recognized sport,
injury is an undesired by-product of the
activity. Boxing seems to me to be less
sport than 1is cockfighting; boxing is an
obscenity. Uncivilized man may have been
bloodthirsty. Boxing, as a throwback to
uncivilized man, should not be sanctioned
by any civilized society.

The following May, the AMA Journal again called for an
embargo on boxing -- "round two" of its campaign -- emphasizing
the prevalence of chronic brain damage among active boxers.
The magazine cited a brain damage study of a group of boxers who
were meticulously selected to exclude drug or alcohol abusers and
to otherwise prevent contaminating the review. The Journal
reported study results showing that "87 percent of the
professional fighters had evidence of chronic brain damage." The
editorial also warned that "since the medical profession c¢an
allow boxing to continue or can abolish it simply by refusing to
participate as ring physicians, it is likely that either boxing
totally, or blows to the head specifically, will be banned for
professional and amateurs alike."

Intentional Injury Is the Objective

In August, 1984, in its official publication, the American
Academy of ©Pediatrics announced 1its opposition to boxing
involving children and young adults. The Academy noted that many
pre-school age youngsters become involved in the sport, that
about 15,000 boxers aged 10-15 are registered with the National
Amateur Athletic Union's Junior Olympics program and many other
young people, ostensibly seeking to better their physical health
or to gain financial rewards, or both, are boxing either in
community programs or on their own 1in professional training
gyms. "Unfortunately for many," the Academy stated, " [boxing] is
a means of improving their physical condition at the risk of
slow, progressive brain injury, with occasional or no financial
rewards." Characterizing boxing as a sport in which intentional
head injury is the primary objective, the Academy pointed out
that existing brain damage in young boxers cannot be detected by
standard pre-fight medical examinations. Based on these and
other findings of its 1983-84 Committee on Sports Medicine, the
Academy told its membership:
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...I1t is crucial for @pediatricians to
become vigouous opponents of boxing as a
sport for any <c¢child or vyoung adult.
Simple changes in rules and medical
supervison, and increased awareness of the
dangers of boxing are not enough. Our
opposition to boxing should be expressed
at the time of health maintenance or
pre-participation examination; opposition
should be expressed in public whenever the
opportunity presents itself; and our
oppogition should be expressed as a
printed recommendation in brochures
available 1in pediatriec waiting rooms.
Children and young adults should be
encouraged to participate in sports in
which intentional head injury is not the
primary objective of the sport.

Following condemnations of the sport in its official organ,
the AMA's 365-member House of Delegates in December, 1984,
adopted a resolution urging the abolition of boxing and asking
medical groups throughout the nation to promote state boxing

embargo laws. The action followed similar abolition
recommendations by medical associations in Great Britain and
Australia. In commenting on the AMA delegates' action,
Association President Joseph R. Boyle said that the

susceptibility of boxers to serious injury, particularly brain
damage, was a prime factor in the call for a United States
embargo of boxing. He stated:

It seems to us an extraordinarily
incongruous thing that we have a sport in
which two people are literally paid to get
into a ring and try to beat one another to
death, or at least beat them into a state
of senselessness, which will then leave
them permanently brain-damaged.

{({Prior to the AMA action, the New York State Medical Society
adopted its own resolution of embargo, stating that "the alarming
incidence of progressive mental deterioration and the substantial
number of deaths of boxers have been abundantly documented.™)

The British Medical Association's special report on boxing
warned in its condemnation of the sport that both acute and
chronic injury to the eye and brain occurs among amateur and
professional boxers and that "it is doubtful whether participants
or others involved in the sport fully appreciate the risks --
particularly the danger of delayed cumulative brain damage.”

The Commission has considered all of the arguments put forth
by proponents of boxing but none of these has effectively
countered the factor most pivotal in shaping the Commission's
call for abolition -~ the certainty of c¢ritical brain and/or
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vision damage. However, the Commission does concede the
possibility of one objection to outright prohibition. That is
that the sport will be continued, perhaps in less volume, by
means of illegal bouts in hit-and-run fashion without even the
ineffective regulations and physical safeguards presently in
force. Therefore, recognizing that a recommendation for outright
abolition may fail despite the array of medical and social
condemnations of the sport, the Commission has proposed a program
of alternative reforms that may -- or may not -- reduce to at
least some extent the more brutal and corruptive aspects of
boxing. These will be outlined next.

Alternative Recommendations

Preface

Whatever the official reaction 1is to the Commission's
primary recommendation, boxing's threat of bodily destruction is
so constant and perverse that there must be immediate stringent
enforcement of reforms newly in place as a result of the response
by the Legislature and the Executive to the SCI's 1984 report.

The SCI reiterates its contention, made clear at the outset
of this inguiry, that no intrastate effort to regulate boxing can
possibly succeed without the regulatory cooperation of other
states and that the only way to achieve the necessary interstate
relationship is by enactment of a Federal program of controls.
Such a program, as we pointed out in our previous plea for a
Federal role in monitoring the sport, should include an national
identification system for confirming the gualifications of all
state-licensed participants in boxing and a national "passport"
system to confirm the validity of every boxer's qualifications to
fight. What was stated earlier in this section bears repeating
here, that:

Some type of centralized registration or
passport process at the Federal level [is]
necessary to prevent the disintegration of
even the most stringent intrastate system
of controls,

"The following additional alternative recommendations are
submitted with the admonition that they should be swiftly enacted
or promulgated, strictly enforced and be kept free of
exceptions and other efforts to compromise their objectives:

No Sanctioning Body Officeholding

In response to the SCI's interim report, a code of ethics
for the Office of the State Athletic Commissioner and regulations
governing the conduct of its employees and officials were
promulgated. As a result, many of the glaring actual or
potential conflicts of interest which the SCI identified were
prohibited. One major ethical problem remains -- holding office
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in any of the boxing sanctioning bodies. The reasons for a
prohibition on such activity need not be repeated here. We urge,
however, that the prohibition be imposed by statute and not left
to the so-called boxing experts who, as experience has shown, are
insensitive to any need to avoid the influences of these often
self-serving organizations.

Background Checks

Full background checks should be reguired of all
state-licensed promoters, managers and trainers as well as
for applicants for 1licensure in these categories,. Background
fact-finding should be extensive enough to permit a determination
of whether the activities or associations of licensees or license
applicants are inimical to the integrity of the industry. Such
background reviews should assess particularly the extent, if any,
of a subject's activities and relationships with known organized
crime members and associates. The confirmation of such
connections should subject a licensee to suspension pending a
disqualification hearing and to rejection in the case of an
applicant for licensure, In addition, an existing provision
which exempts from scrutiny persons holding 10 percent or less of
the stock of a promotional corporation should be replaced by a
requirement subjecting all persons holding any interest, no
matter how small, to licensure after a complete background
investigation.

Casinc Vendor Licensure

No promoter of boxing events at or under the auspices of a
New Jersey gambling casino should be permitted to stajge such
programs without first being approved as a casino vendor licensee
under the Casino Control Act. Promoters presently are allowed to
operate in casinos while their applications for vendor licenses
are under review, The SCI understands the licensing priorities
that the Casino Control Commission and Division of Gaming
Enforcement have had to consider in processing licensing
backlogs. However, the SCI's findings confirming a multitude of
organized crime incursions into boxing dictate that no promoter
should be permitted to operate in a casino until there has been
an official determination that he is free of mob influences and
associations.

Enforce Licensing Reguirements

No one should be permitted to engage in the business of
boxing in a managerial, matchmaking or related capacity and
escape licensure by the utilization of such titles as "booking
agent,"” "agent", ‘"recruiter"” or other designations of an
unofficial nature. Although the legislation establishing the new
Athletic Control Board and Medical Advisory Council attempts to
address this issue, the regulations implementing the reforms have
not been forthcoming. The regulations should be corrected
immediately to remedy this deficiency. In addition, the
regulations should provide that any one who deals with an
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individual who operates in such a capacity but who is unlicensed
or who evades licensure by utilizing a title not cited in the
statutes or regulations should be subject to revocation of his
license.

Medical Council Powers

In its interim report the SCI recommended that the Medical
Council in the revised regulatory system have, in its specific
medical and safety field, absolute rule-making authority shielded
from any veto or revision by the Athletic Control Board.
Unfortunately the Medical Council created by the reform law has
been restricted to an inappropriate advisory role. An expansion
of Medical Council powers is crucial to the implementation of
recommendations by the SCI relative to easing, to whatever extent
possible, the physical hazards of boxing. Investigative findings
leave the SCI extremely skeptical about the ability of the
day-to-day regulators of the sport to impose the type of
requirements necessary to better safeguard boxers from death and
injury. The reform law's depiction of the Medical Council's role
as "advisory" should be stricken and amendments should be enacted
to delineate the Council's special rule-making powers.

Ban Head Blows

Since medical surveys have demonstrated that head blows
impose the most serious physical harm in boxing, the SCI
joins with national medical groups in recommending that all blows
above the shoulders be banned

Require Headgear

Until head blows are banned, all boxers should be required
to wear protective headgear pending further study by the Medical
Council. The SCI realizes that the adaquacy of headgear has not
yet been fully established but believes, nontheless, that wearing
of a protective covering of some type can not be other than
helpful.

Require Safer Gloves

Thumbless or thumblock gloves should be required not only in
public bouts but also in the training process. The Medical
Council should authorize a series of studies designed to produce
and/or improve gloves, head gear and any other eguipment intended
to promote safety in boxing. Following completion of these
studies, the Medical Council, without lay interference, should
issue appropriate regulations.

Ambulance Availability

An ambulance containing all standard medical eguipment
necessary to treat cerebral injuries should be stationed at the
scene of a bout at all times. A boxing promoter should be
required to delay a program pending the arrival of an ambulance
or a replacement ambulance.
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Medical Insurance

All boxers should be covered by medical insurance, at the
expense of the promoter, covering expenses for treatment of any
injuries suffered in a fight under that promoter's auspices.
Insurance protection should be required to extend for at least a
year and to cover any disabilities manifested during that period
that can be reasonably attributed to the bout for which the
insurance contract was arranged. Current insurance policies,
limiting the c¢laim period to six months, are clearly inadeguate
to protect boxers, many of whom have no other form of major
medical expense coverage.

Two Physicians at Ringside

Two physicians designated by the Medical Council should be
at the ringside of a boxing event to provide a medical presence
if one physician is required to treat a boxer elsewhere or to
provide attention in the event both contestants in a bout require
medical treatment. As noted earlier, it 1is unreasonable to
expect that the extensive duties now delegated to the ringside
physician can be adequately performed by a single individual
without interfering with the progress of the show, which has
seemed to be the chief concern of the sport's regulators.

Post-Fight Examinations

Every boxer must be required to obtain complete cerebal and
vision examinations by a Board-designated physician or at a
designated hospital after each bout, A certified copy of the
medical findings must be submitted to the Medical Council. 1In no
case should a boxer be permitted to engage in another f£ight if
the examination report after his previous fight is negative or
has not been submitted to the Medical Council for its review.

Time Lapse Between Bouts

Until the Medical Council has had an opportunity to review
this issue, there should be a mandatory 30 day layoff between
fights -- 60 days in the case of knockouts. Present regulations
mandating layoffs of as 1little as 10 days are an unwarranted
invitation to tragedy.

)y

{The SCI's Investigative team for this boxing report
consisted of Counsel Gerard P. Lynch, team leader, and Special
Agents Wendy A. Bostwick, Robert Diszler, Robert K. Lagay and
Dennis McGuigan, Investigative Accountant Arthur A. Cimino, and
Intelligence Analyst Rlizabeth Calamia. Also contributing to the
inquiry were Chief of Intelligence Justin J. bintino, Special
Agents Michael R. Hoey, Anthony J. Quaranta and Kurt Schmid).
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INVESTIGATION OF LOCAL SEWERAGE AHD
UTILITY AUTHORITIES

Introduction

The Commission's investigation of local sewerage and utility
authorities began after an evaluative inquiry produced evidence of
bribes and kickbacks in the sales and purchases of chemicals to and
by certain authorities. A formal probe was authorized by the
Commission by adoption of a resolution of purpose, a copy of which
was served on all witnesses who subsequently appeared for
questioning at executive sessions of the Commission and at the
public hearings on the subject conducted by the SCI in July, 1982,
at the State House. This resolution declared the scope of the
inquiry to be:

Whether the laws of the State of New Jersey
are being faithfully executed and effec-
tively enforced with particular reference to
the staffing, funding, operations, and
expenditures of municipal and regional
authorities and commissions including but
not 1limited to wmunicipal and regional
utilities authorities, sewerage authorities,
and industrial commissions; whether present
laws and regulations governing municipal and
regional authorities and commissions are
adequate; and into all instances in which
there is evidence, arising from the afore-
mentioned investigation, of a violation of
the laws of the State of New Jersey
involving governmental or public bodies.

As the investigation unfolded, the Commission accumulated
additional evidence of fraud in the purchasing practices of local
authorities., These findings indicated that peddlers of enzymes and
other so-called wastewater treatment chemicals had established
numerous "paper companies" through which sales were channelled to
circumvent state bidding laws and to enable the generation of cash
for questionable purposes and that certain authority officials and
employees were making excessive purchases of chemicals, The
Commission also had learned that some chemical products for which
authorities were spending thousands of dollars were virtually use-

less. These findings caused the Commission's investigators to
investigate the conduct of these authorities in the handling of
their overall internal affairs. The SCI's broadened inguiry

disclosed 1) inadequate monitoring of grant funds, 2) widespread
lack of oversight of plant construction, 3) a serious potential for
collusion in bond financing, 4) costly overuse of bond anticipation
notes, 5) questionable practices in the apraisals and acquisitions
cf treatment plant sites, 6) shoddy management of facilities by
authority members and employees, 7) numerous incidents of conflicts
of interest, 8) political influence in the appointments of author-
ity members and executives, and 9) a serious lack of specialized
expertise among authority members and plant personnel.
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A principle finding of the Commission's investigation was a
lack of accountability by New Jersey's county and local authorities
to the governmental agencies whose grant funds enable their
facilities to be financed and to the public such facilities were
designed to serve. Shielded by an autonomy which insulated them
from public scrutiny, many authorities were found in violation of a
state law requiring submission of annual fiscal audits to the
state. Although there may be more than 250 wc¢ounty and local
authorities in New Jersey, no state official was found who could
provide a precise count of them. No single state agency had any
statutorily definitive oversight over county and local authority
financing, budgets, operational and maintenance expenditures, or

reserves -- 1f any -- for future expansion or replacement. In
fact, the Commission's inguiry determined that most authorities
were beholden only to themselves as -- behind closed doors -- they

made extremely costly contractual commitments for plant design,
engineering and construction plans, for raising required cash in
the bond market, for selecting personnel to operate and maintain
facilities, for establishing rate charges that are supposed to put

their sewerage systems on a self-supporting basis. Nobody --
including the taxpaying citizens who are an authority's captive
customers -- was sharing in these actions in any substantial

manner. Little or no opportunity was made available for community
access or reaction to matters so vital to its wellbeing. The SCI
probe also revealed the absence of any consistent pattern of
oversight o©of the wvarious complex phases o©of a sewerage plant
development =-- no adeguate review of plant design, no viable
inspection of plant construction, no external review of bond
financing, no controls over rollover interim financing, no
monitoring of performance o©f plant management or staff, no
enforcement of the statutory bidding process (even abuses of the
so-called state vendor contract number procedure were uncovered}.

. This Commission's concern about the lack of accountability of
authorities was heightened by a new trend in Federal-State rela-
tionships. The Commission realized that the so-called Federalism
policies of the Reagan Administration will confront county and
local governments in New Jersey and other states with wvastly
increased responsibilities and obligations in connection with the
financing, construction and operation of 1local and regional
authorities and their multimillion-dollar facilities.

In line with its enabling statute's mandate that the SCI bring
its investigative findings to the attention of the public and the
Legislature of New Jersey, the Commission conducted public hearings
in the Senate chamber of the State House on July 27, 28, 29 and
30. The purpose of these hearlngs was to publicly illustrate the
wrongdoing the Commission'’s investigation had revealed and to
generate public and governmental support for expeditious statutory
and regulatory reforms.

. The Commission realizes that there are numerous local
authorities which are functioning in a proper, businesslike
manner. It emphasized this point repeatedly during the course of
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its public forums and adds further emphasis here. 1In compiling its
public hearing record, as well as the recommendations based on the
public proceedings, the Commission reiterates its belief that its
proposed reforms will benefit all authorities. The implementation
of these reform proposals can only increase the public credibility
of such entities while at the same time assuring a more receptive
market for their public financing efforts. The ~Commission 1is
convinced that its investigation and hearings have amply
demonstrated the inefficacy of the concept of total autonomy for
authorities. Many billions of dollars have been -- and will be in
the future -- transferred by loans and grants to these agencies.
Public monies should never be spent without public scrutiny of the
disbursements. The only manner in which taxpayers who provide the
funds allocated to authorities can be assured that their dollars
are being efficiently, honestly and appropriately expended is to
‘'require public accountability. Such accountability is the primary
objective of the Commission's reform proposals, which are outlined
at length at the conclusion of this report's abridgement of
testimony recorded at 1its public hearings. These detailed
recommendations are summarized below.

Recommendations in Brief

The Commission recommends the enactment of Senate Bill #1517
or Assembly Bill #144, except that it is opposed to a provision
empowering the State Division of Local Government Services' Local
Finance Board to dissolve an authority. These bills would require:
State approval of the creation of an authority; State approval of
project financing; State approval of annual authority budgets;
State approval of financial audits and other fiscal reports to be
submitted with prescribed uniformity, and effective remedial action
- by the State to resolve local authority financial emergencies.

Authority Bond Financing

The Commission recommends that local authorities be required
to adhere to all of the competitive public bid procedures laid down
by the Local Bond Law (N.J.S.A. 40A-1 et seq), except that the
State Local Government Services Division may at its discretion
permit an authority to negotiate the sale of bonds. The Commission
believes that State supervision of authority financing should be
supplemented by additional regulatory reguirements for negotiated
bond transactions.

State Assistance to Authorities

The State Division of Local Government Services should provide
assistance to local authorities of a form and nature relevant to
their particular needs, problems and obligations, including: a Code
of Ethics; a Standard Audit Guide; technical and professional



training for authority members and staff; a Registry of
‘Authorities; bond financing advisory assistance; and expanded
technical debt management assistance currently avallable to local
governments.

The Commission recommends that, in the event the State assumes
responsibility for the creation of authorities, any new authority's
membership be required to include a professionally accredited
engineer and at least one other member who is 1) a lawyer with an
acknowledged professional background in governmental, corporate or
bond law, or 2) -a fullv qualified représentative of the financial
community, or 3) an individual with proven academic credentials and
experience 1n ‘business administration.

Upgrading Authority Executive Staff

The Commission recommends that the quality of employment of
~authority executive directors, plant operators and other key
administrative, professional and technical staff be upgraded by the
following requirements: Minimal but nenetheless exacting
qualifications for appointment of executive directors or others
with similar responsibilities; periodic requalification of licensed
plant operators; and expansion of presently inadequate prodranms for
training and qgualifying sewerage and utility employvees for
licensure as plant operators.

State DEP Construction Monitoring

The Commission recommends the immediate restoration of the
DEP's former construction inspection service and the resumption of
this unit's responsibility for monitoring publicly funded projects
on an unannounced daily basis.

Penalties for Noncompliance

The Commission recommends that fines of $100 daily be assessed
against authority members 1f they delay, without just cause, the
filing of annual audits bheyond the prescribed four months following
the close of a fiscal vear, and that fines of $100 daily be
assessed against any authority auditor who fails, without Jjust
cause to comply with the Division's annual audit filing deadline.

Funding State Oversight of Authorities

The Commission recommends that a portion of every State grant,
loan or bond issue allocation for the construction or rehabili-
tation of a local sewerage or utility facility be earmarked to
finance inspections and other monitoring of such construction
activity. The Commission particularly hopeg that sufficient funds
can be realized from this program to finance a resumption of the
effective construction inspection system that was in operation
under the supervision of the DEPR's Bureau of Construction Control
prior to 1980. '



-y

The Commission also recommends as a reasonable method of
developing a self-sustaining financing of its reforms the levying
of yearly fees against individual authorities on a graduated basis
according to a schedule that reflects an authority's size, its need
for various State services and other considerations.

—
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THE TESTIMONY -- FIRST DAY
TUESDAY, JULY 27, 1982

Opening Statement

The Commission's public -hearings began with a statement by
Chairman Lane explaining the complex nature of authorities, their
origin and development and the problems that have ensued because of
their autonomous structure. He stated in part:

Public authorities began emerging in the
United BStates in the early 1900s after
widespread public debt defaults led to the
enactment of constitutional and statutory
borrowing and spending restraints on state
and 1local governments, (New Jersey's
so-called "cap law" which limits the extent
to which local governments can spend their
tax revenues 1is a most recent example of
such governmental restraints). Such
limitations, o©ld and new, have been the’
primary incentives for developing government
corporations that could undertake costly,
large-scale public projects which
governments themselves had neither the
technical or financial capability to
organize and implement. The easy access to
and acceptability 1in the revenue bond
markets of public authorities 1led to an
enormous growth in the number of such
entities during the past 40 years. The
Institute of Public Administration of New
York, in a report compiled for the State of
Alaska in January of 1982, pointed out that

public authorities are the only
type o©of independent public insti-
tutions that have proliferated in
the United States since 1960,
They build and run publi¢ works of
monumental proportions -- bridges,
tunnels, parkways, great dams,
seaports, airports, public build-
ings, railroads and industrial and
recreational parks. They provide’
such essential services as water,
gas electric power, transporta-
tion...

By late 1970s, this report noted, at least
6,000 local and regional authorities and
1,000 state and interstate authorities were
operating. By 1981 the revenue bond market
in this country was raising almost twice as
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much capital funds as all State and local
governments combined.

In New Jersey, as elsewhere in the nation,
public authorities have mushroomed at the
municipal and regional, or county, levels of
government as a means of providing certain
essential but highly expensive public
services unfettered by the debt limits and
cap laws that the state vigorously enforces
on its subdivisions. These services include
parking facilities, community improvement
projects, low and moderate income housing --
and, as will be covered in these hearings,
wastewater collection and treatment
systems. Such municipal and regional
authorities have been the recipients of vast
amounts of federal and state grants and have
accumulated huge debt obligations to launch
their facilities on a pay-as-you-go basis by
the imposition of user charges.

In our investigative assessment of
sewerage authorities, we have been primarily
concerned about their lack of accountability
to sponsoring governments and to their
largely captive taxpayer clientele. C(losely
related to this concern is the absence of
fiscal controls over such agencies.
Although their revenue bonds are not
guaranteed as legal liabilities of the local
governments that have created them, histori-
cally, as the Public Administration Insti-
tute and other observers have cautioned,
such governments have been held morally
responsible for the integrity of their
authority debt amortization obligations. 8o
great are the debts of local and regional
sewerage and utilities authorities in this
state -~ estimated to be in excess of one
billion dollars =-- that any default could
have a disastrous impact not only on local
and county governmental credit but on the
credit standing of the state itself.

The high cost of rfinancing public author-
ity projects is particularly acute in the
field of wastewater treatment. 1In few other
public enterprises are the facilities that
are required to safeguard the health of our
citizens and the quality of our environment
so complicated to design, construct, operate
and maintain. Our inguiry has satisfied us
that there is an abscolute need to temper the
autonomy of local and regional authorities
- operating expensive and complex  sewerage
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systems with statutory requirements for more
accountability. We have asked many gues-
tions about this. Has the jealously guarded
autonomy of these local public authorities
kept them as free from partisan political
political pressures as autonomy was intended
to accomplish? -Has autonomy  without
oversight led to irresponsible financing?
Are authorities designing and constructing
facilities adegquateée to meet public needs?
Iz autonomy shielding defective management
from public view?

Without more accountability these
guestions can't be fully resolved. That was
——- and still is ~-- this Commission's chief

concern when it authorized its inguiry into
local and regional authorities early last
year. Our concentration onh wastewater
treatment systems also reflected the facts
that the conduct of a number of sewerage
authorities had become targets of official
probes and deficient management and
operational malfunctions had become critical
public issues.

Indeed, only several months before this
Commission began its inquiry, in November of
1980, the Comptroller General of the United
States issued a report that was extremely
censorious of wastewater treatment systems
throughout our country. Its findings, as
compiled by the Comptroller General's
General Accounting Office, are so relevant
to our hearings that I want to summarize
them briefly.

The report began by c¢iting the magnitude
of the taxpayer investment in wastewater
treatment systems. It estimated that more
than 25 billion dollars in federal grantg
and at least several billion dollars 1in
state and local funds have been spent to
coristruct new wastewater treatment plants

and to repair, expand or otherwise modify

existing -systems. Coupled with these
estimates was the Comptroller General's
projection of an additional federal odutlay
for such facilities of more than 36 billion
dollars by the year 2000, = In New Jersey
alone, as a result of sharing regquireménts
attached to federal grant contracts, the
distribution of an estimated $150 million
dollars 1in grants since the early 1970s
indicates the magnitude of this state's role
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in helping to fund these essential projects.

Even more pertinent to our inquiry is the
fact that the Comptroller General's report
revealed glaring deficiencies in the design,
construction and operation of many of this
nation's 6,000-plus. sewerage systems. It
cited the Federal Environmental Protection
Adgency's own statistical assessment of
facility performance which showed that at
any given time 50 to 75 percent of these
plants - were in violation of the EPA's
standards for the issuance of National
Pollutant Discharge Elimination System
permits. The Comptroller General said that
even more alarming was his General
Accounting Office's random sampling of 242
waste water treatment plants in 10 states
which showed that 87 percent (or more than
210 of the 242 plants) were violating the
minimal conditions required by the federal
permits. The National Pollutant Discharge
Elimination permit is EPA's primary weapon
for enforcing national clean water standards
since such a permit specifies what types,
and 1limits the amounts, of pollutants a
public facility may discharge. What most
alarmed the Comptroller General was his
survey team's finding that more than a third
of the 210 plants in violation were what he
characterized as "serious violators" because
their noncompliance with federal require-
ments was of prolonged duration and/or in
excess of discharge limits by more than 50
percent. -

The Comptroller General's study indicated
also that of the major categories of noncom-
pliance -- design and equipment deficencies,
infiltration and inflow problems, industrial
waste overloads and operation and main-
tenance problems =~- a dominant inadequacy
revealed by the sampling was in the category
of operations and maintenance.

This 1is not to say that there are no
sewerage authorities operating facilities in
an adequate and proper manner. There are,
of course, many authorities whose operations
are above reproach and who deserve our
commendation. Furthermore, this Commission
fully realizes that there are a 1lot of
dedicated people serving on authorities,
Nonetheless it is apparent that a number of
authority members are incompetent and other-
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wise ill-fitted to hold their posts and that
their appointments were based on political
infiuence or friendship rather than on
merit. Elected officials with the power to
make such appointments should be obligated
to select only individuals of proven in-
tegrity and ability for these assignments.
It is strange indeed that public officials
time and time again violate their obliga-
tions to the citizens who elected them by
appointing ungqualified and incompetent
people to supervise these highly complex
facilities, thereby subjecting the very
people they are designed to serve with
substandard operations and unnecessary cost
burdens. ' o

The extent of such auvthority incompetence
and other questionable practices cannot be
ignored. After the conclusion of forth-.
coming public testimony, the Commission will
propose recommendations that, we hope, will
at least mark a beginning of a new era of
public accountability by wastewater treat-
ment authorities that will benefit all
authorities. Those many authorities which
are properly managing adequate facilities
should have no fear of stringent require-
ments to more fully account for their
activities. As for authorities which are
not in compliance with appropriate design,
construction, operational, managerial and
personnel standards for their plants, they
should be put on statutory notice that
reforms must be implemented., Without these
reforms, in view of the huge debt obliga-
tions that are being assumed, improperly
equipped and poorly managed sewerage
authority systems face defaults that could
impose huge financial burdens on the county
and local governments that have sponsored
them, The citizens whose personal health,
domestic safety and quality of life depend
on these entities deserve protection from .
even the threat of a collapse anywhere in
this state of such an essential public
service. By these public hearings, the
corrective recommendations they will produce
and by continuing its surveillance in the
field, this Commission intends to maintain
an ongoing role in assuring that the public
receives the appropriate, honest and
fiscally stable sewerage treatment perfor-
mance it deserves, Mandated accountability
for all county and local authorities is the
key to the success of this effort.
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Experts Set Hearing Stage

At the outset expert witnesses provided an overview of the
problems posed by c¢ounty and local sewerage authorities. Their
testimony set the stage for subsequent public hearing episodes
which illustrated the extent of the managerial and operational
deficiencies of a number of such entities and which, from time to
time, caused the Commission to direct referrals of possible
criminal evidence to the Attorney General's office. (The entire
transcript of public hearing testimony has since been submitted to
Attorney General Irwin I. Kimmelman).

These expert witnesses were Barry Skokowski, director of the
Division of Local Government Services in New Jersey's Department of
Community Affairs; Edwin H, Stier, director of the Criminal Justice
Division in the Attorney General's Department of Law and Public
Safety from 1977-1982: Kenneth Konz, special assistant to the
Inspector General of the Federal Environmental Protection Agency
(EPA), and Clifford A. Goldman, former State Treasurer and now a
principal of a consulting firm specializing in governmental bond
financing.

Local Authorities Need State Oversight

Skokowski testified as the overseer of the financial affairs
of New Jersey's 567 municipal and 21 county governments, He
described his Division's supervisory powers over local governments
as "the most strict in the nation," including budget reviews,
annual audits,  certification of finance officers and tax
collectors, debt management and programmed financial assistance.
Questiocned by James T, O'Halloran, executive director of the SCI,
Skokowski recalled that county and municipal sewerage and water
authorities were first authorized by the State Legislature in 1946,
and municipal utilities authorities (MUAs) in 1957, primarily "to
get around the debt limitation imposed by the Legislature" that
prevented county and municipal governments from sponsoring
critically needed but costly sewerage, water and other utility
facilities. However, Skokowski testified, the authority-enabling
laws of the 1940s and 1950s failed to give his division more than a
perfunctory role of receiving periodic fiscal audits, a requirement
that had been ignored to such an extent that he was unable to state
precisely how many authorities were actually in operation. He said
his Division had managed by means of a telephone survey to identify
at least 78 utility authorities and 71 sewerage authorities but, he
added, "it is my personal belief there are others that we have yet
to identify." :
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Skokowski was referred to an SCI chart* which listed the
amounts of federal and state grants to sewerage and utility-
authorities. He agreed that the chart was significant for what
it could not itemize, because of a lack of available data. .
Skokowski testified: ' :

Q Would you explain in some measure what
those figures mean on that chart start-
ting with the federal grants?

A, That particular chart indicates that
there are over §1,500,000 in federal
grants that have gone to sewerage and
municipal utilities authorities in New
Jersey since 1970...it certainly leaves
a lot to a person of regular means to
comprehend. That number, I think, could
grow as we do more and more research.

Additionally, it shows there are over
$150 million in state grants. But the
most, I think, interesting figures on
that chart are the figures that are not
available; that is, we don't have good
soclid numbers on the bond proceeds or
the user charges being levied against
taxpayers for the State of New Jersey.
There 1is, to my knowledge, no central
repository in the state government for
such vital numbers, '

I would indicate that certainly compared
to local governments, by that, I mean
municipal and county governments, obvi-
ously the state knows the tax rates of
every town and how much money is coming.
in, et cetera, but that .information is
not available for sewerage and municipal
~utilities authorities, to my knowledge.

FUNDS AVAILABLE TO
SEWERAGE & MUNICIPAL UTILITY AUTHORITIES
. IN NEW JERSEY i

(1970 to Present)

FEDERAL GRANTS: OVER $1,500,000,000
STATE GRANTS: OVER § 150,000,000
BOND PROCEEDS: FIGURES UNAVAILABLE

USER CHARGES: FIGURES UNAVAILABLE
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And as you say, those absent numbers
are more significant  than the ones
that are on there? ' :

Absolutely, because again it's the tax-
payer who is the bottom line there in
the user charge. One way or the other,
the taxpayer will be funding an
operation that is, hopefully, very well
run., As I say, many are,

Can you approximate at this time how
much debt the MUA's in New Jersey have
incurred? Is there any figure that you
can give to this Commission?

I can give this Commission the best
figure of our research and, once again,
cannot tell vyou this = number is
absolutely correct. The outstanding
debt for 78 municipal utilities
authorities that we have identified in
the State of New Jersey according to
our reporting| sources 1is over- §1
billion. -

aAdditionally, we  have located 71
sewerage authorities that report a debt
of over $350 million. A lot of that
money is financed by temporary notes or
bans as we refer to them, but I do not
want to attest to the amount of money
being financed by those temporary
notes because I'm not convinced of

" their accuracy.

You have testified, I think that the
MUA's are not subject to any limitation
on the amount of debt to which they
might become ocbligated. Is my under-
standing correct? -

That 1is correct. I would think there
is a limit in the marketplace, but I
can't even testify to that effect
because it appears that they do go out
and. borrow a lot of money w1thout mu ch
trouble. ‘ :

Is there no statutory limit?

That's correct.

Just for the sake of clarity, are MUA's
subject to the Cap Law to which coun-
ties and municipalities are subject?

Absolutelytnot;
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They're not, To your KkKnowledge, does:
any federal or state agency oversee the
MUA's closely at the present time?

No, sir.

How about the . federal grant people; -
isn't there any oversight of the grant
money that is extended from the agency
to the MUA?

To my knowledge, all state and federal
grants contain monetary provisions.
that's very common boilerplate, and to-
some extent I'm sure that goes on, but
again it does not look at the total MUA
or the sewerage authority... '

Is there any monitoring of the MUA's or
sewerage authorities by the Department
of Environmental Protection in the
state, to your knowledge?

I would certainly feel that they do
monitor their grants and they do monitor
responses with the MUA's and sewerage
authorities. I don't necessarily think
-- I know that they don't look at the
total picture of the MUA and the
sewerage authority, they look at their
funds. I think they're limited to the
fact that they give out grants for a
limited operation.

And 1 believe that you testified that
there is no control over the rates
charged users?

That's correct.

So that the overall structure then of
the MUA's are not really subject to any
aoversight?

No, sir, that's right, you're correct.
And I would say that if you compare the

two to local governments, I call them
municipal and c¢ounty governments, the
comparison is very, very obvious in
terms that there is. no review or
scrutiny. : :

Now, you've testified that your office
supervises and regulates the 567

municipalities, 21 counties in the
state. You do not supervise the MUA's.,
You talk about local governments. Do
you consider MUA's any form of local
government or any form of government?
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Yes, sir, I definitely do. In fact, as
I read the state constitution, it
indicates that the legislature can
create and abolish local governments.
They are, indeed, the shadow government
of New Jersey because they don't report
to the public, but they are more than a
billion-dollar enterprise out there,
And I would like to bring some 1light
into the shadow, so to speak.

They certainly have an effect upon the
constituency which they serve, do they
not?

Absolutely, they are a taxing district.
Whether it's a wuser charge or taxes,
it's still money that we taxpayers all
have to pay out annually. '

Are you familiar with the organizational
structure of MUA's and how the authority
commissioners are appointed and that
gort of mechanism?

Yes, sir, the local authority is created
by action of either a county of
municipal governing body, and they
certainly have the legal right ¢to
appoint the appropriate individuals ...

The authority membership is normally for
a five-year term, appointed by the
governing body, and each year there's a
new member appointed, staggered terms,
one every year. But once the authority
is created, it's autonomous. It has a
great deal of power and it, in essence,
can pick their contractors and their
employees and they can set the budget,
if, indeed, they have one, because
unfortunately, I'm not convinced that.
all authorities have an annual budget.

I see. Are there any qualifications, to
your knowledge, £for appointment as a
board member?

No, sir, there are not.

And to your knowledge, are there any
qualifications = for - appointment as
executive director of an authority?

No, sir.
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Another exhibit depicting the organizational structure of
authorities (See next page) led Skokowski to critize the lack of
standards for the selection of consultants and other "professional"
advisors: _ . : :

Q. Would you look at that chart and on the
lower left " .where it has . the
"Professionals," if you will, who work
with authorities, starting with the
"Consultants" on the top line. How are
those consultants chosen, to your
knowledge?

A. It's an excellent guestion. They're
chosen, hopefully, based on professional
expertise, but they're selected by the
authority commissioners without any
review or oversight, and as long as they
have the license they are selected.
There 1is no requirement that there be
any standards.

Q. Well, looking at all of those that might
be called professicnals, going down that
list with accountant, attorney,
engineer, et cetera, are there any
limitations, to your knowledge, on the
fees which these professionals may
charge the authorities? :

A, Absolutely not.

Q. With regard to the contractors who
appear in that box right in the center,
do you know how the contractors are
selected?

A. Hopefully, I say that carefully,
hopefully, the contractors to construct
a facility are selected E£from public
bidding under the Local Public Contracts
Law. It is extremely clear to me that
40:A-11, which 1is the Local Public
Contracts  Law, requires MUA's and
sewerage authorities to comply with the
provision of that particular statute. I
hear that that's not always the case,
but certainly it is the way it should be
done.

Q. Have you heard as well that there are
some MUA's who feel that the Local:
Public Contracts Law is not applicable
to them?
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SEWER & MUNICIPAL UTILITY AUTHORITIES STRUCTURE

LOCAL & COUNTY GOVERNMENTS
APPOINT

AUTHORITY BOARD MEMBERS
WHO EMPLOY

Y

CONSULTANTS CONTRACTORS EXECUTIVE DIRECTOR/OPERATOR
ACCOUNTANT STAFF

ATTORNEY

ENGINEER '

BOND COUNSEL
INVESTMENT BANKER

MUNICIPAL UTILITY AUTHORITY - Construction and operation of freshwater,

sewerage, solid waste, and hydroelectric
power facilities

+

SEWERAGE AUTHORITY- Construction and operation of wastewater facilities
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Yes, I have, and yet the law
specifically spells ocut the word
"authorities," local authorities.

S50 there's no question in your mind that
it does apply? T

That's correct.

Would you explain in some detail how |
MUA's are funded, where they get their
money to carry out their projects?

Well, certainly there are a number of
MUA's that have operated in the State of
New Jersey that have received federal
and state dgrants and oftimes they're
really federal dollars being passed
through the State Department of
Environmental Protection.

Additionally, they have the right to go
out on what are called bond anticipation
notes, better known as bans to obtain
their particular funding for various
activities. Additionally, there is, to
my personal knowledge, no limitation as
to number of years in which a municipal
utilities authority may rocll over those
particular bans.

By rolling over, I mean keep on going
back to the bank year after year to
refinance the particular operation, very
similar to a person who takes a loan one
year for $1,000 and the very next year
borrows $1,200 to pay back the original
principal plus the interest, and on and
on and on,

Now, the concept is that MUA, and many
are excellent MUA's and certainly, Mr.
Chairman, there are a variety and a
large number of sewerage authorities and
MUA's that are operating to peak
efficiency and deserve a lot of credit,
but there are those, unfortunately, who
have been borrowing moneys on bond
anticipation notes continually and.
rolling = over these funds without
generating a revenue to pay off these
bond anticipation notes, and that is a
frightening circumstance in the State of
New Jersey. -
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I take it that your division does not
have any supervisory power over these
MUA's and sewerage authorities?

That's correct. The only authority that
we are aware of is the fact that they
must file an audit report with us,
However, as the chairman of the finance
board and prior to my assuming that role
of the Local Finance Board, we inguired

-

of the Attorney General for a formal,

legal opinion as to our rights and obli-
gations to supervise local authorities.
There are those of us who believe that
is a role for the Local Finance Board
and the Division o¢f Local Government
Services,

You have Jjust stated that the MUA's do
file audits with your division. Are you
satisfied that these audits are in a
standard form and in the form acceptable
to your division?

No, sir, I'm not. The division, most
recently, has obtained some really
mediocre funding to get involved in this
particular area, and one of the first
things we've done is issue a contract to
a consultant to assist wus in the
preparation of a standard audit guide
and a red-flag system to bring forth
trouble areas to our attention.

How will that assist your division in
carrying out what it feels it has to do
with these MUA's? '

Well, it's & very, I think, good system
and it's a good beginning point. It 1is
not overly agressive. What we propose
is a 26-week system, whereby, a consul-
tant would aid our staff in the develop-
ment of procedures. It's a mutual
training ground, It would provide us
with a system of knowing when there is
insufficient money to repair the facili-
ties that are involved. It would pro-
vide us with techniques to assure a
standardized audit and would bring us up
te the forefront, what is called in the
accounting journals fixed-asset account-
ing, which does not exist in the State
of New Jersey and which 1is really a
requirement, if not enforced, but a
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requirement of federal grants on ‘such
activities as sewerage = and MUA
authorities. Such accounting would see
to it that we don't have collapse of the
infrastructure.

The Camden County Authority Probe

Director O'Halloran asked Skokowski to describe the role of
the Local Government Services Division in the 1976~77 investigation
+0of the Camden County Municipal Utilities Authority (CCMUA).
Despite the age of that inguiry, the debt-burdened Camden
authority, which has vet to construct a facility adegquate to meet
its county-wide obligation, retains 1its potential for total
‘collapse. Skokowski cited findings of a fiscal audit of the CCMUA
by his division as an illustration of the problems that could
afflict other such entities in New Jersey:

Q. Could you briefly highlight the findings
of that audit that you conducted?

A. Yes, we reviewed all the records of the
authority and we found out that the
commissioners o©of the authority were
involved in both operations as well as
establishing policy. We found some of
them had daily contact with the
direction over the activities of the

engineering-consultant emp loyee
attendants and overriding the executive
director's recommendations on an

employee matter or matters. We found
that there was a violation of the
principal policy versus execution. We
found that whenever the executive
director would be overriden, the
reasoning was not clear as to, on the
record, as to why that would occur.

We recommended, that there be a code of
ethics established for the commissioners
of the CCMUA, and I think that would
apply to all public authorities.

We also found, and this I think is most
problematic, they exhibited extremely

poor management = over consultant
contracts. - They selected a firm which,
to our information, had little

experience in sewage disposal systems, -
and in another case, a firm without any
apparent execution or vreview of the
firm's credentials by the CCMUA. We
found that the contract negotiations
procedures were really very poor. We
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further found out that the CCMUA bylaws
regquired the chairman to execute legal
instruments or documents approved by the
authority, but we alsco found that the
award of these contracts were sometimes
without prior consent of the authority
commissioners.

The monitoring of the contracts that we
have reviewed consisted only of CCMUA
staff reviewing arithmetic calculations
and determining whether reimbursements
were proper. We found that CCMUA is
being billed for costs not directly
associated with the authority.

And we alsc found that the CCMUA
commissioners increased the cost
ceilings on their consultants contracts
without amending the contracts, which,
in my mind, is a viclation of the Local

Public Contracts Law. Certainly the
engineering firm of Porter & Ripa needs
nothing else to be said. They were

deeply involved in Camden County and had
a contract more than doubled from 1.5 to
$3.3 million. And, as I think, a
partial result of inquiry that was made
in this regard caused the disbanding of
that particular firm.

Additionally, we found examples of what
local governments, municipal and county
governments, determined to be excessive
spending of administrative costs. We
found that the CCMUA owned two cars and
at least three others, and those cars,
by the way, were not leased through
Local Public Contracts Law because the
lease extended for a period not allowed
in the Local Public Contracts Law., The
cars had no guidelines for their use.
They were perhaps & little more
luxurious in some cases than municipal
governments are able to purchase today.

And we even found that they had no
controls over business travel expenses.
We encountered the fact that they went
to the islands, just about the entire
staff and commissioners of the CCMUA at
one particular point in time, and such
travel 1is unheard of anymore at the
municipal, county or even state level.
These kinds of excesses, perhaps, are
minor in terms of actual dollars, but
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they do demonstrate to us the fact that-
the CCMUA was not at that particular
time concerned about cost.. They had yet
to build any facilities to generate
money, income, so, therefore, these kind
of expenses certainly ‘seemed
extraordinary to us. .

We also recommend that they can save
money, & dJgreat deal of money, if they
were to hire a full-time attorney rather
than relying on their consultant
solicitor, who was, at that particular -
time, for a part-time assignment, was
paid $39,000 annually.

Okay. Do you know the operational
status of the Camden County Authority at
this time? 1Is it still self-sustaining -
is what I'm getting at.

No, not self-sustaining... It added a .
brand-new administration building in the
City of Camden that is a very.-
pleasant-looking structure and would
appear to be a structure that was built
locking for great expansion because it -
seems a little large for the staff that
they might have at the present time.

How many customers does the authority
have at this time, if you know?

To «c¢larify the question, the paying
customers are limited to the City of
Camden.. The other municipalities in
Camden County were forced, by court
action, to Jjoin the CCMUA, but because
CCMUA is not building any new facilities
they don't have to get involved at this
particular time.

So that their user right now is the Clty
of Camden; is that it?

Yes.

So they have not built anything yet for:
which they were formed; is that correct?

That's correct.
Now, you mentioned before the practice:-

of rolling over. I assume that, based
upon what you just said about Camden
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-County, that they have engaged in this
rollover operation more than once?

A, Yes, sir.
Q. Do you know how many times they did?

A. I would say that we could estimate six
or seven times.

Q. Is that rare? Is Camden County a rarity
or common practice in the field?

A, It's a fairly common practice until
operations begin. I should point out
that the local bond law that applies to
munincipalities and counties limits such
rollovers to 5.5 years and that is the
ultimate Timit that's allowed for
municipal and county governments, and we
encourage them to go to permanent
financing a lot earlier than that.

Q. If there should come a day of reckoning
when these MUA's must stop the rolling
over and are unable to pay or to repay
the debt, who pays it? '

A. Taxpavers of the various counties...the
bottom line is the taxpayer.

Legislative Reforms Falter Despite Probes

Skokowski was asked +to relate other investigations of
authorities to current problems spotlighted by the Commission's
public hearings - and to unsuccessful legislative efforts to make.
authorities more accountable to the public:

Q. Now, d&id vyour office also conduct an
examination o¢f the Western Monmouth
Utilities Authority?

A, I was called to a meeting with the
Division of Criminal Justice several
years ago to consult with them about an
investigation underway involving that
particular authority. It was not
exactly a full, total review like Camden
County's was.

Q. Could vyou give the Commission the
benefit of any highlights of that
examination or that meeting?

A, The concern there was represented to be
the fact that the transactions taking
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place to fund the operation. of the
authority involved underwriters who
would make negotiated bids on option
notes being issued by the
authority...money funds that c¢ould be
used for purposes other than the fund's
purpose. By that I mean the fact there
are certain individuals who may  have
been at the receiving end of money as a
result of their cfficial position which
did not involve the payment of any
funds. '

All right. Are you aware of any
improprieties or any problems in recent
time, and by that I mean within the last
two years, involving the Hudson County
Municipal Utilities Authority?

Yes, sir. There was a problem with the
rollover of Hudson County Municipal
Utilities Authority last year. It was
resolved temporarily, but certainly the
long-term solution has got to involve
state involvement to see to it that the

~fiscal integrity of all MUA's,

especially Camden and Hudson, are taken
care of appropriately.

Has there been any legislative attempt
in recent time to impose any regulations
for oversight of MUA's in the state?

Yes, sir, there has. There has been an
assembly bill last year called Assembly
Bill 1533 and it's been reintroduced
this year as Assembly Bill 144, and
additional bills in the: Senate, that
would impose many of the same controls.
our division has over local governments
to 1local authorities. We would, for
example, have to receive copies of the
budget. We would have to make sure that
their creation as an MUA or authority

was economically viable. We would have
to review their project financing to

make sSure it is economically viable and

we would have a variety of financial
reporting systems installed. '

What happened in the past to Assembly
Bill 15337

It was not brohght up for vote.

And pending at this time is Assembly
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144; is that correct?
Yes, sir.
Generally, the bill provides, or the

bills provide, that your division would
have approximately the same kind of

supervisory authority over MUA's, as you

know of, over local governments; is that
correct?

That's correct.

Is there not in this state an
association of authorities that 1is a
kind of trade association? Are vyou
familiar with that?

Yes, sir, I am.

Do you know  whether or not the
Authorities' Association has taken a
position with regard to this pending
legislation?

They do oppoée it.

Would the passage of this 1legislation
require any additional personnel in your
division to enforce the prov151ons of
the law?

Yes, sir, it would; not a large staff,
but certainly a few people are needed.

By a few, do you mean two or three or do
you mean more than that?

I would, if I had my druthers, I would
prefer five or six. I also would like
to do something that's perhaps never
been done before, and that is add a
staff member who is skilled in the
engineering field and could provide
technical assistance and advice to these
authorities on ways to operate that are
cost-effective from a non-abuse -- use
the term partisan, not in the term of
partisan, but non-partisan activity, in
the sense he would be the . person trying
to get the most cost-effective procedure
underway rather than building consultant
fees.
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0. Mr., Skokowski, would it be fair to say
that (unlike) counties and municipal-
ities with wvery high wvisibility and
which are subject to regulation by your '
office in many matters and in many
facets, would it be fair to say that.
MUA's, as compared with local
governments, with millions of dollars
available to them through grants and
through bond proceeds, and as you have
called them, shadow governments, are
very much 1less visible and that these
MUA's are subject to virtually no state
fiscal control? '

A. You're statement is quite correct.

Q. And it is the desire of your division to
change that around to see to it that
some controls are made viable over these
MUA's and sewerage authorities? '

A, That's correct. I don't like the word
"control" so much. I like to be a part
of what they're doing and make sure
they're doing it right. The majority,
who do the Jjob right, should have no
problem with our involvement. Those
that need help should receive it and,
hopefully, get a better bond rating and
therefore less cost to the taxpayer., I
certainly encourage that. I have made a
budget reguest in the state budget for
that kind of funding for the past
several years and I am very supportive
and actively working to get this system
underway.

Present Authority Audit Filing "Useless"

The Commission noted "that existing law requires local
authorities to file annual fiscal audits with The Division of
Local Government Services --= a reguirement that Skokowski
previously described as ineffective. Commissioner John J. Francis
asked for an additional explanation: '

EXAMINATION BY COMMISSIONER FRANCIS: -

Q. Do you have the power to do anything
- with those audit reports?

A. Prankly, the "audit reports that we
receive, I would say, are almost useless
or they are less meaningful than the
audit system that I would prescribe.
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They merely indicate moneys come out,
money has been spent for this particular
activity. The controls of that money,
how it's been utilized, are not shown as
municipal and county audits would show.
The scope of the audit is not uniform
and oftimes is wery, very scanty about
what it indicates.

You've anticipated my next couple
gquestions. There is no uniform system
of accounting, I take it?

That's correct.

There is for municipalities?

Yes, sir.

Are these municipal reports done by an
independent CPA?

They are done by a 1licensed CPA or
registered - municipal accountant.
Normally, CPA's are controlled by

professional services board by the

Department of Law and Public Safety.

In your opinion, 1is it enough of a
safeguard, enough of a check, enough of
a restraint, that the bonds issued by
MUA's and sewerage authorities sell in
the marketplace and that the authority
is obligated to pay back the debt it
incurs by selling those bonds?

I think I can answer that guestion most

directly by indicating to you that I

have, over the past three years, spoken
to analysts on Wall Street and told them
of my desire to get involved with
sewerage authorities, MUA's and the
like, and they praised that particular
effort. They further indicate it should
probably make the cost of the bonds go
down (and) help reduce the increasing
cost of funding. They 1like a full
reporting disclosure and, believe mne,
they do like what we do for municipal
and county governments. S0, I can say
to you that this has got to occur
sometime in the future.

You described for us some of the problem
that you found in Camden which may still
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persist. With the lack of oversight
that you've described, could those same
problems exist in many other MUA's and
sewerage authorities had it not been
known to any regulatory body? :

A. Yes, sir.

Q. We've also heard in some of our private
sessions that these, the bills that
vou're supperting, would provide greater
{supervision) over an authority than
over a municipality. Is that true?

A. Frankly, I believe 1if you read those
bills, they parallel very closely
municipal and county laws. The only
thing that I could see anybody saying is
the fact that -creation of an MUA or
authority should be reviewed first to
make sure it's economically wviable. We
don't -have to do that with 1local
government because every square inch of
New Jersey 1is incorporated already,
that's correct, that's the only
difference I, personnally, see, sir.

Criminal Probes of Authority Misconduct
The next witness, Edwin H. Stier, director of the Attorney

General's Division of Criminal Justice from 1977-82, reviewed the
record of state investigations and prosecutions of fraud and other

allegations against authorities. He contended that such law
enforcement activities were, and continue to be, essential -- but
would not alone produce the necessary reforms of the authority
system. He agreed with " Local Government Services Director

Skokowski that statutory supervision by the State was needed to
provide a basis for more effective law enforcement of both a civil
and c¢riminal nature against misconduct by authority members and
employees and by vendors and others who provide services and
supplies to authorities. Attorney Robert Geisler, who supervised
the Commission's investigation but has since entered private
practice, questioned Stier:

Q. From vyour ©position as Director . of
Criminal Justice, do  you perceive. any
problems with utilities authorities and
sewerage authorities as governmental -
bodies? '

A, Yes, over the years that I've been with
the Attorney General's office we've
conducted numerous investigations of
allegations = of criminality and
mismanagement that have. arisen out of"
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the operation of utilities authorities.
If T had to summarize the conclusions
that I've come to, it's that we found a
consistent pattern of administration
among utilities authorities that is
weak, inadeguate. In effect, these
authorities are run as though they are
mom-and-pop operations.

What are the specific problem areas?

Well, they're numerous,. I think that
the problem areas start with the lack of
accountability; I suppose that's the
best way to describe it, lack of
accountability to the public for the
operation of these authorities, The
whole concept of creating an authority

"and making it independent of local

government was, in part, for the pur-
poses of insulating it (from) political
interference. That insulation, however,
as a practical matter, has not protected
it from political interference and, in
effect, political interference still
goes on 1in the operation of these
authorities. But the insulation that
they've been given by removing them from
the duly-constituted, Constitutionally-
established 1local governments of the
state, that insulation protects the
political interference from detection
and from being held accountable to the
public. I don't want to indicate by my
remarks all authorities, 1it's by no
means true that. all of them are poorly
operated, but many of them are and
nobody can do anything about it in part
because of the fact that these author-
ities have been insulated from accounta-
bility to the public or any govern-
mental body.

To be more specific about it, I think
that the problem areas are in the lack
of standards and lack of oversight in
the selection of members, selection of
contractors and procedures under which
they operate -- auditing, fiscal
accountability, quality of performance.
There are virtually no standards by
which these authorities have to operate
and there 1is no single governmental
entity overseeing their operation
generally.
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Are the criminal laws of the state and
the enforcement of those laws by the
Attorney General's office and the county
prosecutors sufficient to protect the
public from the problem you just enumer-
ated? '

No, in a criminal investigation or
prosecution we can only scratch the
surface. We can only £find the most
flagrant kind of situations, and if the
people who have decided to abuse their
positions in these authorities are
stupid enough to do it in a way where we
can catch them, we can then conduct a
criminal prosecution. In the majority
of cases, either the system of standards
and controls 1is inadegquate to assure
that in order to cheat the public some-
body has to commit a crime to do it, or
the problem is simply one of waste and
mismanagement and not a criminal problem
and we can't prosecute it.

But, to suggest that these authorities
can be held accountable to the public
through the criminal justice system, I
think, is incorrect and is an inadequate
solution to what I think is a major
problem in the state.

Has the Attorney General's office con-
ducted many investigations into munici-
pal utilities authorities and sewerage
authorities?

Yes, we conducted numerous investiga-
tions all over the state.

Have the investigations resulted 1in
successful prosecutions?

In some few cases, yes, we've been able
to determine that there were criminal
violations and to gather enough evidence

to support an indictment and a prosecu- -
tion. ' ' '

Is the absence of a successful prosecu-
tion an indication that the problem is
also absent? _ :

Absolutely rnot.. In many cases we have
been frustrated in not being able to
develop evidence of criminal violation
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sufficient to justify prosecution. But
we found mismanagement, absence of
controls and all the other problems that
I've alluded to, and in a number of
these instances we have gone to other
agencies of government which have a
responsibility to oversee, to one degree
or another, the operation of utilities
authorities and ask them to intercede.
And in some cases that has been (only)
moderately successful, not because of a
lack of enthusiasm or desire on the part
of those state agencies to do anything
about the problem, but because of an
absence of authority to do it.

So, we have tried to take the
information that we've gathered through
our criminal investigations and provide
it to other agencies. But at present,
there is not sufficient authority in
other agencies to step in and solve the
problem. And just because nothing has
been done by way of indictment or
prosecution in that particular
investigation should not 1in any was
suggest that no problem exists.

CCMUA and Other Prosecution Targets

Q.

Do you have any concrete examples of
some of the problems you've spoken to us
about?

Well, I think that the most flagrant and
highly-publicized example of abuses by a
utilities authority is the Camden County
Municipal Utilities Authority situa-
tion., I know that Barry Skokowski
testified at some length about it, and I
don't want to repeat the details he
provided. But I think in analyzing the
history of the CCMUA the problems that
were brought to  the surface in the
course of that series of investigations,
audits, hearings and so ferth, and by
generalizing from them, I think you're
going to find some insight into what the
problems are in other utilities author-
ities.

That situation, CCMUA, was probably the
most throughly investigated, audited and
prosecuted situation that I know of in
this state. And to this day, I'm not
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certain that any significant changes
have come about as a result of all that.

How did that investigation begin?.

Well, the investigation began with an
allegation that an attorney who had been
retained by the CCMUA was receiving
excessive fees. We investigated those
fees. I think the figure that we were
told was $10,000 a month for his legal
services. We look into that, and as a
result of that investigation, and in
talking to people at the CCMUA and who
had knowledge of it, we began to find a
whole seriesg of problems. :

One investigation led to another, And I
suppose 1f I were to catalog those.
investigations they would include the
selection of engineering firms: that is,
the process by which consultants who are
selected by the CCMUA indicating the
potential, if not for outright corrup-
tion at least for political favoritism
and the 1lack of objectivity in that
selection process; the personal profit-
ing by individuals who are politically
influential with members of the CCMUA
{and) the decisions made by the CCMUA;
that is, knowledge about where the sewer
lines would go and the obvious apprecia-
tion of property values in those areas;
excessive billing by a consulting firm. -

We found in our investigation that at
the time of our investigation fully 67
percent of the total funds of the CCMUA
were paid to a consulting engineer in a
series of very wasteful spending prac-
tices by the members of the CCMUA as.
though the funds of that entity were
their's to do with as they pleased, and
that they had no responsibility to the
public, to the taxpayers, or to any
governmental entity, .

Did any indictment result from the
investigation? o . .

Well, a number of things happened
including a major indictment. The State

‘Grand Jury indicted the firm of Porter &.

Ripa which was the consulting engineer- .

-ing firm for the CCMUA, charging in its

indictment - approximately  $400,000. in
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- fraud in its billings to the CCMUA, that

is 8$400,000 which, according to the
indictment, were charged to the CCMUA
improperly with knowledge that the CCMUA
was not obligated to pay those amounts.

The corporation and several of its
employees were convicted, and, in the
course of that c¢riminal prosecution
there was alsc a lawsuit brought by the
Attorney General against Porter & Ripa
and the members of the CCMUA for
permitting themselves to be defrauded by
Porter & Ripa. The full amount of that
lawsuit in its complaints, that is
alleged in the complaint, was something
around $700,000.

We requested that the Department of
Environmental Protection examine the
operation of the CCMUA +to determine
whether or not they were complying with
governmental standards to the extent
that DEP has the authority to control
what CCMUA did.

We asked them to exercise that authority
and we asked for an audit by the
Division of Local Government Services or
the Department of Community Affairs,
which audit was conducted with the
conclusions that Barry Skokowski
provided to the Commission just a few
minutes ago.

And last, at the request of the then
Attorney General Hyland, the Freeholders
of Camden County initiated a removal
proceeding ~ against members of the
authority, a very cumbersome,
time-consuming, difficult proceeding
which ultimately resulted in the removal
of several members of the authority,
including its chairman.

Do you have any opinion as to what the
root of the problem was 1in Camden
County?

Well, if I were to pinpoint one major
problem, ‘it was eXcessive political
interference in the way in which that
authority operated and an inability on
the part of the county freeholders,
because of the legal independence of the
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authority, to do anything about it,
assuming that they had any desire to do
anything about it.

Was the authority being used as a
political plum?

Well, at the time of our investigation
we had very clear intelligence
information indicating that there were
two major political factions in Camden
County; one headed by James Joyce, who
has been convicted of jury tampering,

and another headed by Angelo Errichetti
and that those two political factions
were vying for control of the authority,

and ultimately struck a deal, which at
the time of our investigation, put Joyce
in control of the authority. And I
think the record clearly demonstrates
that James Joyce exercised very tight
control over the way in which that

authority operated.

Do you know of any legislative or
administrative changes that have
occurred since the Camden County
situation?

None to my knowledge.

Stier Suggests Reforms

0.

A.

Do you have any recommendations to this
Commission that should be enacted?

Well, without outlining in detail a
specific legislative scheme, it seems to
me that when you add up the total amount
of money that is funneled by the federal
and state governments through these so0-
called independent authorities and you
compare the degree of accountability and
oversight that the public can rely on
with the degree of accountability and
oversight that is imposed on a municipa-
lity, there is a setrious inequity. I
haven't added up the figures, myself,
but I have got to believe that the total
amount of money that runs through these
sewer authorities very closely approxi-
mates, if it doesn't exceed, the total
budgets of all municipalities in the
state. Yet, there is no accountability
to the taxpayers or anybody else for the
way in which they operate. I mean no
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meaningful accountability.

Sure, there is a requirement for outside
audits, but those outside audits that
are done by private accounting firms are
inadequate to insure the public that
these authorities are operating
properly. It seems to me there's got to
be a major overhaul of the standards by
which these authorities are made to
operate; that 1is, +they have to be
uniform, consistent standards.

And second, the responsibilities for the

overseeing, for pelicing these
authorities has got to be fixed in one
place. Right now there's a serious
split between the Department of
Environmental Protection and the
Department of Community Affairs. The

Department of Community Affairs has, to
some degree, the responsibility for the
fiscal oversight; to some degree, not an
adequate degree, but to some limited
degree. The Department of Environmental
Protection has the responsibility for
environmental oversight of these
auvthorities. 1 believe that so long as
yvyou have that division, vyou're still
going to have gaps; you're still going
to have potential for problems.

To: give you an example, we found one
authority in which they finally got, I
think it was, a sewer line or a water
line = completed, and because of
inadequate inspections, it = was
determined that the pipes were laid too
shallow, and over the winter they all
froze up and broke and the job had to be
done all over again. Now, who is held
responsible for that oversight? Is it a
fiscal problem? 1Is it an environmental
problem? Seems to me that oversight has
got to be in one place, and that one
agency has got to...impose standards and
to police them, and those standards
ought to include standards for the
selection of the members of these
authorities.

I can't believe that in the private
sector a business that had to spend many
millions of dollars, as these
authorities spend, would go out and
select a group of well-meaning amateurs
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to run that business. Private business
just doesn't run that way. People who.
ought t¢ be in c¢harge of running a

business, a multi-million dollar
business, are people who ought to know
something about that business. Well,

the selection of these members of the
authorities, I submit, in most cases is
not based on thelir experience in
managing millicons of dollars, it's based
on political relaticonships.

Secondly, selection of staff has got to
be made on the basis of some objective
professional gualifications. It's the
staff, in many cases, which actually has
the responsibility for spending that
money, for seeing to it that the
selection of consultants and contractors
is done on the basis of objective
standards. And if you don't select the
staff properly, if you base that on
political considerations, if you don't
have people who have the right kind of
gqualifications for the job, you're going
to run into the kind of problems that
we've encountered.

You've got to set uniform accounting
procedures: that 1s, what kinds of
records not only have to be maintained
by the authority but what kind of
records have to be maintained by the
contractors with which they do business,
soO that you can adequately audit
performance to determine whether or not
money was paid in kickbacks, bribes to
various public offices, to make sure
that cost overruns, to make sure that
change orders, which fregquently occur in
the course of constructing these very
elaborate systems, are done on the basis
of geniuine need.

Purchasing procediures have got to be
established, so that even in the
selection  of contractors, we go beyond
simply: competltlve bidding and require
adeghate prequallflcatlon of bidders, so
‘that people who. are performing these
contracts know hpw[to do the work, have
a proven record Of success, and to make
sure that the bidding laws aren't being
circumvented by the kind of excessive
billing  through cost overruns, change
orders and the like.:
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There has got to be a system for the
gselection not only of contractors, but
consultants 1in which the bidding laws
don't require that there be competitive
bidding. Professional services are an
area in which I believe that standards
have got to be set. The selection of
attorneys, engineers and the whole
variety of people who have fed off of
these wutilities authorities over the
years, that has got to be brought under
control.

In addition, there has got to be
genuine, thorough outside review, not
only of the budget but adeguate auditing
of the expenditures made by these
authorities; review of purchasing proce-
dures and the purchasing itself to
determine whether or not it was done in
compliance with proper standards. Then,
there has got to be some outside over-
sight of contract compliance to make
sure that even when the Jjob is done,
that 1is when you have a sewer plant
operating and sewer lines actually in
and functioning, whether or not the
authority got its money's worth or
whether in ten years that facility is
going to fall apart and we're going to
have to go - through the whole same
construction process all over again.

Now, without getting into a 1lot of
detail about how that c¢an be accom-
plished legislatively, it seems to me
it's long past time when the legisla-
ture, and whoever else has some degree
of authority, to begin imposing and
enforcing these standards.,

Overview by U.S. Inspéctor General's Office

Kenneth Konz, special assistant to the Inspector General's
Office of the U.S. Environmental Protection Agency (EPA), testified
next about investigations and audits of "possible fraud, waste and
abuse" of sewerage and public utility authorities. The results of
some of the inquiries in which he participated were cited by SCI
Chairman Lane in his statement opening the public hearing. On
several occasions, while on temporary assignment to the then
Commissioner David J. Bardin of the State DEP, Konz conducted
audits of certain local authority operations in New Jersey. From
the standpoint of the Federal EPA's inspection process, Konz
provided a specialized review of both general and specific
oversight problems with authorities.
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Sewerage Construction Oversight is State Responsibility

Konz recalled that from 1976 to 1980 the State DEP had a staff
of construction inspectors who had had on-the~job experience and
who "kept track of all construction projects around the state,"
made “"unannounced drop-in visits" at key periods of work~in-
progress and maintained effective oversight. However, he pointed
out, the DEP by 1980 had discarded this inspection process and
reverted to the Federal system of infrequent, pre-announced
inspections of a limited nature. The Federal system, he conceded,
failed to uncover construction problems at a time when such
deficiencies could be easily and cheaply corrected. The State
DEP's inspection cutback, Konz emphasized, was a misjudgment,
particularly since, in his view, full responsibility for the
consequences of poor construction now rests with the local
municipality or authority and ultimately with the state itself.
The Commission asked Konz to elaborate on this topic:

EXAMINATION BY COMMISSIONER FRANCIS

Q. Mr. Konz, does the federal EPA conduct
any kind of a review before it extends a
grant to an MUA to see if that authority
has the necessary competence, expertise
and capacity to handle the funds and to
build the project effectively and
efficiently? '

A. Historically, the answer to that 1is no.
Federal grant programs have operated
primarily on the basis (that)...the
state and local government entities are
responsible parties for grants. EPA's
regulations in this wvein have recently
been tightened up in that a grantee is
now supposed to demonstrate his
capability. And what this means is if

. : in future cases where we have instances

and knowledge of previous deficiencies
in grantee operations, they're going to
have to, in the future, be able to
demonstrate or explain to us what
corrective action has been taken so such
deficiencies don't continue,

Q. Do you have any feeling as to whether
EPA would like greater authority in that
area of review before it extends a. bid
or would you prefer to have it in a
state authority or in municipal
authority itself?

A. It's my opinion that that responsibility
does rest primarily with the local
government. In cases like New Jersey
where  we have municipal utility
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authorities that are somewhat
independent organizations without a
great deal of oversight, I personally
believe that a need for accountability
and need for establishing clear
responsibility and seeing that adedquate
systems are there is essential as the
local governmental municipalities. A&nd
MUA's are created under state authority,
under state  law. I believe that the
state body would be appropriate in
exercising that oversight.

EXAMINATION BY MR. GEISLER:

Q.

Mr. Konz, could you give us your opinion
of the future role of the Federal
Government in giving municipal utilities
authorities and sewerage authorities
grants to construct projects?

Okay. Currently the Congress, in
Supplemental Appropriation Act, Jjust
provided EPA $2.4 billion in 1982 money
to continue funding the program. I
believe New Jersey's share of that money
is $84 million. It's my understanding
that at 1least for the next couple of
years the Federal Government will
continue prowviding construction grant
funds.

There 1is a provision in the 1last
legislature, however, which will serve
to reduce the federal share from 75
percent down to 50 percent.

Above and beyond that time, ultimate
conjecture as to Federal Government is
up in the air, This particular program
is among those that may end up at the
state level wunder President Reagan's
Federalism in delegating programs to the
state. To talk about the interim
period, it is clear, under EPA
regulations as being clarified more and
more that responsibility for the project
will rest with the grantee.

The Federal Government, in policy
documents being drafted right at this
time, 1is taking a very clear position
that grantees are responsible for their
projects. The Federal Government will
not come in and pay to repair projects
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we've already funded that failed 1in
their normal 1life. If we've got a 25.
year project and it fails in ten, who's
going to have to pay for the repairs?
It's the local government. :

When you say the grantee is responsible,
to whom are you referring? Are vyou
referring to the authority board
members, the attorney, the engineer, the
accountants?

The authority 1is responsible. Now,
unfortunately, what that will probably
mean for the taxpayer, and it's the
prime reason that additional oversight
is needed, is that, yes, the authorities
are responsible; yes, the authority may
have to pay back lots of disallowed
cost; they may have to expend money to
repair facilities, The only source of
money for those facilities, as you can
tell when the Federal Government was no
longer there, is the general public.

But when you're talking about
responsibility, are you talking about
responsibility of the authority board.
members or of their consulting staff?
Where does the responsibility ultimately
lie?

With the federal grant, responsibility
lies with the authority itself. Now, so
many ©f the problems, many of the .
deficiencies that we observed in the
course of our audits may well, in many
cases, are the responsibility of the
consulting engineer or of the
contracting firm. '

Now, as far as responsibility there I'm
sure under the law that a grantee may

have some recourse against its
consulting engineer and its contractors
for improper work. The only ultimate

recourse the Federal Government has is
to the grantee, We are in the process
of establishing a system of what 1is
called suspensions. and debarments at the
federal level. What we anticipate using
these for besides instances of fraud,
payoffs, collusion and bids and other

criminal improprieties, we are also
anticipating using this system of
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procedures against ... engineering firms
who perform inadequately.

What this will basically do is if a firm
is found not to have performed
satisfactorily on the work, they will be
barred from doing business under the
program for a set period of time.

Facility Construction Should be Expedited

The Commission also expressed a concern about the delays
between the time an authority is created and the actual
construction and utilization of its plant. Questions on this
subject, on the high c¢ost burden to taxpayers of rehabilitating
poorly-built facilities, and on other aspects of authority
malfunctioning were put to the witness:

EXAMINATION BY COMMISSIONER DEL TUFO:

Q. Do vyou have any view, based upon your
experience and your expertise, as to a
general rule when an authority, let's
say, subsequent to its creation should
reasonably commence construction of the
utility for which it was formed to
provide and when that utility should be
operational; say an MUA putting in a
sewerage line, created in one year, how
soon after that should we see some
visible signs of progress,.

A. In the projects I've looked as I would
say that typically the planning and
design phase of a project should take no
more than two or three years, and that
construction should be underway in about
three vyears, and that, depending upon
the size of the projects, within a year
or two after that...the project should
be able to operate.

Q. In the sense you'll be getting user fees
if you have a facility in place and
being able to pay the debt.

A. It's absolutely essential to move as
guickly as possible to get it on line.
The public gets the environmental
benefit from it, plus the revenues start
being generated to pay off the
substantial funds that are involved in
these proiects. '
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And obviously it's important that the
project be constructed properly, and
you've had some examples in vour
testimony today where that did not
occur. '

No gquestion about it, I've heard of
instances where sewer lines were

" supposed to last 40 years have collapsed

and failed in five and have to go in and
repair them. Puts a substantial cost

- burden on everybody.

Mr. Skokowski testified that he hoped at
some time in the future that his agency
would have on staff an engineering-type
expert who might provide some useful
type of information to MUA's in the
course of the construction of projects
or to give them some expertise in that
type of professional operational area,

I'm 1looking at vyour letter to Mr.
Geisler which has been marked as C-93,
and I take it you would agree that there
should be some state expertise in this
area to assist MUA's who might not be
gifted with that type of talent,

I fully believe that especially the
smaller MUA's and municipalities should
have available assistance. 1t is a big
project, it is complicated and people
working and having oversight have to
have a basic understanding of construc-
tion and construction projects.

Going back to the first two guestions
that I asked you; vyou're familiar with
the Camden County Municipal Utilities:
Authority, are you not? : :

Yes, I am.

And I'm asking this question in the the
context of when facilities should be
constructed and become operaticnal. Do
you know how long Camden County has been
in the planning stage for the construc-
tion of sewerage facilities for the
CCMUAa?

My recollection, and I worked with the
state agency while that investigation
was going on,. as I remember the initial
planning for sewer facilities in Camden
started some time in the late '60's.
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And CCMUA has been in existence for over
eight years or close to that?

That's correct.

In any event, if one were to come to the
factual conclusion that there had been
no sewerage facilities constructed in
Camden County by the CCMUA over this
period of time, based upon the general
rule of thumb that vyou testified to
before, this would be, on its face, an

unreasonable period of time? :

I would draw a conclusion that is an
unreasonable period of time, I think,
especially considering the millions of
dollars that have been expended already
with no tangible benefit.

With the Chairman's permission, Mr.
Geisler has requested, and certainly the
Commission agrees that Mr. Konz's letter
to. Mr. Geisler, marked as Exhibit C-93
will be made a part of the record, but
with the Chair's permission, I would
like to, very briefly, read two para-
graphs of that letter into the record
now, if I may. I'm referring to the
fourth paragraph and final paragraph.

"In my opinion," this is Mr. Konz's
letter, "any time the government commits
to construction and operation of
facilities which will be financed by and
have a major cost impact on the public,

~.the government must be held accountable

for its action. . In New Jersey,
commissioners of municipal wutilities
Authorities are not. They are not
elected. Expenditures are not reviewed
by the ©public representatives. I
believe this should change. Budgets
should be required. Expenditures,

accounting records and procurements
should conform with the same laws as do
local governments., Additionally, sewer
charges, be they connection fees,
operation and maintenance fees or
replacement costs, should be reviewed by
a State agency such as the Public
Utilities Commission or the State
Department of Community Affairs to
assure that costs are reasonable and
equitably distributed to all users.
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, "In making your decisions, I urge you to
consider the 1long range implications.
While I don't want to add to the
bureaucratic burden on local government,

the public degerves protection.
Authorities must be held accountable,
While providing oversight will

necessitate expenditures for resources;
in the long run c¢ost savings and

efficiencies should far outweigh the"
cost. Furthermore, the individual

citizen pays the freight for this in the -
last analysis and can rest more

contentedly based on the knowledge that

semeone is looking out for his

interests."

Authority Bomnd Financing

Former State Treasurer Clifford A. Goldman, presently a
visiting professor at Princeton University and a principal in a new
firm specializing in public finance, testified on the procedures,
objectives and problems connected with the issuance of revenue
bonds by public entities, particularly sewerage and municipal
utility authorities. His testimony immediately preceded public
hearing episodes about £flagrant improprieties in bond issue
arrangements and sales by the East Rutherford Sewerage Authority
and the Western Monmouth Utilities Authority. Goldman's views on
autherity financing, supplemented by subsequent public hearing
testimony, provided the basis for Commission recommendations on
this issue. Goldman's testimony, in part: '

0. Is there any difference between the sale
of municipal bonds and authority revenue
bonds? ,

A. Well, the difference, the major
difference in the sale of, let's say,
general obligation bonds = of the:
government as opposed to authority
revenue honds 1s that the general
obligations bonds are typically sold at
competitive sales by sealed bids and the
anthority bonds are sometimes sold that -
way, but usually sold by the negotiating
sales. . : ' o
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Does this selection of underwriter by
bid tend to protect the public more?

There are advantages and disadvantages
to competitive bidding and to
negotiating. The advantages of bidding,
I think, are -self-evident as far as
ruling out favoritism and as far as
securing the best price in the market at
the time. There are advantages to
negotiated sales in certain respects in
flexibility of timing, and other things,
but the advantages that are cited for
negotiated . sales, both in texkbook
description of this -issue and in my
experience, depend upon the ability of
the issuer to conduct the negotiations.

Regarding an authority, who pays the
interest and the return of the principal
on a bond?

The authority c¢ollects revenues from
whatever its project source is and pays
interest and principal from those
revenues. In the case of sewer
authorities, actually it is the user of
the sewerage facilities who pays a fee
and that fee then goes toward the
payment of principal and interest.

Are there other costs and fees involved
in bonding?

Well,  the sale of bonds involves a
number of different fees and charges.
The underwriter is compensated for his
work by buying the bonds from the issuer
at one price and selling them -at a
higher price to the investors. That, by
the way, occurs in both the competitive
sale and the negotiated sale.

The issuer has to have a bond counsel.
There 1is a paying agent who has fees.
There is a trustee who has fees and
charges., There is typically an auditor
involved in the procedure. There may be
a financial adviscor.
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Q. To your knowledge, is there any state
agency that oversees authority bond
sales? :

A. 1I don't believe there's any state agency
which locks at a partlcular bond sale
and approves it or in any way reviews
it, :

Q. Is there any federal agency that does
that°

A, 1 don't believe there's any federal
agency that specifically reviews bond
sales. There are both at the state and
federal level agencies which are
involved in one way or another with the
over51ght of borrow1ng, but not sale by
sale.

Q. Does the Securities Exchange Commission
regulate bonding in the same way it
regulates stock transactions?’

A, The Securities and Exchange Commission
doeg not regulate municipal 1issuers.
They are exempt from the Securities

Exchange Act, The dealers in municipal
secuyrities are regulated by the
Securities and Exchange Commission
through the Mun1c1pal Securities

Rule~- Maklnq Board in a similar fashlon.
But the 1ssuers, municipal government or
authority is not subject to SEC
regulations in the same way that a
corporate borrower would be, '

What Bond Counsel, Financial Advisors and Underwriters Do

Q. Do you know whether there is any agency,
either federal or state that oversees
decision to issue bonds, the amount of
the bonds, the selection of what 1is
known as bongd counsel, the selection of
the flnan01al advisor or the selection
of an underwr1ter°

A. I do not believe that those decisions

are subject to review for prioer
approval.’
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Could you tell us exactly what the role
is of a bond counsel? .

The bond counsel essentially has to
opine that the bonds were issued legally
and that they meet the requirements for,
tax exemption, which can be quite
complicated. The bond counsel will
oftentimes draw the bond resolution for
the contract between the issuer and the
bond buyer...

Could you tell us what role is played by
an underwriter or an investment banker?

The Jjob of the underwriter in the
transaction 1is to purchase the bonds
from the issuer and then to resell the
bonds.

What role 1is played by a financial
advisor?

A financial advisor is a consultant to
the issuer where the issuer needs
assistance in negotiating, for example,
with an underwriter or, in the case of a

- competitive sale, where the issuer needs

assistance in structure of a sale,
making Jjudgments about the timing, the
size, the  structure of the bond issue,
assisting the issuer and securing the
bond rating and so forth,.

How were these three positions that
you've just mentioned filled by most
authorities?

Well, I think they're filled in various
different ways. The way we did it was
to interview a number of firms in each
category and select one that had the
best experience and record of that
particular type of financing and then
keep those people as long as they did a
good job. And, if they didn't do a good
job, we redo the process and get someone
else,

When a bond. sale takes place does the
avthority become bound by a specific
contractual obligation that may bind it
for several years?

Always the: borrower has a contract with,
in effect, the lender of the funds or
bond holders, which lasts as 1ong as the
bonds are outstanding.
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What is the substance ¢Ff that ¢contract?

Well, in the case of a r¥eévenue bond such
as you're discussing here, it would be -
how the moneys are taken in and to whigh-
funds they're deposited, when intérest
is paid, when the bonds may be puréhased
back or when they must be purchased
back, a wvariety of other <contractual
protections for the boridholder.

Does the bond counsel make any guaranteeé
that the elements of that specific
contract are in the best interest of the
authority or the public?

Well, the bond courisel will, in these
respects, advise the c¢lient as to the
sufficiency of the contractual language
to acecomplish the purposes that are
being sought. '

Does the bond counsel get into the
negotiations for the specific conténts
of that contract?

The bond counsel part1c1pates in that
procedure, ves.

Which one of the individiials that you
mentioned is  aecouritable for the
authority getting the best possible
financial deal when it doeés to bonding?

The: authority itself'is gccountable for
getting thé& best financial deal. If the
anthority has a financial advisor
working for it, then the financial
advi$sor shares the regponsibility for
advising the authority on the best terms
that it could get under the
circumstarices. A

From your experience, do most
authorltles have the expertlse 1n ‘their -

I am:net-dlreaﬁly-ﬁﬁmili&f'wiﬁW‘maﬁy;
many: local authorities. But sirce many
of the smaller authorities sell bonds
very  iInfreguently, onge or twice,

perliaps, it would be unudsual, I think,

unless. they had on their board people
who. are experieéenced’” in- this. field, it"
would: be unusual for® them: to have
permanent staff that was knowledgeable

i this areas. :
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You mentioned a financial advisor
before. Is a financial advisor the same

- as an underwriter?

No, an underwriter 1is a party to the
transactiocn. The underwriter buys the
bonds. The financial advisor is just
that, an advisor, and advises the seller
of the bonds about how to conduct the
transaction vis-a-vis the buyer.

Can or should underwriters act as
financial advisors to authorities?

Underwriting firms do act as financial
advisors. Some do. In that case, they
will not participate in the underwriting
of the bonds. There are rules which
describe how they can or how they may
not proceed as both financial advisor
and underwriter.

How are the interests of the authority
and the underwriter different and how
are they the same?

Well,  essentially, you have a
transaction where the authority is the
seller of a product, a merchandise as
it's called, which is a set o©of bonds,
and you have the underwriter as the
purchaser from the authority of that
product. And so there 1is, in that
respect, an investor-seller
relationship, which presumably there's
incentive for the seller to get the
highest price he can and for the buyer
to get the lowest price.

Now, I should say there igs often a
mutual interest in that the bond issue
be successful and be undertaken well so

that after the fact the underwriter can
‘show that he's done a good job for the

authority .and will be .rehired in the
future by -that authority or by other

authorities who might ask for references

on his performance.

Are you familiar with the Municipal

Securities Rule-Making Board?

To some extent,
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Q. Do you know whether or not that board

“ has °~ barred financial adyisors - from
underwr1t1ng issues whlch they have
participated in?

A, There is a rule of that peard, I think

it was enacted in 1980, which defines
the llmlts of a f1nanc1a1 adv1sor
part1c1pat1ng in the underwr1t1ng And
generally speaklng, financial - advisors
are not supposed to underwrlte the same .
transaction that they advised upon for
obv1ous reasons.

East Rutherford, Western Monmouth Transactions Questioned

Q. Should a financial advisor have any
) assoc1at10n with an underwr1ter, and, if
not, why not'> _

A. First of all, a financial advisor should
have no relatlonshlp with an underwrlter
on the deal in question. There is some
gray area about whether a financial
advisor _should have any relat1onsh1p'
w1th any underwrlter even in a different
state or on a dlfferent matter. But
certa1n1y on & transactlon where the
financial advisor or his - c11ent is the
seller of the bonds, he should in no way
beneflt throuqh the - underwrlter for the
sale of those bonds. ‘

A. Yest'it-would-bs-
Q. Would that indicate gnything to you?

A, It would indicate that the £inancial
' advisor hag his cllentfs interest at
confllct w1th h1s own 1nterest.

Q. At theg request of the State Commission
" of Investigation did you review the
- certaln facts of bond sale conducted
by the East Ruthv,ford MUA in ‘1969 and
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C. During the East Rutherford bond sale the
underwriter for those bond issues sold
the issue, in its entirety to another
underwriter who then offered it to the
public, How would you characterize that
transaction?

A. Too many people coming to dinner. I
would say that the issuer in that case
could have found the underwriter
directly to sell the bonds and whatever
compensation the second underwriter
received probably could have been
avoided.

Q. Could you describe what a typical fee
arrangement would be for a financial
advisor?

A. Financial advisors usually charge either
by the bond, and when we say "by the
bond" we talk about per thousand
dollars, and typically, will charge $1
per thousand, little more, little 1less,
which 1is one-tenth of one percent; or
financial advisors will <charge on a
per-house or per-project basis, which is
preferable in my Jjudgment, since it
removes from the financial advisor any
incentive to promote a larger, quicker
bond sale.

Q. Were you also requested by the State
Commission of Investigation to review
certain facts and documents relating to
the 1974 bond sale of the Western
Monmouth Utilities Authority?

A. Yes, I was.

At this point the Commission read into the public hearing
record an exhibit, marked €-9%1, signed by Alfred J. Marcus,
secretary-treasurer of J.B. Hanauer Co. This exhibit was a
certification by Marcus that J.B. Hanauer had been subpoenaed by
the SCI in June, 1982, to produce documents relating toc the Western
Monmouth Utilities Authorities 1974 bond issue, which was
underwritten by Hanauer. Marcus also certified that he had
personally searched for the documents at the company's facilities
in Livingston and East Hanover and had ascertained that no records
other than a final prospectus was in existence, that his company's
"standard operating procedure" was to destroy records over six
yvears old in conformity with SEC guidelines, that the bond issue in
question had been investigated by the U.S, Attorney's Office and
the State Grand Jury in 1979, that the relevant records had been
subpoenaed for those inquiries and had been returned to Hanauer in
1980 or 1981, and that, while he had no recollection of what was
done with the records, "it would have been consistent with our
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record destruction policy to shred them because they were no longer
needed by the 1nvestlgat1ng agencies and were over six years old at
the time." .

Questioning of Goldman was then resumed:

Q. Did you, at our request, did you receive
and review what has been marked C-91, a
prospectus for the 1974 bond sales
conducted by the Western  Monmouth
Utilities Authority?

A. Yes, I did.
Q. 1Is this the prospectus?
A. Yes, it is.

Q. Although you do not have the records of
the underwriter, were you able to
reconstruct the facts regarding the bond
issue? .

A, Well, let me say what we tried, what I
tried to reconstruct before 1 answer
that. What we have here is somewhat
unusual. We have here the coupon rates:
that the issuer has to pay. Generally
speaking, eight and a quarter percent.
We do. not have the amount for which the
underwriter resold the bonds.

We. have no record of it either as you
say from the underwriter. There was no:
participation in this transaction by
other underwriters in the: syndicate,
which there normally would be. So that
there's no. other syndicate member to go
to for that information. As far as I
can find out, the original advertisement:
that you often, see in the -financial
press called the Tombstone —-

Q. When you refer to "syndicate" are you-
referring to underwriting?

A. Underwriting. syndicate. Normally, an
- underwriter will spread the risk or
brlng to. bear the greater selling power
of other underwrlters by: Eorming the.
syndicate. In. this: case there was: one:
such. underwriter.

In other words, the: various methods by
which, one, could find the sales price: of
these. bonds. by. the underwriter were not
available, and: so, in. order to. determine:
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what the spread was, in other words,
what the underwriter's revenue was, we
had to try to reconstruct the sales
prices from other sources and I did
attempt to do that and did, vyes.

Your statement is that it is unusual not
to be able to find that information in
the prospectus; is that correct?

Normally, a prospectus will list on the
cover page so-called reoffering yield,
that is you'll see here you have bonds
with coupons of eight-and-a~-guarter
percent and you will see that they'll be
priced to vyield seven-and-a-half, or
price to yield nine percent, and from
that you can determine what the selling
price is of a bond. That information is
normally placed on the prospectus and is
available.

Could you tell us what you did in an
attempt to determine what the fee that
was made by J.B. Hanauer & Co. was?

Well, on the surface this is a
$12,250,000 bond issue, and in the
records that I was given by the SCI
staff, there 1is the fact that the
authority was paid by J.B. Hanauer &
Co. $11,392,500 for these bonds. On the
surface, therefore, the J.B. Hanauer
made $857,500, which is seven percent of
the bond issue or, as we call it, $70
per bond... These facts were given to
me by the SCI from its investigation.
Based on the few maturities that were
given to me and based on what the bond
sales at about the same time, I was able
to attempt to reconstruct at what the.
yields might have been, what the selling
price might have been in order to see
that this $70 per bond figure 1looks
reasonable, and I believe it is within
the realm of reason that that was earned
by Hanauer based on this reconstruction.

At the time of this bond sale what was
the normal percentage fee that was being
made by underwriters?
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The percentage fee, which is called the
spread, is the difference betwéen the
price thé underwriter pays the issuer
and the price he sells the bonds for to
the investor ranges; in my experience,
anywhere from about $10 per bond or one
percent, up to the highest one 1I've
déealt with, and it was a ‘terribly
difficult deal, was $34 bond at 3.4
percent. And, typically, the spread
will be in the area of 15 to $25 a bond,
which is one—-and-half  percent to
two—and-a-half percent. Sometimes three
percent is not unusual, When vyou get
above three percent it's unusual. And
I've never been associated with any sale
where the spread approached seveh
percent.

What fee would have been generated to
J.B. Hanauer & Co. had the fee been two
percent?

Two percent would have been $245,000.

From your reconstruction of the sale,
what do you estimate their actual fee

was?

I would say that the stated difference
is as good as any number to use and that
would be $857,500.

CHAIRMAN LANE: This is far in excess to
the usual gain on such a trahsaction?

THE WITNESS: Yes, it is.,

‘Mr. Goldman, in both of these bond

‘sales, the East Rutherford and Western
Monmouth Utilities Authorities received
their fees as a percentage of the bond

sale, Do you have any comment on that?

That ‘used to ‘be ‘a ‘fairly general

practice, 1 ‘would ‘say, maybe ‘ten, 15
years ‘age. In New Jersey there was some

controversy over ‘that ‘practice, There

‘Wwas 'some ‘articles written by the Senate
for the ‘announced :public issues, -one by

mY ‘partner Dav ld ‘Bovle ‘in the ‘early

'70's ‘and thereafter, at least -at the
‘state-level bond -counsels were never
‘hired 'on a per=bond -basis, but -were

hired on a per-hour basis.
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Q. What would vyou suggest as a fee
arrangement with the attorney for the
MUA?

A. Well, per-hour basis 1is the proper
basis. There is some liability involved
which, I suppose, grows with the size of
the bond issue, and there may be some
adjustment for that, but the idea of
paving per-bond is not the best
approach, as far as I'm concerned.

More Oversight‘Needed on Authority Bond Sales

Q. Do you know of any changes in the past
ten vyears affecting the method or
controls over bond sales of this nature?

A. There has been, in fact, a tremendous
change in the municipal bond market in
the last ten years occasioned by the
1975 turmoil over the Urban Development
Corporation in New York City, and some
of the other problems of cities and the
industry. And Congress and others have
been studying various ways of improving

" financial disclosure, which was. the main
subject of this overhaul. So issues
have been = subjected to greater
standards, not offlcially but through
the industry practice of dlsclosure and
accounting and so forth.

But, if you're speaking about
institution arrangements for the
specific oversight of bond sales, there
have been no important changes that I
know of. We suggested, in legislative
form several vyears ago, some changes
which have not yet been enacted.

Authority Bond Transactions

SCI Commissioner Francis prefaced public hearing testimony on
these transactions with the following comment: '

We will now proceed with testimony that
will illustrate the lack of
accountability of certain authorities in
handling the financing of their
facilities and the misbehavior such
non-accountability can generate.
Although these incidents, one involving
the Western Monmouth Utility Authority
and another the East Rutherford Sewerage
Authority, have: been subjects of
official investigation, this will be the
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first public disclosure by certain of
the participants of the details of the
misceonduct that occurred.

Once again, the  Commission must

emphasize that these examples .are not

intended to -reflect against the many

authorities throughout this state as

well as bond underwriters who serve them .
that are properly financing their

facilities., - These particular episodes

were selected to illustrate: the

potential for -abuses in authority bond

financing procedures which we hope can
- be prevented from recurring elsewhere by

the implementation of recommendations
this Commission will propose after the

public hearings conclude.

The Western Monmouth (WMUA) Transactxon

As this episode got underway, the Commission distributed a
fact sheet which provided the following chronological background:

April 27, 1972, WMUA Organizational meeting - election of
officers; .July 25, 1972, Louis J. Gartz appointed auditor;
September 12, 1973, J.B. Hanauer and Co. of East Orange designated
as investment banker £or WMUA; November 22, 1974, BRond sale in
principal amount of $12,250,000 sold to J.B. Hanauer; April, 1976,
New Jersey Magazine article: ™MA Gold Mine in the Sewers"; May 10,
1976, investigation requested by resolution o©of the Freehold
Township Committee into ‘the fees and commissions wpaid to WMUA
advisors at bond sale; May 11, 1976, Resolution by the WMUA calling
for investigation similar to Freehold Township's; May 25, 1976,
Letter from Monmouth Prosecutor ~Coleman to Criminal Justice
Director Stier +turning investigation over to Attorney General's
office; December 8, 1976, Deputy Attorney General Charles Sapienza
terminates Attorhey General investigation due to insufficient
evidence, and August 2, 1981, Marvin Schaefer, WMIA attornev dies.

WMUA Auditor's Testimony

Gartz, of Freehold, was the Authority's auditor in 1974 when
the Hanauer company was selected as bond underwriter. A CPA who
also is a registered municipal accountant. and a public school
accouritant, he ‘had been with the WMIA sinde its creation in 1972,
when Morton Salkind was authority chairman as well as mayor of
Marlboro Township. His ‘testimony concerned discussions with Elliot
Friedman, president :of Hanauer, qand Marvin ‘Schaefer, attorney for
WMUA, during which a $100,000 kickback :was mentioned. SCI counsel:
~James Hart, who guestioned Gartz, was reguired on several occaslions
to recall Gartz's executive session testimony in order to refresh
the witness” memory. The testimony began with questlons about the
early stages of the ‘WMUA bond ‘sale ‘negotiations:
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Did there come a time sometime after
1972 that the authority was considering
bonding as a means of obtaining funds?

Yes, shortly after the start of the
authority preliminary funds were
required for operation and studies.

Was one of the reasons for considering
bonding, sir, the fact that expenses had
been incurred by professiocnals hired by
the authority?

That's correct.

Can you tell me how many professionals
were hired by the authority?

There was an attorney, an engineer, and
myself as the auditor.

Who was the attorney in 19727
Marvin E. Schaefer.
And who was the engineer?

I believe, Howard Schoor, from Howard
Schoor Engineering.

Were you involved in any way in the
attempt or the process of obtaining
funds through bonding?

I was asked to look into ... and talk to
different investment banking firms for
the possibility of temporary financing
to the end result of permanent
financing.

By the way, can you tell me how many
bond sales there were that were
conducted by the authority between 1972
and 19777

Just one.

Can you explain for the Commission what
it is that you did at the interview that
you conducted pursuant to proceeding to
have a bond sale?

The gentlemen, the representatives of
the firms that I spoke to, I informed
them of the formation of the authority:;
what its intent was; what they were
proceeding to do; that they would be
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looking for permanent financing, and
that they right now were looking for
temporary financing until final arrange-
ments on acquisition of private sewer
companies was completed.

I take 1it, sir, that these firme that
you spoke to were underwriters who
handled this type of bond sale. Is that
correct?

That's correct.

Can you tell me, sir, what the amount of
the bond sale was?

$12,250,000 was the final bond sale in
1974.

Was Mr. Schaefer, whom you testified was
the attorney for the authority, was he
involved in any way in the selection
process of the underwriter?

I would think so.

Can you tell me how he was 1nvolved in
the selection process’

Following the firms that I spoke to and
the information that I derived from
speaking to these representatives of
these firms, I met with Mr. Schaefer and
gave him that information, and, to the
best of my knowledge, it was transferred
to the authority chairman.

How many of these underwriting firms did
you speak to, sir?

I would say, approximately four or six
firms,

Could you name them for me, please?

Bache; Merrill Lynch; Kidder, Peabody;
J.B. Hanauer. They're four that come to
my mind right now.

You mentioned J.B. Hanauer, sir. Can
you tell me how vou came in contact with
them?

At the time I was working for another
public accounting firm handliing their
governmental audits, and I was intro-
duced to a representative of J.B.
Hanauer from one or two of the partners
in that firm ac zhat time.
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Commissions or Referral Fees Mentioned:

Q.

A,

Q.

A.

Qo

During your interviews of any of these
underwriting companies, did any of them
mention to you, sir, the possibility of
them paying a commission or a finder's
or referral fee to you?

There were indications of that from --

Well, could you just answer that
guestion yes or no, sir, please?

‘Yes.

So at least some of these firms did
mention commissions to you; 1is that
correct?

Commission, referral fees.

Was one of the firms that mentioned this
commission or referral fee J.B. Hanauer?

They were.

Can you tell me what this fee was to be
in payment of?

Nobody ever specifically stated what it
was. I interpreted that it was if they
were named as the underwriter,. '

They were to pay the sum of money in
return for = getting the job as
underwriter. Do I understand vyou
correctly? . :

That's the way I interpret it.

Was it indicated or stated in ahy way
that this payment was to be made in
cash?

Not to my knowledge.

Do you recall testifying, sir, before an

executive session of this Commission on
July the 1st of 19827

. Yes, sir.

Do you recall being asked the guestion,
sir: "Question: And what was it to be,

.a cash payment?" Do you recall being

asked that question, sir?

I don't recall it now.
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Do you recall your answer, sir, as

- being: "That's what the indications

were"?

I don't specifically recall it if that's
what I said. '

If that was your answer to the
Commission on July the 1st, sir, would
that answer have been truthful?

Yes.

THE CHAIRMAN: Does it refresh your
recollection now a8 to what actually
took place?

THE WITNESS: 1 don't recall
specifically all the questions that were
asked me on July Ist,. If he's reading
from the document that says that's what
he asked me and that was my answer, then
I would say that's what I stated.

MR. HART

Cah you tell me, sir, who was to receive
this cash payment?

To my knowledge, there were no specific
mention of names.

pid you have an interpretation, sir, as
to who would share in the payment?

Following the discussion when it was
first. mentioned to me, angd I
subsequently discussed it with at least
one of the partners in the firm that T
work for and then with the attorney for
the authority, mny indications or
interpretations were that myself, the
attorney, possibly the commissioners.

This commission or referral fee that we
have been talking abeut, in effect, it's
a kickback, is it not, in return for
J.B. Hanauer getting the underwriting
job?

Today I would interpret it as that, yes.
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The $100,000 Kickback Discussions

Qo

Q.
A,
Qo

A.

Can vyou tell me the names of the .
individual, or individuals, with whom
you spoke at J.B. Hanauer?

The first gentleman that I ever met from
J.B. Hanauer was a -~ fellow's name was
Charlie. I don't recall his last name.

Was that Charles Schwartz? Does that —-
I believe so.
-~ refresh your recollection?

Yes. Then subsequent to that T, once
J.B. Hanauer was named as, I guess, the
investment banker, at least for the
temporary financing, my dealings were
with Elliot Friedman and Al Marcus.

And which of these individuals, sir, -
mentioned to you the possibility of
J.B. Hanauer paying a referral or
commission or a kickback?

I think the first indications, 1if I
recall correctly, came from Mr.
Schwartz,

Are you finished with your answer, sir?
Yes.

Were there any statements made to you by
either Mr. Marcus or Mr. Friedman that
would indicate to you that they were
willing to pay a kickback to you in
return for hiring them as the
underwriter? :

I don't recall right now spec1flcally
them mentioning.

Let me ask you this, sir: On how many
occasions did you meet with Mr. Marcus
and Mr. Priedman?

Numerous times during the period of the
temporary financing up to the final
permanent closing. ' '
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And what were theilr positions with J.B.
Hanauer?

I believe Mr. Friedman was the president
of J.B. Hanauer and Mr. Marcus was the
treasurer.

Did Mr. Marcus or Mr. Friedman ever
state to you that you would receive
$100,000 in commission or finder's fee
if J.B, Hanauer was selected as
underwriters for the authority's bond
sale?

I don't recall them mentioning that.

I already asked vyou, sir, and you
indicated that you recall testifying in
executive session on July 1ist. Is that
correct?

That's correct.

Do you recall being asked the question
at that time: "When you discussed --
you stated that you discussed the matter
once with Mr., Schwartz and on other
occasions with Mr, Friedman and Mr.
Marcus. On those times you discussed it

‘with Mr. Friedman and Mr. Marcus, did

they discuss the fact that you would be
receiving any kind of finder's fee or
referral fee?" Do you recall being
asked that qguestion in executive
session? :

Not specifically.

Would this answer refresh your
recollection, sir: "Answer: I think
there were indications of it at those
meetings"? -

Again, I would -- I have to answer the
same way; I don't specifically recall

that guestion. and if that's what my-.

answer was, you're asking me to -- I
don't, I don't want to answer wrong. I
don't specifically recall somebody
saying that to me back in 1972 and 1973
at this time.
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During any of vyour meetings with Mr.
Marcus or Mr. Friedman did they indicate
to you that they were aware of the
hundred-thousand-dollar offer that Mr.
Schwartz had made to you?

I don't honestly recall.

You indicated, sir, that vou discussed
this hundred-thousand-dollar offer with
Mr. Schaefer. 1Is that correct?

I discussed with Mr. Schaefer the
indications o©of a referral fee, or
whatever.

When did you have discussions with Mr.
Schaefer in that regard?

I guess, shortly after it was indicated
to me from Mr. Schwartz.

And what was Mr. Schaefer's reSponse
when you advised him that you had been
made this offer?

I don't know. I think we just discussed
it. I asked him what it meant, how it
would work, things like that. '

THE CHAIRMAN: Was the division of that
money discussed?

THE WITNESS: No,. sir.

Reactions to the Kickback Uffer

0.

You stated you asked Mr. Schaefer what
this offer meant. What was his response
to that? What did he tell you this
offer was?

I don't specifically recall. I would --
I take it he indicated that it was a
referral fee.

You knew, did you not, that acceptance
of such an offer would be illegal,
didn't you?

I did at a subsequent date, yes, when I
finally analyzed it myself.

Did Mr., Schaefer advise you that the
acceptance of that money would be
illegal?

I don't recall him specifically telling
me that. ‘
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A.
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What was your response to the J.B.
Hanauer representatives when . they
initially made this offer to you?

I 7just basically 1listened to what they
sald. I didn't respond at all.

Can you tell me where you were when this
offer occurred?

I believe I was out to lunch with the
gentlemen. '

Do you know where that was, sir?

I don't recall specifically.

Can you tell me the year?

I would have to presume now it was 1972,
bo you know when --

Or -~

-- the closing was on the bond sale?

It was in December of '74.

Were you informed by anyone from J.B,
Hanauer as to when you could expect to
receive this money?

No.

bid you ever receive any of the money or

a portion of the money?

No, sir.

bPid Mr. Schaefer receive the money or
any portion of it, to your knowledge?

Not to my knowledge.

Did anyone receive the money or  any
portion of 'it, to vour knowledge?

Not to my knowledge.

Who  was eventuaily appointed: as .
underwriter for the bond sale?

J.B. Hanauer handled the temporary
financing; and they continued on into

the. permanent financing.
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Did YOu recommend J.B. Hanauer to the
authority?

It never came down to a formal
recommendation from me.

I take it --

THE CHAIRMAN: How about informal;
informally did you recommend them?

THE WITNESS: I had indicated what my
discussions were with the firms to Mr.
Schaefer, the attorney. Subseguent to
that, at a meeting one night J.B.

-Hanauer was appointed,

THE CHAIRMAN: You didn't oppose their
appointment, I take it?

THE WITNESS: No.

Gartz Was Also the Authority's Financial Advisor

Q.

A.

Q.

Al

Q.

Were you also acting as the financial
consultant to the authority, sir, in
addition to being the auditor?

Yes, in the beginning years, you know,
they were just starting.

Did you find it unusual that; as the
auditor and financial consultant for the
authority, you were not asked for a
specific recommendation as far as

underwriters were concerned?

Nof in this particular case.
You didn't find it unusual, sir?
Not in that barticular case.

Do you recall being asked a guestion in
executive session, sir: "Did you find
it unusual, the fact that you were the
financial consultant for the authority
and the authority made their selection
without consulting you?" Do you recall
being asked that guestion?

Yes.
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D6 you recall giving the following
answer: "Yeah, to a point; I think.
You know, I wasn't aware that it was
coming on the night of the meeting, if I
recall. You know, it c¢ame up at the
night of that meéting was when I first
was aware that  the resolution was on."
Is that your answer, sir? '

That's what I answéred to then, yes.

was that a truthful answer?

Yes.

So you do find it unusual that you were
not consulted for a recommendation as to
hiring J.B. Hanauer as the underwriter?
In general, yes, 1 do.

Wwhy did you find it unusuwal?

Bécause I just felt if I was asked to
interview these firms and, you Know,
then they should have asked me for a

report and what my redommendations were.

And you wetre never asked for a repott,
sir?

Not from thé commissionérs; ho.

Chose Hanauer as Underwriter

Qs

Can you tell me why J.B. Hanauer was
selected as the  underwriter for that
bond issue? . '

My only interpretation and understanding
is that they weré probably ohe, or the
only one, that was willing to finance
the temporary funds.,

Do you think, sir, that their selection
had anything to do with the fact that
the Hanauer company was willing to pay
this hundred-thousand=dollar kKickback?

I would think now that would havé had a

bearing in it, possibly.

Did you tell anyone oOther than Mr.
Schaefer about this hundred-thousand-
dollar kickback offer?

No, sir.
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Did vyou tell any members of the
authority, any of the commissioners?

No, sir.

Would vyou tell me why you didn't tell
any members of the authority?

I felt in my relating the information
and the facts to Mr. S8chaefer, the
attorney, who had asked for it, that he
was, in turn, going to vrelay the
information to the chairman.

Hanauer's 7 1/2 Per Cent Fee

Q.

A.
Q.
A'

Q.

A,
Q.
A.

Qo

The c¢losing £for this bond sale, sir,
occurred in November of 1974; is that
correct?

I believe so.

Were you present at the closing?

Yes, sir.

Can you tell me what the fee was that

was earned by J.B. Hanauer £for their
underwriting activities?

T believe it was seven and a half

percent.

Seven and a half percent of the total
bond issue?

The total 12,250,000.

If my math is correct, sir --

It was 800-some thousand.

$850,000, approximately?

Yes. |

Were you surprised by that fee, sir?
I was that day, yes.

Why were you surprised by the amount of
that fee?

I just felt that it was higher than what
my opinion was that the market carried
for that day.

THE CHAIRMAN: What would have been a
normal fee in that case?
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THE WITNESS: I would have felt that not
exceeding four percent.

THE CHAIRMAN: Four percent. We had

some testimony today it would go around
two percent. Four percent would be the
highest? :

THE WITNESS: I would think that would

‘have been the highest.

‘PHE -CHAIRMAN: And seven is little bit

high, quite a bit high.

MR. HART:
When did you first learn that Hanauer's
fee was to be seven percent of the
issue?
The morning of the closing.
Did you express your concern tO anyone
that the fee was exorbitant or that you
thought the fee was exorbitant?
I discussed it shortly after hearing
what the fee was, which was towards the
end of the c¢losing, with the bond
counsel for the authority.
Who was the bond <counsel for the
authority? ‘
The firm is Mudge, Rose, Guthrie &
Alexander and the représentative was
Walter Breen.
What was Mr. Breen s resp0nse to your
statement that . '~felt the fee was
excessive? e _
I think he in&igatéd, if I recall
correctly, that ~he felt that it was
high, also. B
Did you at any time ptier to the bond

closing indicate to6 the authority or
any of the commissioners what you felt
would be a reasonable fee for J.B.
Hanauer's Services? :
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I bhelieve that there were discussions
from time to time with the attorney, and
I recall correctly, I was -- would ask
from time to time as has the final fee
been determined and arrived at with
J.B. Hanauer, and the answers were, nho,
and I would =~ I ©believe that I
indicated what my feelings were that the
market was carrying at that time as a
fee.

And what was the figure that you felt?
Four percent?

I +think I gave them a range of
somewheres  between two and a half to
four percent.

Could you tell me how many times you

asked -- you referred to the attorney.
I assume you mean Mr. Schaefer?

Yes,

Could you tell me how many times you
asked him what HBanauer's fee was going
to be?

Probably somewheres between two and four
times, '

would the last time have been just prior

. to the closing by a day or two, sir?

Possibly.

Subsequent to the closing, did you have
any discussion with any of the authority
members, the commissiconers, or the
chairman concerning J.B. Hanauer's fee?

Well, I think I had discussions with the
chairman.

That would be Morton Salkind?

Yes.

-What were your discussions with him?

I think there was, when the news of the
discount fee had hit into the
newspapers, his -- there were certain
controversial articles against it. He
and I had a discussion on it. He had
requested that could I put a letter
together explaining in my opinion why it
was seven and a half percent.
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He was asking you, in effect, to send a
letter to the authority. - Is that
correct? : )

Yes, to give him a letter.

Justifying the amount of J.B. Hanauer's
fee? '

Well, I guesSs you can interpret it as
justification. He asked me to explain
how I felt they arrived at seven and a
half percent; and in our conversations I
had indicated to him that I felt that it
was high, but I would put down what I
felt how they possibly arrived at it.

Did you eventually send such a letter to
Mr. Salkind or members of the authority?

I gave the letter to Mr. Salkind. It
was addressed to the authority.

And did that letter justify the seven
percent or seven and a half percent fee
of J.B. Hanauer?

In whose opinion? | I don't know what you
mean by that. I gave him in a letter my
explanation of how they possibly arrived
at seven and a half percent. Whether
that's accurate or not, I can't tell
YOU .

THE CHAIRMAN: Does that letter indicate
your approval of that percentage?

THE WITNESS: No, sir.

THE CHAIRMAN: pid it indicate your
digsapproval of that percentage?

THE WITNESS: I don't believe, not in
those terms. :

THE CHAIRMAN: Just what was the nature
of that letter? o

THE WITNESS: It set forth facts as to
what I felt their . fee was for the
12,000,000 bond issue, and what possibly
their fee was for the temporary
financing 1i1nasmuch as they did not
charge ‘the authority for any of the
temporary financing that took place over
a two—year period.
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THE CHAIRMAN: Doesn't that indicate
your approval after the fact of that
fee?

THE WITNESS: I don't interpret it as
that.

MR. HART:

Let me show vyou, sir, what has been
marked as Commission Exhibit No. C-65.
Would you look at that, please? Do you
recognize that document, sir?

Yes,
What is that document?

That is a copy ©of a letter that I had
sent to the chairman and the members of
the authority,.

Now, this is somewhat of a lengthy
letter, sir. I am not going to read it
all, but I would like to read for you
the second sentence of the first
paragraph., . "I feel, as a result of
these articles and statements, it 1is
incumbent upon me as your auditor to set
forth to you my explanation of the
discount fee and the facts relating
thereto." " . Now, is that sentence
contained in the letter you sent to Mr.
Salkind? : '

I would believe so, yes.

And did you go on thereafter in the
letter to set forth the type of work and
the amount of work that J.B. Hanauer had
done for the authority?

I believe that's what the contents are.

And did you indicate other information
concerning bond sales that you felt may
be comparable to the one that was
involved in with Western Monmouth?

I believe I did.

And did you indicate the rating of the
Western Monmouth bonds and why that
particular rating may have influenced or
caused part of the excessive or the high

seven percent, seven and a half percent
fee earned by Hanauer?

I think that was in there, yes.
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Do 1 understand correctly, then, sir,
that your letter that you sent to the
commissoners  of the authority, in
effect, justified, or set forth reasons,
if you don't 1like the word "justified,"
set forth reasons that would support the
seven and a half percent fee going to
J.B. Hanauer? '

Yes.

THE CHAIRMAN: If the witness wants any
part of that 1letter that hasn't been-
read or wants to read the whole letter,
you may do so, or have any part of it
read.

MR. HART:

Would you like to do that, sir?

Not unless you're going to proceed with
questions. I haven't read it since I
submitted it. '

THE CHAIRMAN: You may read it now if
you care to.

Would vyou like to read it, sir?
{Handing to the witness.)

THE CHAIRMAN: Nothing that you want
added? '

THE WITNESS: No, sir.

THE CHAIRMAN: All right. Go ahead.

MR. HART:

So, on the one hand, sir, you say that
you felt the fee, the seven and a half
percent . fee earned by Hanauer, was
excessive., Is that correct? '

As a basic discount fee, ves.

On the other hand, you sent this letter
to the authority at the request of Mr.
Salkind, and that letter sets forth.
reasons, does it not, supporting the
seven and a half percent fee earned by
Hanauer? :

That letter =-

Is that correct?
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—— sets forth facts, information
regarding other sales, ratings, their
interest rates, and the services that
were performed by J.B. Hanauer, and I
egquated to those services and other
criteria possible percentages that
related to the seven and a half percent.

COMMISSIONER DEL TUFO: Mr. Gartz, you
thought that fee was excessive, did you
not?

THE WITNESS: As a basis.

COMMISSIONER DEL TUFO: And you
commented on that to counsel and to
other people after the closing? Didn't
you testify that way?

THE WITNESS: At the day of the closing
when I first found out.

COMMISSIONER DEL TUFO: You testified
here today vyou thought the fee was
excessgive?

THE WITNESS: Yes, sir, as a basic
discount fee.

COMMISSIONER DEL TUFO: That letter
being sent because of articles in the
newspaper, that letter was sent at the
request of Mr. Salkind. Is that
correct?

THE WITNESS: That's correct.

Another Version of $100,000 "Commission”

The next witnesg, Attorney James E. Demetrakis of Fort Lee,
recalled that he was representing a developer in the Monmouth
County community of Manalapan in 1973 when he first met Manalapan
He testified that he met with Schaefer,
now deceased, for business or professional reasons on a number of
He recalled one meeting at which
Counsel Hart

lawyer Marvin Schaefer.

occasions between 1973 and 1975,

Schaefer mentioned receiving a $100,000 "commission,"
gquestioned Demetrakis about Schaefer's disclosure:

Q.

All right. During the time period that
you had this business relaticnship with
Mr. Schaefer, were you aware, sir, that
he was the attorney for the Western
Monmouth Utilities Authority?

Yes, I -— he indicated that toc me on one
of the meetings that parenthetically he
was also the attorney to the sewerage
authority there that was then in the
process of being formed.
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Your business with Mr. Schaefer had
nothing to do with the authority, I
understand? '

Absoclutely nothing.

Did there come a time when Mr. Schaefer
made a statement to you concerning his
receipt of a large sum of cash?

Yes, sir.

Can you tell me where you were when he
made such a statement to you, sir?

Mr. Schaefer was entertaining some
guests at the St, Mortiz bar and
suggested that, if I wanted some
additional information on the status of
some matters in the community, to stop
in there and see him late in the
afternoon, it being shorter to go to New
York than travel down to Monmouth. I
stopped in, he was entertaining some
guests, and I believe it was sitting
around a table, and he mentioned to me
that he had received a substantial
commission, or was -- had received a
substantial commission from a company, a
bonding company, a New Jersey bonding
company.

Did he tell you that the substantial

~amount that he had received was

$100,0007
Yes, he did, sir.

Did he tell you that he had received
that in cash?

Yes, he did.

What was the name of the bonding company
that he received this from?

I don't recall, sir. I don't believe
that he ever told me the name.

Did he tell vyou that he had received
this hundred thousand dollars in cash in
a little black bag?

I don't recall that, sir.

Do you recall, sir, talking to Charles
Sapienza and other representatives of
the office of the Attorney General in
197772
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A. Yes, sir, I do.

¢. Do you recall Mr. Sapienza? You know
him, sir?

A. I don't remember what he looks like. I
know the name,

Q. You spoke to him, I take it?
A. Yes, sir.

Q. Approximately how many times d4did you
speak with him?

A. I don't recall. I believe it was more
than once.

Q. Do you recall telling Mr. Sapienza and
other members of the Attorney General's
office that Mr. Schaefer's statement to
you was as follows: "You represent
sewer authorities, If you do any
bonding, you should contact J.B. Hanauer
because they kick back a commission. I
got $100,000 delivered in a little black
bag.™

A. I do not recall making that statement,
sir, but I do recall, as I indicated
previously, that Mr. Schaefer indicated
that he had received a commission of, in
cash, tor approximately a hundred
thousand dollars. I do not remember the
name of Hanauer company or the 1little
‘black bag.

Q. If, in fact, sir, vyou had made that
sStatement to Mr. Sapienza, it would have
been true, would it not?

A. Yes, sir.

East Rutherford Sewerage Authority’s Bond Issues
)

This authority was created by the Borough of East Rutherford
in June 3; 1968. It hired Alfred A. Porro Jr. of Rutherford as
counsel in July, 1968. 1In PFebruary, 1969, the authority appointed
Frederick M. Rosenberg as its clerk and employed as its financial
adviser on bond sales a company called Municiplex, Inc, Porro and
Rosenberg had created this company with offices in Lyndhurst, where
Porre had his law office. On October 30, 1975, a Bergen County
Grand Jury returned an indictment listing Porro and Thomas Jones,
who had been East Rutherford's mayor from 1965-1969, as defendants
and naming Rosenberg, Timothy Sullivan, Walter Schultz and Richard
Tecott as co-conspirators but not as defendants. The indictment
charged conspiracy to conduct a fraudulent bond underwriting,
bribery and misconduct in office. However, after prolonged litiga-
tion, the indictment was dismissed in 1981 on grounds that
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Porro's constitutional rights under the Sixth Amendment were
violated. The Bergen Prosecutor's Office criticized the court's
decision but nonetheless decided against continued prosecution of
the case. The Commission included the East Rutherford episode in
its public hearing schedule to further illustrate the corruptive
influence of absoclute autonomy on authority bond financing.

Witness Makes Public Apology

Rosenberg, who had originally been slated to testify for the
prosecution if the Bergen Grand Jury indictment had been tried, was
the first witness at the public hearing review of the case. During
the course of his testimony, Rosenberg put the following personal
statement into the hearing record:

This was a situation that happened

thirteen years ago. I was involved in an
impropriety. I told the truth about it and
I was never charged for it. Howeveér, I

don't diminish the fact that what I did was
the wrong thing te do and I've lived with it
for thirteen years. I have great sorrow
about it, and as far as the people of the
state of New Jersey goes, I just would like
to express my own personal apolegy, and
there's nothing more.

Under gquestioning by SCI Counsel Gerard P. Lynch, Rosenberg
recalled first meeting Porro in 1965. He came to know Tecott,; he
recalled, as a neighbor who was interested in municipal and
sewerage authority finances. When Porro mentioned that Carlstadt
was looking for an underwriter for a sewerage bond issue, Rosenberg
said "I brought him together with Mr. Tecott." Bs a resgult;
Rosenberg testified, he and Porro split a finder's fee:

A Q. And was Mr. Porro still the attorney
for Carlstadt at this time?

A. Yes.

Q. Did you fourself have anything to do
with the Carlstadt bond issue?

A. No.

0. Your sole function with that bond issue
was just bringing Mr. Porro and Mr.
Tecott together?

K. Yes.
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Q. Was a finder's fee paid in this case?
A. Yes.

Q. Did Mr. Porro obtain any part of this
finder's fee?

A. Yes.
Q. What percentage was Mr. Porro's share?
A, We shared 50/590.

Q. How much was the finder's fee for? Do

you recall? .

A, I don't recall the exact amount. it
was in the five-thousand-deollar range.

As a regult of the Carlstadt transaction, a business
relationship developed among Porro, Rosenberg and Tecott. This
relationship resulted in Porro and Rosenberg forming Municiplex and
Tecott leaving the firm of J.B. Hanauer Co. to form his own
underwriting company. . As Rosenberg explained in his testimony,
Tecott could not serve with a financial advisory firm such as
Municiplex and also do bond underwriting, "so the two firms had to
split.” Rosenberg also testified about the reason why Municiplex
was created:

Q. Was it - absolutely necéssary that the
Township of East Rutherford have a
financial adviser ~-

A. NO‘
Q. -=- for the sewerage authority?
A. NO.

Q. Could they have hired an underwriter
instead of a financial adviser?

A, Yes.

Q. Had they done that, would yourself and
Mr. Porro have received any profits
thereby?

A. NOI

Q. Therefore, the formation of Municiplex
was merely a self-serving entity; 1is
that correct?

A. Yes.
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Q. I show vou...a letter which was sent by
Municiplex, vour name appeating as
president, Mr. Rosenberg, at the end,
and ask vyou what the purpose of this
letter was.

A, It cites the need for a financial
adviser firm such as Municiplex.

0. Does it also recommend that the
Township of East Rutherford form a
sewerage authority? :

A, And to form a sewerage authority.
Q. Who is the author of that letter?

A. My name appears on it, but the letter
was written by Mr. Porro and myself,

Q. Now, this letter was sent prior to the
formation of that sewerage authority.
Is that correct?

A. Yes, sir.

Q. Did the sewerage authority eventually
become in reality an entity?

A, Yes, 1t did.

However, certain "arrangements" had to be made to pave the way
for creation of an authority by the borough, Rosenberg testified
about c¢onversations he had with East Rutherford's Mayor Thomas
Jones and Porro:

Q. Now, pricr to the formation of this
sewerage authority, did wvou have any
conversations with Mayor Jones, Mr.
Porro and yourself =--

A. Yes, I did.

Q. -- regarding what would be necessary in
order to have this sewerage authority
formed? .

A Yes.
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Would you tell us what discussions were
held with Mayor Jones and Mr, Porro in
that realm?

Well, we discussed the need for paying
monies to the mayor in order to make
sure that the authority would go
through without any hinderance.

Okay. Was there any fixed
determination as to how much monies
would be needed in order to get this
authority approved by the city council?

There was no fixed sum at the time. I
think it was dependent upon the, excuse
me, upon the outcome of the bond
underwriting,

before the East Rutherford Sewerage Authority was
it was agreed that Tecott's underwriting company would
handle the

Q.

authority's bond issues. Rosenberg's

Were they any discussions held between
Municiplex and the firm of
Tecott-Jackson regarding this bond for
the authority prior to the actual
formation of the authority?

Yes.

Was there any agreement entered into
between Municiplex and Tecott-Jackson
with reference to this f£irst bond issue
in East Rutherford?

Yes.,

And did that agreement guarantee that
Tecott-Jackson would be the underwriter
for this first bond issue?

Yes.

And this is prior to its formation. 1Is
that correct?

Yes. I don't know that that agreement
was in writing. I don't recall that.
But there was an agreement.

Now, when the township did form the

sewerage authority, was Mr. Porro still.

the township attorney?

Yes,

testimony
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Q. Do you krniow who became the attorney for
the East Rutherford Sewerage Authority?

A, Mr. Porro.
Q. Do you know how that came about?
A. No, I don't.

Rogenberg Becomes Authority Clerk

Rosenbérg testified that Porro resigned on July 18, 1968, as
the registered agent for Municiplex. His resignation from the firm
cane exactly one week after the East Rutherford sewerage authority
was created. But Porro's dealings with and through Municiplex
continued; and Rosenberg himself subsequently became the auth-
ority's clerk. His testimony:

Q. Did Mr. Porro cease all operations with
Municiplex?

A. Ostensibly.

(28 pia Municiplex engage in bonding
c¢ontracts with any other municipali-
ties?

A . Yes.

Q. What were they?

A Raritan Township and Pemberton Town-
ship.

Q. pid Mr. Porro take part in any negotia-
tions on behalf of Municiplex with
these two townships?

A. Yes, he did.

Q. Was this after he resigned as regis-
tered agent for Municiplex?

A. YeS.

Q. pid Mr. Porro take an active role in
any further negotiations with - East
Rutherford? ' '

A, Yes.

0. Was there any major decision affebting
Municiplex where Mr. Porro did not take
a part in it after he resigned?

A, No.
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Was Mr. Porro instrumental in
presenting Municiplex to the authority?

Yes.

Did you obtain a position in that
authority yourself?

Yes, I did.

What was that position?

I was named a clerk to the authority.
How much were you paid as clerk?
About 6, I think it was $6700 a year.,

What was the purpose of your being
hired as clerk for the authority?

Well, on the one hand, it was for the
purpose of working for the authority at
a minimal salary because they couldn't
afford to pay, you know, any more. On
the other hand, it gave us the
opportunity of being conversant and on
top of the authority actions on a
consistent basis. '

Pid you, in fact, attend all of the
meetings where bonding was discussed?

Yes.

Did Municiplex hire itself out to the
Township of East Rutherford as a
financial adviser?

Basically, ves.

What were to be the functions of a
financial adviser?

To obtain a, basically, to obtain an
underwriting at the lowest possible
interest rate and to effectuate, you
know, the completion of the bond issue
for the project.

When Municiplex was hired, did it
request a twenty-one-thousand-dollar-a-
year salary which was rejected by the
authority?

That's correct, yes.
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If this salary was rejected, how was
Municiplex to be paid?

It was actually from the proceeds of
the bond issue,

Who was actually going to pay it?
Tecott~Jackson would have paid that.

That was the bond underwriting company
on the first bond issue?

Yes.

Did the commissioners of the authority
know that Alfred Porro had an interest
in Municiplex and shared 50/50 in all
of the profits?

I really -— I don't know that to be a
fact. I would assume so.

Did any of the commissioners of the
authority know that there was a
contract in existence between
Tecott~Jackson and Municiplex whereind
Tecott~Jackson was guaranteed this
first bond issue? o

Once again, I would presume so, but I
don't know that, you know, for a fact
or who would know it.

But Mr. Porro, as the attorney for the
authorlty, knew?

Yes.

Who proposed Tecott-Jackson to the
authority? :

wWe did.

When you say "We," who is "We"?
Municiplex.

Did’ you attempt to find any other
underwriter who might have been more
beneficial for the authority?

NO.
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Q. Was there another underwriter consid-
ered?
A. No.
Q. Why not?
A. Because the sole purpose of Maniciplex,
as I indicated, was to be actually

self-serving, and we didn't.

Q. Did East Rutherford Sewerage Authority
eventually obtain a first bond issue?

A. Yes.
Q. How much was this bond issue for?
A. I think it was $5.6 million,

Q. Did Tecott—-Jackson underwrite this bond
issue?:

A. Yes.

Q. Did Municiplex receive monies as a
result of this bond issue?

A, Yes.

Fees Charted*

Counsel Lynch utilized a chart compiled by SCI accountants to
trace some of the fees received by Municiplex, Porro and Rosenberg
from East Rutherford Sewerage Authority bond issue proceeds.
Rosenberg's testimony continued:

Q. I would like you to look at the top
figure. It is a figure of $117,121., I
ask you if this was Municiplex's 50/50
share of the profit that Tecott-Jackson
received from the underwriting of the
first bond issue. :

A. It is.

Q. I show you line number 2 in this chart
and I ask you if this figure of
$40,000, 1is this the figure of the
finder's fee that vyou testified to
earlier?

*See Chart, next page.
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EAST RUTHERFORD SEWERAGE AUTHORITY

JANUARY 1969 - FIRST BOND ISSUE

MAY 1971

MUNICIPLEX INC. - FEES
{ PORRO-ROSENBERG CORPORATION)

- FRED ‘ROSENBERG

(FINDER'S FEE)

ALFRED A. PORRO, JR.
(E.R.S.A. PAID LEGAL SERVICES)

TOTAL

~ SECOND BOND ISSUE

MUNICIPLEX INC. - FEES
' (PORRO~ROSENBERG CORPORATION)

‘PRED ROSENBERG

(PINDER'S FEE)

{E.R.5.A, PAID LEGAL SERVICES)

TOTAL

$117,121
$ 40,000

$ 55,000
$212,121

$§3J000

$20,000

$49,500

$117,500

$5,500,000

$2,600,000
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Yes,.

I show you line number 3 and I ask you,
did Mr., Porro tell you that he received
the sum of §55,000 from the sewerage
authority itself for his work performed
on the bond preparation of this first
bond issue? '

I know he received a legal fee and I
don't know the amount.

He never mentioned that he received
55,0007

I don't recall that he did.

All right. With regard to the $117,000
figure, did Mr. Porro receive any of
these monies?

We shared everything 50/50.

He received one-half of the §117,0007?

Yes.

Was Mr. Porro still the attorney for
the authority --

Yes.

-- when he received this money £from
Municiplex?

Yes, he was.

Did Mr. Porro receive any of the
finder's fee that was listed here,
$40,0007

I don't believe so,.

All right. Could you tell us what
happened to that forty-thousand-dollar
finder's fee?

$20,000 was put aside to pay the mayor
and $20,000 was used to pay the income
tax on the amount,.

All right. How did the $40,000 get to
Mayor Jones?

It was, it was given to a --
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I stand corrected., It's 520,000.

It was given to an envelope -- it was.
given in an envelope to a secretary in
Mr. Porro's office. '

pid you personally deliver this
envelope on the first bond issue?

I believe so.

THE CHAIRMAN: Cash money in the
envelope?

THE WITNESS: Yes, sir.

After you personally delivered this
money to Mr. Porro's office, did vyou
have any further discussions with Mayor
Jones regarding monies due him?

Yes, on occasion he expected more
monies.

Could you tell us on what occasions you
are referring to? '

I don't know any specific occasions.

What d4did Mayor Jones say to you, if
anything, regarding monies due him?

That he feit there were more monies due
him.

So. that would indicate he had received
the initial $20,0007

Do you discuss with anybody else as to
whether or not Mayor Jones actually
received the envelope that you dropped
off at Mr. Porro's office? '

No, I don't reecall.

Mr. Porro ever indicate to. you during
the discussions. in reference to these
payments that this was the way things:
were done in East Rutherford? .

He. didn't say: specifically  East
Rutherford, but, you know, he did
mention on. ogeasion that this is the
way things were done. He. didn't
mention East Rutherford.,
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The Second Bond Issue Deal

By the time, the East Rutherford Sewerage Authority decided to
sponsor another bond issue, the Tecott company was replaced by
another underwriting firm. However, as with the first bond issue,
the selection of the new underwriter was a foregone conclusion. As
with the previous bond issue, also, a series o0f payoffs were
arranged. Rosenberg's testimony continued:

0. Did a second East Rutherford bond issue
ever become necessary?

A. - Yes,

Q. Was Mr. Porro still the East Rutherford
Sewerage attorney at that time?

A, Yes, he was.

Q. Did he promote or take any active part
in this second bond issue?

A, Well, as he did -- as we did in the
first, yes.

Q. Was Municiplex still the financial
adviser for the authority at this
point? '

A, Yes.

Q. Was Tecott-~Jackson the underwriter of
this second bond issue?

A, No, they weren't.

Q. Why not?

A, Well, we had a personality conflict and
we went to another bonding firm as a
result.

Q. What other bonding firm did you go to?

A, Gibraltar Securities, Newark.

Q. Was there an agreement between
Municiplex and Gibraltar Securities
Prior to the second bond issue?

A, Yes,

Q. Was Gibraltar Securities guaranteed the
gecond bond issue when it came to

fruition?

A, Yes, they were.
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Were - any other underwriters ever

presented to the authority?

Not to my knowledge.
Why not?

For the reason that I stated before. .

- That being?

That being that Municiplex was
obviously profit motivated and
self-serving.

Did you already have a contract with
Gibraltar where they were guaranteed
it, also? ' -
Yes.

Isn't it a fact that in both issues, in
both bond issues in East Rutherford,

‘the selection of the underwriter was a

foregone conclusion prior to the bond
issues even coming to fruition?

Yes,

Was the second bond issue fof $2.6
million? -

Yes,

pid@ you and Mr. Porro discuss what
might be necessary in order to get this
second bond issue approved?

Yeﬁ;lwe dia.

Could you tell us the substance of
these discussions; where they took

place, and who the participants were?

There was one basic meeting and it took
place at a diner on Route 46 in Totowa..

What *s the name of that diner?

Golden Star, I think. I'm not sure
exactly. o '

Who: participated?
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A, Mr. Porro; Mr. Cheval, who was the
chairman of the authority; Mr.
Pandullo, the engineer; and myself:; a
member of the authority, Mr. Felice.

Q. What was the purpose of this meeting at
the Golden Star Diner between these
individuals?

A, It was indicated by Mr. Cheval he
wanted everything done through him and
nobody else.

0. What do you mean ‘“"everything done
through him"?

A, Any financial remuneration coming from
us would go through him and nobody
else.

Q. And what would he do with this
financial remuneration?

A, I assume that he would Jjust pay
everybody he had to pay.

0. And were there any amount discussed as
to how much was to be paid?

A. Yes. It was the twenty-thousand-dollar
figure which is shown there.

Q. Did this second bond issue ever come to
fruition?r

A, Yes, it did.

Q. Again I refer you to Exhibit No. 4 and
I ask you to lock at the bottom half of
the chart and where it indicates the
May, 1971 2.6 million-dollar bond
issue.* I would like you to look at
the first figure on that chart and ask
you 1if the $48,000 was the profit
Municiplex received as its 50/50 share
with Gibraltar Securities.

A. Yes, it was.

Q. Did Mr. Porro receive one-half of that
figure? :

A, Yes.

" *Zee Chart, P. g4,
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Was Mr. Porro still the East Rutherford

Sewerage Authority attorney at  that
time? .

Yes.

I show you the second figure on this
bond issue and ask you what that
reflegts. '

This was the amount of money that I
indicated had to be paid.

The finder‘s fee?
Yes.

I show you a third figure on that
chart, a fiqure of $49,500, and I ask
you if that's the figure that Mr. Porro
received from the Bast Rutherford
Sewerage Authority for the bond work he
performed on the second bond issue.

Well, as I indicated before, I know he
received a legal fee. I don't know
that that is the amount.

With regard to the $20,000 finder's
fee, where did that money go?

Well, I was out of the country when the
bond issue closed,

Where were you?
I was in Sweden.

Could yvou tell us what part you took in
this twenty-thousand-dollar --

Well, I spoke to somebody in my office.
Who .

Walter Schulz, who worked for wus, and
instructed him to put the money in an
envelope and to leave it with Mr.
Porro's secretary at that time.

Were you aware whether or not this
520,000 actually got to Mr. Chewval or

I assume that it did because I didn't
hear anything else.
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Q. Was the full $20,000 delivered?

A. No, it was $18,000.

Q. What happened to the additional $20007

A. 2000 went into my own account.

Q. With regard to the stock that Mr. Porro
gave up, did he eventually get that
stock back?

A. Yes.

0. Had there been any agreement that he
was to get this stock back in writing?

A, No, not in writing.
Q. Was it a verbal agreement?
A. Yes, it was.

Q. In reality, did Mr. Porro ever give up
any of his interest in Municiplex?

A. No.
- Testimony Corroborated

Counsel Lynch called former Essex County Assistant Prosecutor
James Mayer to testify about a sworn statement he took in July,
1975, from Walter Schulz. As previously noted, Rosenberg testified
that he was vacationing in Sweden when the second bond issue was
closed and that he telephoned instructions to Schulz on what to do
with the 520,000 he was to pick up from Gibralter, the underwriting
firm. Schulz's sworn statement, as put into the public hearing
record, corroborated Rosenberg's testimony about the payoffs from
the bond issue deals. As read by Mayer, the statement by Schulz
concluded as follows:

"Question: So did you go to Gibralter
the same day you got the phone call
from Rosenberg?

"Answer: Yes,

"Question: And the same day you also
made the deposit?

"Answer: That's correct.

"Question: And the same day you made
the deposit you went back to Porro's
office? '

"Answer: That's correct.
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PQuestion: Now, was there any
conversation when you dropped the
envelope with the balance of the money
to whomever it was at Porro's office?

"answer: No conversation, not that I
can remember. I might have said this
is very important or this is the
envelope Al is expecting, or something
to that effect or get this to AL
immediately. I might have said
something like that. There was no
conversation as to what was in it orx
anything like that... no.

"Ouestion: Did “you have any
conversgation with Pred Rosenberg after
that money was dropped off at Porro's
office?

"Answer: Well, when Fred came
back..uh.. yes, that everything went
smoothly. Thanks a 1lot. I was a

little upset getting involved in this
thing and Fred said everything is O.K.
I appreciate you bailed me out. You
know, that type of conversation. .
That's all.

"Question: Do you know what happened
to that money after you dropped it off
at Porro's office?

"Answer: No, I don't. It could have.
gone in ten different directions as far
as I know. '

"Question: Now, to clarify one point,
going back to the conversation you had
with Fred Rosenberg, before he went on
vacation... @&id you discuss the fact
that vyvou were to tell Sullivan $20,000
was going to East Rutherford? Is. that
right?

T"AhSwWer: Right. Fred instructed me
that in the event that it came up in a
conversation that I was to tell them
that the money was to go to East
Rutherford... the boys in East
Rutherford.

“Quéstion: In your discussion, was it
made clear what was meant by the boys
in East Rutherford?
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"Answer: Well, no, not really. You
know, if I assume it was going to be
the officials in East Rutherford, they
were, you Kknow, we were gonna tell Tim
that it was going to the officials in
East Rutherford. If your guestion is
specifically +the Sewer Authority or
mayor and counsel, or, who, no, that
was never defined in my conversation
with Fred or any conversations that I

had specifically with Tim. Exactly
who...

"Question: In other words, it was
Just....

"Answer: For officials, you know. It

was kinda of an understood situation-
«see YyOu know... with the parties con-
cerned, that it was going to the
officials in East Rutherford. It
wasn't like who or any specific names.

"Question: The term referred to the
public officials in East Rutherford in
general without naming anyone
specifically?

"Answer: Yes, yes, it was. There was
no c¢lear-cut definition that it was
going to the East Rutherford Sewer
Authority. No, I ecouldn't answer that.

Authority Chairman Testifies

Henry Cheval, who was chairman of the Bast Rutherford Sewerage
Authority at its outset {and who was still the chairman at the time
of the S8CI's public hearing), indicated in his testimony that he
relied solely on Porro and Rosenberg in connection with agency's
bond issue dealings. Although obvious conflicts of interest became
apparent from time to time, Cheval never raised any questions about
them. Excerpts from Cheval's testimony follow:

Q. Now, you indicated you knew an entity
known as Municiplex. How did that come
to your attention?

A, Later on after the authority was formed
Mr. Rosenberg came to the meeting. He
was Municiplex.

Q. Who got Mr. Rosenberg to come to your
meetings?

A, I believe at the time Mr. Porro or Mr.
Rosenberg were doing the work for the
Carlstadt Sewer Authority, the bonding
for the Carlstadt Sewer Authority.
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bid Mr. Porro or Mayor Jones ever tell
you that, prior to the formation of
your authority, that Municiplex was
recommending that the authority be
formed? :

No.

What was the purpose of Municiplex
being hired by your authority?

They were hired to do financial
advising work. :

Was that absolutely necessary for your
authoritv?

Yes, it was.
Why.

We didn't have the expertise in that
field, the members of the sewer
authority themselves. :

Were you aware of whether or not Mr.
Porro and Mr, Rosenberg shared in any
of the proceeds of the Carlstadt bond
isgue?

I wasn't aware of that, no.
You mentioned the Carlstadt bond

issue. Could you tell us why that had
an influence in your hiring Municiplex?

‘That wasg, Carlstadt Sewer Authority was'
formed just prior to the East

Rutherford Sewer Authorlty, and I knew
some of the member‘ of  the Carlstadt
Sewer Authorlty -and . they recommended
both Municiplex . and Mr. Porro very
highly. "

After your authority was formed did you
hire an attorney Qr retain ‘an-
attorney? : . '

Yes, we did.
Who was that?

Mr. PBorre.
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Why was Mr. Porro retained by your
authority?

I believe Mr. Porro helped form the
sewer authority and he did a gocd job
in Carlstadt and he was recommended by
the people of Carlstadt, so we hired
him on that basis.

Was he being paid a retainer fee by the
authority?

I believe he was.

Did you also know whether or not he was
paid a percentage of any bond issue
that he worked on?

Yes, I believe he got a percentage of
the attorneys' fees for the bonds,
bonding.

Was that percentage up to two percent
of any bond issue that he worked with?

I can't recall, but I think so.

I am going to show you Exhibit C-62 and
ask you if that would refresh your
recollection that Mr. Porro was to
receive up to two percent of any bond
issue that he worked on with the
authority. Paragraphs Number 7 and 8
of Resolution Number 8,

Yes, I recall. 1I recall this, yes.

I show you Exhibit Number 4, which is
over here, and it .indicates a fee of
$55,000 on the first. bond issue of $5.5
million. Did your authority pay Mr.
Porro $55,000 for his work on that bond
issue?

I believe we did.

Do you know whether or not Mr. Porro
had any interest in Municiplex?

No, I did not.

Do you know that Mr. Porrc was
receiving one-half of the profits of
Municiplex?

No, I did not.

pid you ever know that Mr. Porro had an
interest in Municiplex? ’
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I still don't know. I don't know, no.
XXX

Did Mr. Porro ever tell you at any time
that he had .any share in Municiplex?

He told us he had an interest in
Municiplex.

After he told you he had this interest
in Municiplex, you, as chairman of the
authority, knowing he was your
anthority attorney, d4id you do anything
to remedy this problem?

I believe he sent a letter to the
anthority excusing himself between
doing business with the auvthority and

Municiplex.

Did you ever discuss with Mr., Porro
what interest, in fact, he had with
Municiplex?

Ne, I did not.

Did Mr. Porro ever tell you that he was
a full partner in Municiplex?

No, he did not,

Was Mr. Porro the ‘attorney for the
authority when yon hired Municiplex?

I believe he was, ves.

And you mentioned earlier that Mr.
Porro recommended or introduced Mr.
Rosenberg to your c¢ommission, Is that
correct?

Yes, he did.

Did you question Mr. Porro as to why he
would be introducing Mr. Rosenberg if
he had an interest in Municiplex?

No. The only reason that he brought
him to the meeting is they . had
formulated the bonding  for the
Carlstadt Sewer Authority and we were
about ready to go through the same

" things ourselves, so he brought him in

for an interview with the sewer
authority commissioners.
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Did you ever check out the
gualifications of Mr. Rosenberg prior
to hiring Municiplex?

We had our attorney check him out.

Did you personally, as chairman of the
authority, chec¢k out the gualifications
of Mr. Rosenberg?

No, I did not.

Were you aware that Mr. Rosenberg had
absolutely no experience whatever in
the bond market or financial community?
No, I d4id not.

Is there any reason why you as chairman
didn't check it out?

I had our attorney check it out and
took his word for it.

You relied solely on Mr. Porro's word
for a financial adviser?

Yes.

Did East Rutherford have a first bond
issue? :

Yes, we did.

Who was the bond underwriting company
on this bond issue?

I really don't remember.

Would the name Tecott-Jackson riﬁé a
bell with you?

I would say so, vyes.

How was Tecott-Jackson selected by your
authority to be the bond underwriter?

We took Mr. Rosenberg's recommenda-
tions.

X X X

Did any other company make a presen-
tation before your authority?

I don't believe so.
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Any reason why not?
We took Mr. Rosenberg's recomendations.

Were you aware that Municiplex and the
firm of Tecott-Jackson already had a
contract whereby Tecott-Jackson was-
guaranteed the first bond issue even
before that bond issue came about?

I was not aware of that.

Were vyou aware that Municiplex had
another agreement with Tecott-Jackson
whereby when the bond issue did come to
fruition, that they would share the
profits of that 50/50, egually?

No, I did not.

And it is your statement that you did
nothing to check into. this bond
underwriting company yourself?

No, I &id not.

Could the authority have hired a bond
underwriting company itself without the
need for a financlial adviser? :
I really don'"t know.

Are you still chairman of this
authority?

YeS r- I amo

Did you at any time since you found: cut
of Mr. Porro's interest in Municiplex
do. anything to remedy that situation up
to. the present time? '
No, I haven't.

Is Mr. Porro‘still-theaattorney;fbr-thew
authority?: .

Yes,. he is.

Did there. come: a. time: when: there: was a
second: hond: issue?

Yes,; there was..
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And could vyou tell us who the bond
underwriter was of the second bond
issue?

I believe it was Gibraltar.

And did vyou  have any other bond
underwriting companies present before
your authority?

Again, I can't recall any.

Dbid you rely totally on Mr. Rosenberg
for the second bond issue?

Yes, we did.

Were you aware Mr., Rosenberg, as part
of Municiplex, entered into a contract
with Gibraltar Securities whereby they
guaranteed the second bond issue?

I was not aware of --

Were you aware of a -- are you aware of
a contract between Gibraltar Securities
and Municiplex whereby Municiplex was
guaranteed half of the profits made by
Gibraltar Securities on the second bond-
issue?

No, I'm not.

Could you tell us, Mr., Cheval, with
regard +to ~the second  bond issue,
whether or not you had any discussions
with Mr. Porro concerning the
qualifications of Gibraltar Securities?

I believe we discussed that at one of
our meetings, yes,

When vyou found out that the bonding
company on the second bond issue was
going to be Gibraltar Securities, did
you question Mr. Rosenberg as to why
there was a switch in bond underwriting

companies? '

No, we did not.

On the  discussions regarding the
bonding companies, was Mr, Porro
present to give legal advice to the
authority on both bonding companies?

I believe he was, yes.
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Denies Payoff Discussion-

Cheval was asked about the meeting at a Rt. 46 diner at which,
according to Rosenberg, arrangements for a §20,000 payoff were
made. Cheval denied both that a discussion about money took place
and that he ever accepted payoffs from the authority's bond issue
actions: -

Q. Mr. Cheval, did you ‘have any
discussions with Mr. Rosenberg in the
Golden Star Diner, also present at that
diner was a Mr. Felice, the chairman of
the authority, yourself, and Mr.
‘Pandullo, the engineer for the
authority, wherein it was discussed
that monies were to be given to the
commissioners, specifically to
yourself; that you would then hand it ~
over to the other commissioners of the
authority if as a result of getting the
second bond issue passed?

A, I had the meetings, but that was mnot
discussed at the meeting.

Q. Pardon me?

A. I had meetings with these people in
many places, but that monies were not
discussed at those meetings.

Q. Did you ever receive any monies.
whatsoever as a result of either the
first bond issue or the second bond
issue at East Rutherford,; New Jersey?

A, No, I did not.
EXAMINATION BY COMMISSIONER FRANCIS:

Q. Mr. Cheval, what were the amounts of.
those two bond issue?

.A. I believe they were 5.8 million and
2.6. -

Q. Did you concede that wyou had any
obligation as chairman whatsbever to
inguire who your underwriters were?

A, We took the ‘recommendations' from our
attorney - and from  .the financial -
adviser. :
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Q. And you thought that was enough as
chairman that you relied on your
attorney, who  had a conflict of
interest, and on your financial adviser
who apparently made a pre-~existing
agreement with the underwriter? You
were satisfied you had completed your
duties as chairman by simply delegating
it to them?

A. Yes, 1 did.
"Did Henry Ever Stiff You?"

Alan Schamberg, the next and final witness of the East
Rutherford episode, was the sewerage authority's treasurer and
finance committee chairman at the time of the two bond sales. ASs
had Cheval, the authority's chairman, Schamberg testified that he
never questioned the backgrounds or the actions of Rosenberg,
‘Municiplex, and the the Tecott-Jackson and Gibralter underwriting
firms. In fact, he testified, he acquiesced in everything that
either Porro or Rosenberg advised in connection with the bond
sales. '

Counsel Lynch introduced a transcript of a taped conversation
between Rosenberg and Schamberg -- and confronted the witness with
his recorded comments ¢on the alleged bond sale payoffs:

Q. Mr. Schamberg, did you at any time
receive any monies from any particular
individual, either Mr. Rosenberg or
Mr. Porro, as a result of the passage
of either the first bond issue or the
second bond issue?

A, No, sir.

Q. Mr. Schamberg, I'm going to show you a
transcript of a conversation that's
Exhibit No. C-94 between yourself and
Mr. Fred Rosenberg, dated October 8th,
1975, I ask you to 1look at this
document. Now, I want to have vyour
answers on some questions. This is a
conversation between you and Mr.
Rosenberg. On that conversation, 1if
you look three-quarters of the way down
the page, you're talking and you're
saying, "They're still pushing on, on, .
uh, a payoff." Rosenberg's answer was:
"That's what they're pushing on."

A. Wait, wait.
Q. Do you recall --

A. I see.
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Then further on down the page, the last
sentence, Rosenberg is saying, "You
know what they want to know?" You turn
to the top of Page 2, you answer, "I
know what they want to know, but I just

wanted to let them know that another
thing," . :

Rogenberg then states: "Did Henrv ever
stiff vyou?" Your answer: "NG...not
that I know of...uh, but I don't thlnk
he would,

Mr. Rosenberqg answers: "No."

What did you mean when you told -- what

did you think Mr., Rosenberg meant when

he said, "bid Henry ever stiff you?"
Was he referring to a paveff that was
to be given to the commissioners of the

Fast Rutherford Sewerage Authority?

According, according to this, Henry

'stiffed me, that means that I was

supposed to get something that I didn't
get, and I didn't get anything.

COMMISSIONER FRANCIS: The “Henry"
refers to Mr. Cheval, who is chairman
of the authority?

THE WITNESS: Yes, sir.

Further on down the wpage, right about
the middle, Mr. Rosenberg again 1is
talking. He says, "I'll tell you what
= what the saving grace, one of the
saving graces - assuming that Henry
doesn't open his mouth..."- Your.
answer, "Yea." a '

Rosenberqg continués, "...you know is a
fact that evervthing went to him." And
you go, "Yea, I know."

Rosenberg says, "You know?" And you
answer, "Yea."

What did you refer to when you knew
that everything went te Henry?

I really don't know what was going
through my mind when I told him that
because we were at his -- we were at a
place and then he was telling me that
he had to go and he was in a hurry.
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Did Mr. Cheval ever tell you that he
had a meeting with Mr. Porro and Mr.
Rosenberg where it was discussed that
$20,000 was to be paid by Gibraltar
Securities and that everything was to
go through Henry Cheval?

Not that I know,

And this is what was being talked about
between you and Mr. Rosenberg?

Not that I know. I don't know nothing
about that meeting,

Continuing with the statement. Mr .,
Rosenberg is stating: "and that this
doesn't affect you or any of those
other guys." Your answer: "We

wouldn't have to worry about a God damh
thing if it wasn't for Ed Rys." Who is
Ed Rys?

Ed Rys he was one of the commissoners.

Continue. Mr. Rosenberg said, "Why,
what did Ed Rys do?" Your answer:
"He's the one that insisted on it."
Rosenberg' savs, "On what?" Your
answer, "You know.," Rosenberg says,
"Now wait a minute, I, no, jerking -
joking aside.," You say, "I mean it."
Rosenberg says, "Insisted on what?"
Your answer: "On the remuneration,

what you gave to Henry and everything."

What did you mean by "what you gave to
Henry and everything,” and what did you
mean by "remuneration"? These are your
words?

The only thing I could remember is that
Rosenberg told me that Ed Rys wanted to
go on a vacation and he wanted
Rosenberg to pay for it. That's all I
can remember.

What did that have to do with what vou
gave to Henry and everything?

I don't know nothing, I don't remember
that.

Let's read on.

Yes, sir.
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Rosenberg said, "But I thought, I
thought it was Henry that insisted on
it. I never heard that..." Your
answer: "No, Ed Rys."

Rosenberg: "Is that right?" You say,

n Yea n

This is another statement I would like
you to clarify,. Rosenberg then says,
"You know, you know, I'll tell vyou
something. I, he came in to see me
once, 1 don't know if I ever told you
this story, after the second issue, and
he wanted a trip to Bermuda or, or to
the Bahamas or something - he wanted me
to pick up the tab. I told him to
pound salt, you know. I said
everybody's taken care of, you know.
He's the greedy guy, I guess, you know,
greedy guy. How's your family?"

Isn't that the first time you heard
about the trip to Bermuda?

No, ho, because I did some work with
Rosenberg over his house and I did some
repairs for some screens for him and
that's when he told me about it.

Well, what was the fagt about fthe
remuneration that he gave to Henry?

That, I don't know nothing about that.
I don't remember.

Those are your words?

Well, that’s what I said, yes,
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THE TESTIMONY ~- SECOND DAY
WEDNESDAY, JULY 28, 1982

Transition Statement

In a statement prefacing the second public hearing session,
Commissioner Robert J. DelTufo noted that the previous day's
testimony on bond financing misconduct at certain authorities had
produced information "which has not heretofore been in the public
domain." He added:

We turn today to wiktnesses whose testimony
will illustrate other questionable practices
and procedures by certain sewerage
authorities, including the abuse of the
appraisal process in acgquiring sites for
facilities, the adverse impact of partisan
political pressures on the appointments of
authority members and key staff people and

~ the prevalence of kickbacks and bribes in
" the dealings cf plant operators with
peddlers of wastewater treatment chemicals.

In connection with testimony about bribes,
the Commission notes that, as regquired by
the statute which governs our operation, we
have referred certain investigative findings
tc the Attorney General's office for
possible c¢riminal prosecution and will con-
tinue to make such referrals at the con-
clusion of these hearings. The value of the
SCI's traditional liaison with New Jersey's
prosecutorial agencies will be reflected by
a good portion of the public hearing testi-
mony today.

Today's proceedings will further illus-
trate the absolute need for public account-
ability by the autonomous entities which
build and operate costly and complex sewer-
age facilities. The Commission reiterates
its view that no sewerage authority in this
state that is doing a proper job in serving
its region, its county or its municipality
can possible take issue with the ultimate
objective of these proceedings -- to make
all such agencies more candid and open in
the conduct of their public business. The
only authorities that cannot afford account-
ability are those whose mismanagement or
misconduct would be revealed by account-
ability.
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As we have stressed, there are numerous
authorities in New Jersey that are operating
with propriety and integrity. We believe

’ these many outstanding authorities will
support our effort to generate public andg
legislative demand for statutory proscrip-
tions of misconduct by some authorities that
tend to defame all authorities.

We will begin today's session with a
depiction of appraisal transactions in Cape
May County which might never had occurred
had the authority in guestion been reqguired
to aceount for its day-to-day conduct in a
more open manner to the citizens it serves.

Land Appraisal Conflicts in Cape May

The Cape May County Municipal Utilities Authority (CMCMUA) in
1981, purchased two treatment plant sites at highly inflated prices
based on questionable wvaluations by an unqualified and duplicitous
appraiser. In one transaction, the authority bought for $1,402,000
some 82 acres of a 780-acre site that had been sold on that same
day for §$750,000. In the other transaction, not only were
suspiciously inflated valuations involved, but the appraiser at one
point also gave the sellers of the site a high appraisal, for a
fee, prior to negotiating with the same sellers for the site
purchase on behalf of the authority.

The Fish Plant Property Deal

The Commission called Special Agent Michael Goch te outline,
by means of a chart*, the events that led to the authority's
purchase of the Menhaden Fish Plant site. SCI Counsel Robert
Geisler questioned Goch:

0. Mr. Goch, did you conduct an investiga-
tion into the purchase of the Menhaden
plant property by the Cape May Muni-
cipal Utilities Authority.

A. - Yes, I did.
Q. Did you participate in drawing up the
chart that is now displaved to the
] Commission?

BA. That i& correct.

Q. Could you explain the contents of the
chart? :

*See Chart, next page.
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APRIL 12, 1979

MAY, 1880

APRIL 23, 1981

MAY 1, 1981

MAY 1, 1981

PURCHASE OF "MENHADEN PLANT" PROPERTY
BY CAPE MAY COUNTY
MUNICIPAL UTILITIES AUTHORITY (CMC MUA)

ZAPATA HAYNIE CORPORATION

GILBERT RAMAGOSA
5911 PACIFIC AVENUE
WILDWOOD CREST, NJ

ROMAN P. OSADCHUK
131 SEASPRAY COURT
NORTH WILDWOOD, NJ

CMC MUA

CMC MUA

GILBERT RAMAGOSA

OFFERS PROPERTY FOR SALE.

THROUGH REAL ESTATE AGENT

TITO MACCHIA - APPROX. 780
ACRES.

OFFERED TO LEASE PROPERTY
FOR $58,000 PER YEAR.
AGREEMENT TO PURCHASE ON OR
BEFORE MaY 1, 1981 - APPROX.
600 ACRES.

SUBMITTED APPRAISAL REPORT
TO CMC MUA, MARKET-VALUE
-~ 12 ACRES

PASSED RESOLUTION NO. 24-81
PURCHASE - 82.8 ACRES.

PURCHASED "MENHADEN PLANT"
PROPERTY FROM GILBERT
RAMAGOSA - 82.8 ACRES

PURCHASED "MENHADEN PLANT"
PROPERTY FROM ZAPATA HAYNIE
CORPORATION - APPRCOX. 600
ACRES,

$

750,000

750,000

$1,427,000

$1,402,000

$

$1,402,000

750,000
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Yes. I recdeived the assignment to look
irito the sale of the property, what is
known as the Menhaden Plant property,
to the Cape May County Municipal
Utilities Authority. At the time I
determined, endeavored to determine the
rightful owner or the owners of record,
and I checked for deeds and, also, tax
assesgsor's tax bills, and found that
the owners were Zapata-Haynie
Corporation.

Did they offer the property for sale?

The property was for sale, and the
realtor was Tito Macchia,

What was the offering price for that
property?

At that time it was $750,000.

" For how many acres of land?

For 780 acres.

Did Mr. Gilbert Ramagosa enter into a
contract to lease and also to purchase
those 780 acres in April of 19792

Yes. It was April 12th of '79 there
was vcorrespondence from Zapata-Haynie
Corporation to their attorney, James
cafiero, which indicated that Gilbert .
Ramagosa was - interested in leasing and

possible purchase of the Wildwood

property. The terms of the lease were:

858,000 per year to be paid monthly.

At the end of a two-year period he was
to purchase the property for $750,000.

Was the closing date set as May Ist,
198172

That 1s correct. That is the deadline
for this :«contract.

In May of 1980 -did Mr. Roman Osadchuk
sabmit -an appraisal report to the Cape

‘May  Municipal Utilities  Authority

indicating that twelve acres of the 780

‘acyes owned by .Zapata-Haynie Corpora-

tion had a value of $1,427,0007?



~109-~

A, That is correct.

Q. Did the records of the Cape May
Municipal Utilities Authority reflect
that they resolved to purchase that
property in April of 1981 for
$1,402,0007?

A, That was approved through a Resolution.

Q. On May 1Ist, 1881, at back-to-back
closings, did Mr. Ramagosa purchase the
780 acres from Zapata~Haynie
Corporation for $750,000 and then did
Mr. Ramagosa sell that property, sell
twelve acres of that property, to the
Cape May Municipal Utilities Authority
for $1,402,0007

THE CHAIRMAN: On that very same day?

A, On the very same day there was a
back-to~back settlement.

The BAppralser's Story
Roman P. Osadchuk of Wildwood was employed as the authority's

appraiser for the fish plant site purchase. During his testimony
~-he conceded that he had no professional qualifications as an

appraiser and indicated that his various wvaluation reports were

replete with omissions and contradictions. He was evasive at the.

outset of his appearance and had to be confronted with his previous..f

Executive Session testimony on the subject of his initial
employment by the authority:

Q. On any occasion prior to your being
hired by the MUA had you ever been
interviewed by any of the board members
of the MUA?

A, Yes, I had.

Q. Who interviewed you?

A. I believe, a number of the board
members. I was at their meeting.

Q. What meeting did you attend?
A, I don't remember specifically.
Q. .o M. Osadchuk, do you remember

testifying before the State Commission
of Investigation on June 10th, 19827
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A, I do.

Q. Do vyou remember being asked this
question and giving the answer --

"Question: Prior to your being hired
by the MUA to conduct the appraisal on
the site including the Menhaden site,
have you ever been, for any reason, had
you ever been interviewed by the
members of the MUA board?" And did you
give the answer, "Net that I c¢an
remember, no"?

A, Yes.

Q. Was that the truth when you gave that

statement?
A, Yes.
Q. Sc you were never interviewed by the

MUA board prior to being hired to
conduct an appraisal on the Menhaden
site; is that correct?

A, That particular time, that's correct,.

Osadchuk next recalled how he was personally selected as
appraiser -- on an hourly pay basis =-- by John Vinci, who was a
member of the CMCMUA since its inception in 1972 and the Chairman
at the time the authority made the questioned site purchases:

Q. Did any member of the MUA approach you
and ask you if you wanted to conduct
the appraisal on the Menhaden site?

A . Yes, sir.

A
Q. Who was that?
A, John Vinci.

Q

. What fee arrangement did you have with
the MUA to conduct this appraisal?

>

It was on an hourly basis.
Q. Did you give the MUA an estimate?
A. No, sir.

0. Was your arrangement with the MUA
unusual?

A. No, sir.
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Q. Do you normally conduct appraisals on
an hourly basis?

a. At times I do, sir.

Q. Is it not a fact that on most occasions
you conduct them for a fixed fee?

A. That's correct.

Q. Was this appraisal a difficult apprais-
al?

A. Yes, it was.

Q. Yet you were selected with no preguali-
fications regarding vyour ability to
conduct the appraisal. Is that
correct?

A I don't know what they based hiring me
on, sir.

Q. Did you ever present the authority
board members with any appraisals you
had conducted before?

A. I don't remember.

The site Osadchuk set out to assess was an abandoned fish
processing plant. The witness described the grounds as follows: "

Q. Was the area littered with debris?

A. Yes.
Q. Broken concrete?
A, Yes..

Q. Twisted metal?

A. Yes.

Q. Broken glass?

A, Yes.

Q. Broken windows on the buildings?
A. I believe so.

Q. The metal rusted?
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I really don't know about the metal.

What approaches to the wvalue did you
take in your appraisal?

Market, economic, and construction,
The eceonomie, is that also known ==

Cost.

Regarding the cost approach, d4id you
claim a depreciation factor of 34
percent in estimating the life of the
buildings on that property?

I believe go,
How did you arrive at that 34 percent?

I wused a valuation service called
Marshall's.

How did you go about wusing that
valuation servige?

I just looked inte the charts and made
an estimate.

The $131,500 Chimney

Because
Osadchuk's

of the credence that the authority placed

appraisal, the Commission pressed the witness

details on how he came to value the gite at almost twice what
sale price was. The testimony continued:

Was there a brick smokestack on the
property several stories tall?

Yes, there was.
To what was that smokestack attached?
It was free-standing,

what functional purpese did it have
when you conducted your appraisal?

At that point?
Yes,
Nene.

what value did yeu give it in your
appraisal?

on
for
its
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I took a value which was given to me by
a consulting engineer.

What wvalue, what price did you put on
that smokestack?

$131,500.

What was the elevation of the property
that you examined? Was it two to five
feet above sea level, approximately?

That's what my report says, ves.

Did you consider that a negative factor
in approaching your cost analysis?

Yes, sir.

Did vyou indicate that on the your

‘appraisal?

I did not use the cost approach in my
final appraisal.

My question is: Did you indicate that
in vyour appraisal that it was a
negative factor? .

I don't remember. I would have to read
it.

Would vyou take a look and tell us
whether there's any indication that you
indicated that as &a negative factor?
Mr. Osadchuk, is it not a fact, in
examining comparable properties of
higher elevation you gave no indication
in your appraisal report that the fact
the Menhaden site was only two to five
feet above sea level was a negative
factor?

I took that into consideration in my
report. That's one of the reasons I
did not use the cost approach.

Did you indicate that in your report at
all?

I might have not indicated it in my

report. However, 1 did not use that
approach to value. At that point it
would not have to have been written.
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Q. But you did do a d¢ost analysis. Is
that cortrect?
Ac YeS, I did-

Q. pid you make any adjustment for the
limitation placed on portions of that
property by the reéstrictions of the
Coastal Facilities Act?

A. Yes, sir.

o. Did you state in your appraisal that
you were limiting the cost of the
property because of restrictions of the
Coastal Facilities Aet?

A. I don't remember whether that's in the
report, sir.

Q. If I told you that it wasn't in the
report, would you accept that?

. A. Yes, I will
X X X

Q. Did not your c¢ontract with the MUA
require you to take test borings?

A. If they were s0 ordered, yes., They
were not available.

Q. But you did not take any test borings.
Is that correct?

A. No, I did not, ®ir.

Q. In fact, you did not know what the soil
conditions were -0nh that site?

A. No.
(The witness confers with counsel.)

I descéribed tham in ‘my report, but no
test borings were taken at that time.

Osadchuk said he ‘also used the "market approach” in his
appraisal effort and that he "searched all over the county looking
‘for a comparable sale." Ironically, hé ‘contacted a representative

of the <=Zapata-Haynie <Corp., the owner of ‘the fish plant site,
* during this search but claimed ‘that he was never +told that the



property was

have provided one "comparable sale.'’
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nndeyr. ¢ontract for sale at §750,000 -—

which would

Osadchuk eventually abandoned

the economic and market approaches for his appraisal and utilized
an "income approach" instead, as he explained:

Q.

A,

Did you use the income approach?

Yes, I 4id.

What rental value dié you put on the
property for office and warehouse
gpace?

£2 per square fooi, siv.,

For office or warehouse?

For warehouse, sir.

What rental value did you put cn office
space?

I believe I put §5 a sguare foot.
How did you establish those values?

I used comparable leases in the area,

sir, '

What leases did you use?

Well, I got the most comparable figure
- from the Cape May County Airport

Authority, I guess it was called,Jﬁor
rental. '

Did you include in your -income approach:

the cost of land twice by adding  the
value of the land after you established
the rental value?

Yes, I did.

Is that a mistake?

That's the way I figured it, sir.

In essence, what vou were saying,
though somebody rents the property,
they don't rent the land, 1is that

correct, by using that approach?

You take that into consideration, so I
adjusted my rates, quite frankly.
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Q. Didn't you make an assumption that the
' property could be rented triple net?

A. Yes, sir.

Q. Isn't it unusual to rent any property
in that area at triple net?

A, No, sir.

Q. What property in that area could be
rented at triple net?

A, Cape May County Park.
Q. What in Cape May County Park?
A, They have warehousing facilities there.

Q. pid you fail to deduct any operating
costs from the net rental income?

A. What do you mean by "operating costs,"
sir?

Q. Did you include any management cost?
a. Management for who, sir?
Q. For the rental property.

A, I don't understand what you're asking,
sir.

Q. Did you include any overhead?

A, Well, that was all considered in the
figures that I used.

Q. Did you state that in your appraisal?

A, I took it into consideration, but I
didn*t state it, sir. I really never
do. .

Ignored Rumors of Cheaper Sale Price

Osadchuk persisted in his $1.4 million appraisal

despite

rumors the property was for sale at half that figure and that its
actual assessed value was nearly two-thirds less than the price he

set.

His testimony continued:
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At the time  vou conducted the
appraisal, did you believe that the 780
acres property coataining the +iwelve
acres that the MUA was interested in
was for sale between, for between 600
and $700,0007?

I heard rumors, ves, sir.

You heard many rumors to that effect:
ig that correct?

I sure did, yes, sir.

Did you try to verify those rumors?

No, sir.

Did you indicate that in your report?
No, sir.

Did you determine whether the property

was, indeed, under contract for sale
for G0 or $700,0007

No, I did not.

Can you explain how you can arrive at a
hlgher value for a twelve—acre  portion
of 780 acres, a value that .you set at
$1.4 million, when the whole of that .

: area was for sale for 9750 0009

.‘A purchaser just dldn t come. down’ the.'
pike, sir, and my appraisal stands for,
. by .itself. I felt that that ‘was the.

value and that's .what I placed it at at
that time.

XXX
During the course of nmaking your
appraisal, did you visit the Middle
Township tax assessor?

Yes, sir.

Were you accompanied by - another
employee of Tolz Realty?

Yes, sir.
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Q. For what purpose did you go to the tax
assessor? p .

A, I wanted to get his assessment sheets.

G. Did he advise you that the property,
the large acreage of property, the 780,
approximately 780 acres had been
assessed for $500,0007?

A. I believe he did, sir.

Q. Did that set off any flags or warnings
to vyou that your appraisal of $1.4
million might be high?

A, Could have.

Q. Did you not remark to Mr. Hand, the tax
assessor, that you had to get a high
appraisal and you were having trouble
doing it?

A, No, sir.

Q. Did you have occasion to talk to your
former partner, Herman Tolz, in one of
the Tolz offices ‘and state to him,
that, in fact, they want a high
appraisal, referring to the Menhaden
Plant appraisal?

A. No, sir.

The Commission sought to recapitulate, using its Menhaden land.
deal chart*, certain highlights of Osadchuk's testimony:

Q. To recapitulate your testimony
regarding the Menhaden plant, and these
will be substantiated by facts from
other witnesses, you appraised the
property at, according to the chart, at
$1.4 million, is that correct, in May
of 1980, at $1,427,000, Is that
correct? : '

A. YES, Siro

0. And the MUA purchased that property in
April 23rd, resolved to purchase that
property on April 23rd, 1981, for
£1,402,000. Is that correct?

*See Chart, next page.
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APRIL 12, 1979

MAY, 1980

APRIL 23, 1981

M2Y 1, 1981

May 1, 1981

PURCHASE OF "MENHADEN PLANT™ PROPERTY
BY CAPE MAY COUNTY
MUNICIPAL UTILITIES AUTHORITY (CMC MUA)

ZAPATA HAYNIE CORPORATION

GILBERT RAMAGOSA
5911 PACIFIC AVERUE
WILDWOODR CREST, NJ

ROMAN P. OSADCHUK
131 SEASPRAY COURT
NMORTH WILDWOOD, NJ

CMC MDA

CMC MUA

GILBERT RAMAGOSA

OFFERS PROPERTY FOR SALE
THROUGH REAL ESTATE AGENT

- TITO MACCHIA - APPROX. 780

ACRES

OFFERED TO LEASE PROPERTY

FOR $58,000 PER YEAR.
. AGREEMENT TO PURCHASE ON OR

BEFCRE MAY 1, 1981 - APPROX.

600 ACRES,

SUBMITTED.APPRAISAL REPORT
TO CMC MUA, MARKET-VALUE
- 12 ACRES

PASSED RESOLUTION NO. 24-81
PURCHASE - 82.8 ACRES,

PURCHASED "MENHADEN PLANT®
PROPERTY - FROM GILBERT
RAMAGOSA - 82.8 ACRES

PURCHASED "MENHADEN PLANT"
PROPERTY’ FROM ZAPATA HAYNIE
CORPORATION - APPRDX 600
ACRES.

750,000

750,000

$1,427,000

$1,402,000

$1,402,000

$

750,000
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That I don't know.

Do you know that the MUA purchased it
on May 1st, 1982, from Mr. Gilbert
Ramagosa for $1,402,0007?

I know that from the newspaper, sir.

EXAMINATION BY COMMISSIONER FRANCIS:

Q.

Q.

+ A.

Mr. Osadchuk, did anyone from the
authority ever ask you to come in with
a high figure on your appraisal of the
Menhaden plant? '

Never, sir.

Did you ever tell anyone that you had

been told to come 1in with a high

figure?
Never.

Did vyou deliberately inflate vyour
appraisal?

No, sir.

The £700,000 Conflict of Interest

The second land purchase by the Cape May authority found
Ogsadchuk not only making various inflated site valuations but also
working for both the buyer -- as the negotiator for the authority
-— and the seller ~- as the appraiser for the Jersey Cape Racquet
Club. This property consisted of two lots which the authority

identified as the "Seven Mile Beach/Middle Region Site."

Again, SCI Special Agent Goch was asked, through testimony, to

chart* Appraiser Osadchuk's activities in this deal:

Q.

Mr., Goch, did you ©participate in
compiling the data that's in the chart
before the Commission at this time?

That's correct.

Does this relate to the purchase by the
Cape May Municipal Utilities Authority
of two lots adjacent to the Jersey Cape
Racquet Club? '

*See Chart, next page.
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7-16-80

1-2~81

i- 4-81

4- 8-81

CORFLICT OF INTEREST

IN THE PURCHASE OF
SEVEN MILE BEACH/MIDDLE REGION SITE

BY CARFE MAY COUNTY
MUORICIPAL UTILITIES AUTHORITY (CMC MUA)

CSADCHUK SUBMITTED LETTER OF “"OPIRION OF VALUE" TO CMC MOA
HENRY N. HARD SUBMITTED ADPPRAISEL REPORT TG MUA
OSADCHUK APFCINTED AS “NEGOTIATCR®™ FOR CHMC MUA IN ABOVE PURCHASE

OSADCRUOK HIRED BY AND SUSMITTED HIS APPRAISAL REPORT TO JERSEY CAPE
RACQUET CLUB (SELLERS) '

% AFTER SUBMITTING ABOVE REPORT OSADCHUK STARTED NEGOTIATIONS
WITH THE “"SELLERS"

AT CLOSED WORKSHOP SESSIONS OSADCHUK GAVE VERBAL REPORT RE RESULTS
OF NEGOTIATIONS AND ALSO HIS OPINION OF VALUE (48 ACRES € $10,000)

CMC MUA ADCPTED RESOLUTION NO. 21-81 TO PURCHASE LAND

$ 93,000

' 407,0G0

432,000 ==

480,000

708,000
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AL That's correct. They are known as Lot
Number 12 and Lot 13.01, '

Q. Do the records of the Cape May
Municipal Utilities Authority indicate
that Mr. Roman Osadchuk submitted an
opinion of value to the Cape May MUA of
$93,000 on January 29th, 1979, for
those two lots?

A. Yes. I obtained a copy of °the
correspondence dated 1/29/79 which
indicated opinion of value of 93,000.

Q. Do the records of the municipal
utilities authority indicate that the
authority had the property appraised by
Henry N. Hand and he set a value of
$497,000 on those two lots?

A. That is correct.

Q. Do the records indicate --=

THE CHAIRMAN: Just a minute. How does
Henry Hand get in this picture?

i THE WITNESS: He was appointed by the.
MUA authority to conduct an appraisal
of two lots to the properties which
were considered as & site for the Seven-
Mile Beach-Middle Region.

THE CHAIRMAN: And that's subsequent to
that opinion of wvalue that you are
talking about, 93,0007 :

THE WITNESS: That 1s correct.

BY MR, GEISLER:

Q. On July 16th, 1980, do the records of
the MUA indicate that Mr. Osadchuk was
appointed as negotiator for the
utilities authority to purchase those
two lots? :

a. .That is correct, the minutes of the
meeting indicate that he was appointed
as negotiator.

0. Do the records subpoenaed by the State
Commission o©f Investigation indicate
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that on January 2ist, 198!, Mr.
Osadchuk was hired by one of the owners
of the two lots in gquestion to conduct
an appraisal?

Well, I don't know when he was hired.
However, on 1/21/81 he submitted his
appraisal report to the owners of these
two lots, plus other properties that
were owned by the sellers.

Did he indicate a —--

THE CHAIRMAN: Just a minute; Jjust a
minute. Are we talking about the same
property being appraised or opinion
given, the 93,000 and the 432,0007

THE WITNESS: That is correct, it's the
same two lots. And in this case Henry
N. Hand's appralisal was for the two

specific lots, that's lot 12 and lot
13.01.

THE CHAIRMAN: Yes,

THE WITNESS: And at that time the two
lots that were being considered by the

authority were incorporated in the

appraisal, . the - total appraisal
submitted to "the sellers by Roman
Osadchuk, 7 S

 THE CHAIRMAN: My question, is, are we

talking about the same property on the
93,000 figure and now the 432,000
figure?

-THE WITNESS: That is correct.

BY MR. GEISLER:

0.

On February 4th, 1981, did Mr. Osadchuk
advise the members of +the Cape May
Municipal Utilities Authority that he
had a verbal opinion that the property
was worth $480,0007?

Yes, he did that at ... (a) ...closed
workshop session of the municipal
utilities authority meeting.

THE CHAIRMAN: And that was a month
subseguent to the four-thirty-two
figure that he had appraised it; is
that correct?
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THE WITNESS: That's correct.
BY MR. GEISLER:

Q. In fact, after that did the Cape May
Municipal Utilities Authority purchase
those very two. lots for $700,0007?

. That is correct.
Appraiser Worked for Buyer and Seller

Osadchuk &zt £first insisted that he was employed by the
authority as its negotiator after he had completed his appraisal
for the Jersey Cape Racguet Club. However, he was forced to admit
that heé worked for both sides at the same time. His testimony:

Q. Could you tell us where the Jersey Cape
Racquet Club is located and those two
sites are located?

A. Yes, sir. The Jersey Cape Racquet Club
is located just off of the Garden State
Parkway north of Stone Harbor Boulevard
on the east side of the Parkway going
north,

THE CHAIRMAN: Tell us what you did for
the authority in relation to this
second property we are now discussing.

THE WITNESS: = There was, there was
property adjacent to the racquetball
club -that I was hired to try and
purchase from the owners on behalf of
the MUA.

BY MR. GEISLER:

Q. Were you presented with an appraisal
done by Henry Hand by the MUA
indicating that the wvalue of these two
lots was $407,0007 '

A, Yes, sir.

Q. Were .you told to attempt to purchase
that property from the owner of the
property, the Jersey Cape Racquet Club,
for that price? _ _ .

A. Yes.
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XXX

Did you subseguently tell the authority
that the property was worth $480,000,
the two?

Yes, sir, I estimated it. I didn't
make a formal appraisal on that for
the, for the authority.

In fact, 1 show you what has been
marked C-132, minutes of the Cape May
Municipal Utilities Authority in which
you inform them the property was worth
$480,000. 1Is that correct?

I gave them an c¢opinion, that's correct,
sir.

And the MUA subsegquently purchased that
property for §700,000. Is that
correct?

I don't know, sir.
You never learned of that fact?
No, sir.

Did you consider that you had been
employed by both sides of the
transaction?

No, sir. I made, I made the MUA aware,
Sir. The sequence of events were, in
1979 I had the letter and in 19--

Could vyou answer the question yes or
no?

Okay.

Were you employed by both sides of this
transaction?

Yes, I was.

At the time you were conducting
negotiations to purchase that property
were you also employed by the owners of
that property?

I believe my appraisal was already
completed by that time, sir.
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Could vyou tell us when you completed
your appraisal?

I'd have to go back and research it,
sir. Oh, yeah, January 22nd, 1981. I
did look that up.

And, could your tell us when you were
hired as negotiator for the MUA?

I don't have that contract in front of
me.,

THE CHAIRMAN: When did you conduct
this negotiation?

THE WITNESS: AY¥1l during 1981, I
believe, sir. :

If I were to tell you that the records
of the MUA indicate that you were hired
as the negotiator on July 16th, 1980,
would you agree to that?

Yes, sir.

So, then, indeed, you were negotiating
the purchase o¢f the property at the
same time you were working for - the
owners of that property?

It could have been, sir.

Did you inform the attorney, or any of
the attorneys, of the authority of
{this) fact? .

Yes, I did, sir.

fact because
-conflict of

Did you inform
you felt  there
interegt?

Yes, I did.

Yet even though you felt there was a
conflict of interest, you still
continued to work for both sides. Is
that correct? L :

He advised me it was perfectly all
right for me to do that because in one
capacity I was a negotiator, in the
other capacity I was appraiser,
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Q. Who advised you it was proper?
A, Mr. Fulginiti.

Q. Did you advise any of the authority
members that you were employed by both
sides of this transaction?

A, I didn't, sir. I Just told the
soliciter,

Appraiser's Qualifications Questioned /
i

Herman A. Tolz, a realtor for 35 years, téstified next. He
recalled that Osadchuk had been a partner in one of his real estate
offices but that the relationship had ended up in litigation. He
recalled that his firm had done only 30 to 35 appraisals throughout
its history, "most of which were single residences." He contended
that neither Osadchuk nor he himself were qualified to appraise the
Menhaden plant property. His testimony:

Q. To your knowledge, did Mr. Osadchuk
have any formal training in appraising?

A. Are you referring to schooling?
Q. Yes.

A, To my knowledge, the only schooling
Mr. Osadchuk had in appraising work
would be, or appraisal; would be part
of what we call a G.R,I., program, which
is a broad coverage of the entire real
estate business, and I would assume
that the portion devoted to appraising
would have taken less than one day,
from what I'm told about it. ‘

X X X

Q. Are you familiar with the Menhaden
plant property in Middle Township?

A, I've driven by 1t on many occasion.
I've never had occasion to be in it.

0. Would it be complicated to conduct an
appraisal of it? '

A. I would think so.

Q. Would you conduct an appraisal of it?
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A, S would not.
Q. ! Why not?
A. . I don't feel I'm qualified.

Q. ;_Was Mr. Osadchuk qualified to conduct
an appraisal of that property in 19807

A, You're asking an opinion?

- THE CHAIRMAN: That's what it must be,
an opinion. Your opinion.

THE WITNESS: My opinion was that he
was not, '

Tolz also recalled a time when Osadchuk indicated to him that
he had been requested to submit a high appraisal on the fish plant
site: - '

Q. °~ Was there an occasion during which vou

- were present and Mr. Osadchuk was

present in your office and Mr. Osadchuk

said something to the effect about his .

appraisal of the Menhaden property

regquiring a high wvalue? Did¢ that
occur? ‘

A, Not that it required a high wvalue, I
can recall it if you wish,

0. Can you tell us the substance of what

happened?

THE CHAIRMAN: What's your recollection
“of that? : :

THE WITNESS: Surely,,'I came in the

office one day, one of the back rooms
of the office., 7 Thete's. a corridor
going through a back room with a round -
table, I believe, and a lot of papers
spread out on it and Mr. Osadchuk was
in a room with & Mr.. Brownsey, who had
been deing someé work with him on the
appraisal, and they were supposedly
collating and putting papers together,
and then Larry Brownsey walked out of
the room,. I believe before he left,
afterwards I asked if. he was through,
he told me these were the appraisal for
the Menhaden plant and I asked what the
figure was, oukt of curiosity. I
believe he told = me it was a
million~three or a million-four. I
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kind of whistled or something of the
sort expressing some offhand opinion,
although I had no knowledge of the
specifics, and Mr. Osadchuk looked
around -- I don't recall, I've tried to
recall whether he said they want a
higher appraisal, but the expression on
his face, either he said or 1 said,
"You act 1like they want something
really high." It seemed high. He
either indicated, nodded or indicated
they want a high appraisal in some
manner, I cannot recall the exact
words.

COMMISSIONER FRANCIS: Did he indicate
who the "they" was?

THE WITNESS: No, he did not.

COMMISSIONER FRANCIS: Can you give us
a date for that conversation?

THE WITNESS: I would assume it would
be about the time or shortly before the
appraisal was submitted to the
authority, ves.

"Our Appraisal is Going to be Higher"

The next witness, Tax Assessor Robert Hand of Middle Township,
where the Menhaden plant site was located, recalled an occasion
when Osadchuk and a companion visited his tax office. This was in
1980 when OUsadchuk was preparlng his appraisal of the property for
the CMCMUA. Hand's testimony, 1n part:

Q. Could you‘ tell us what occurred when
they visited your office?

A, They asked me for, if they could use my
records or take a copy of my records
because they wanted to make an
appraisal for the municipal authority,
the MUA, and they wanted to use my
records as to sizes and so on.

Q. What did your records indicate as to
the tax assessment of that property?

A. The assessment at this time was 75,500
for land, 483,200 for buildings, and a
total of 500 -- 558,700.

THE CHAIRMAN: What's the extent of the
acreage you're talking about?
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THE WITNESS: This was for the ‘75.45
acres that the Menhaden plant was
setting on. There was two other

parcels besides thlS._ . -

THE CHAIRMAN: D1d you have appralsals
for those two other parcels? '

THE WITNESS: Yes, I do.
COMMISSIONER FRANCIS: ' Assessments.

THE WITNESS: These are the appraisals
now since the wetlands went in effect,
which they are also wetlands. One of
them was appraised, the Block 15, Lot
26-1 was appraised at §$500, and Block
14-38, Lot 3, was. appralsed at $6200.

‘MR GEISLER.

pid these two -individuals comment on
the wvalue of the appraisal that  they
were working- on?

- The only thing ﬁhey told me was that

they would have to get the appraisal
up..

Did: they tell you how high: they would
have to get it up?

No, they &id not.

Did: they mention: a flgure of a milliom
dollars to you?

's-flot unusual for a
fiote than a: indi-
g would, but it's
¢ pay- this much more..

Lethesay.thlsr LIt

vidual or' a: bus:
unusual for them

That's twice thes tas ssed value; is
that CO‘E‘ g=10% : :

Right; 

COMMISSIONER DEL TUFO: How did you get
into. this conversatlon about. higher,
they had to get nsal hlgher°
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THE WITNESS: After they looked at my
appraisal they said this is =~

COMMISSIONER DEL TUFO: This 1is not
acceptable or something to that effect?

THE WITNESS: Right.

'COMMISSIONER DEL TiJFO: Can you give us

the dynamics or the conversation, to
the hest of your recollection?

THE WITNESS: Well, after they looked
at the appraisal, they said, we, our
appraisal is going to be higher. Can't
you give us some sales or something
comparable to this? And there's
nothing comparable in the township or
in the county to this. And they made
another appraisal in our municipality
of wvacant land which they didn't
comment on getting the price up on the
vacant, on the other appraisal, But on
this they did. '

Experts Condemn Osadchuk's Appraisal

Two of New Jersey's most respected professional appraisers ==
James V. Hyde, Jr., director of right~of-way for the New Jersey
Transportation Department, and John. J. Boylan, Jr., chief of the
department's Bureau of Appraisals -- were asked to assess
Osadchuk's work as CMCMUA's appraiser in its fish plant property
purchase. - They attended the hearing to report on their review,
which was critical of Osadchuk's qualifications and performance.
Boylan, who conducted the review at Hyde's direction, was the
primary witness. He said Osadchuk should have used a depreciation
factor of. 72 per cent rather than 34 per cent, which "would have
resulted in a very significantly lower value." He said Osadchuk's
"income approach" assumption failed to assign tax, insurance,
repair, reserve and other operating costs to the buyer, as well as
the costs of any improvement loans and vacancv and credit losses.

"If you took all of these items," Boylan said, "and deducted
them from the potential income as reported in the appraisal, the
resulting value conclusion would be drastically lower." In
~addition, he testified, Osadchuk's appraisal utilized a technique

in which land value was added twice, "which appears to be double
compengsation.” :

COMMISSIONER FRANCIS: That would,
again, have the effect of greatly.
inflating that appraisal value? '

MR. BOYLAN: Yes, it would.
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Boylan said he also reviewed the Ramagosa contract to purchase
the. fish plant property for $750,000 as well -as the contract for
the authority's purchase of the same prOperty on the same daY for
$1.4 million. The testimony on this issue:

Q- Were vyou provided with a contraét with
a lease for 780 acres and a contract to
purchase that property?

A', YeS, IWaS.

. Q. Did you review the deed and purchase

c contract from Gilbert Ramogosa to the
MUA  where the ' MUA purchased  the
property for $1.4 million?

A, Yes, sir.

Q. Had the appraiser mentioned, or the
appraisal mentioned, the exXistence of
-the purchase c¢ontract, would it have
been significant?

A. It would have raised the flag. If the
entire property had sold or was under
contract for sale for §750,000 at the
time I was writing  an appraisal and
when I got done my report I came to a
conclusion that twelve acres out of 780

. was worth a million four Thundred
. . thousand dollars, I would want tco take
o another look.

THE CHAIRMAN: Maybe two looks.
MR. BOYLAN: Or two, yes.
Authority Attorneys Testify
John H. Mead, counsel to the CMCMUA since its inception, was
" called to testify about Osadchuk's appraisal and other events
related to the authority's two major land deals in 1981. Mead was
‘questioned first about the appraisal of the Menhaden plant site:
Q.. Were you in charge of thHe -- were you
. ~selected by the MUA to negotiate the
purchase of that property.

A. Yes.

Q. Did you review  Mr. Osddchuk's
appraisal? '

A. Yes.
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And how much was that appraisal for?

That appraisal was for one million four
hundred some-odd thousand dollars.

.Did it concern you that that property

had been purchased or was under
contract for purchase for $750,000 and
not just twelve acres but 780 acres?

I read the appraisal thoroughly in view
of that fact, vyes.

Were you of the opinion that a second
appraisal was required?

I thought it was a decision that should
be made by the authority members.

Did they decide not to have a second
appraisal?

That 1s correct.

And did they make that decision based
on a recommendation from you?

No. I think that I presented that
option to them rather objectively.

Do you know why they didn't have,
conduct a second appraisal?

I think there were several reasons that
were discussed at the time as to why
they didn't have a second appraisal.
One reason was that they were, they
were satisfied with = the Osadchuk
appraisal. Another .- reason was that
they were aware or made aware of
another appraisal by Mr. Lamanna which
seemed to support the Osadchuk
appraisal, and it was an option they
elected to proceed with.

X X X

Did you tell them that you had seen a
second appraisal of the Menhaden plant
property that indicated the property
was worth $1.9 million? '

Yes, the entire property, not the
property being purchased.
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Q. Would you be surprised if I told you
- that that is not an appraisal, that it
is better termed a feasibility Study?

A: I would be surprised, yes, sir, because
it is designated at the top "Apprais-
al.” It's designated, "appraisal

Vincent Lamanha" on the table of con-
tents. It says, "Purpose of apprais-
al." At one point here it says that
it's made to determine fair market
value even though it's for mortgage
purposes. Yes, I realize it's a gquées-
tion of terminology or semantics, but I
would be surprised if you told me this
was a feasibility study and not an
appraisal.

Q. You have no expertise in appralsal of
real estate, do you?

A, None other than the normal attorney has

who handles some real estate work,
that's correct.

0. Prior to the purchase of the site by
' the MUA, had that site been approved
for a sewage treatment plant by either

the E.P.A. or D.E.P.?

A.  Not formally, sir.

Although he was the authority's counsel, Mead claimed he had
"almost nothing to do" with the acquisition of the Cape Jersey
Racquet Club site, He did recall some of the dollar figures
related to that site, as he testified:

Q. Regarding the same two ©pietegs of
property, did Mr. ©Osadchuk give an
opinion of value of those two pieces of
property of $93,0007?

A I have -- I believe that he did at one
time, but I have very . little
information on that subject.

Q. Did Mr. Henry Hand submit an appraisal
of-  wvalue of  that property of
approximately $407,000?

A, Mr. Harry Hand did the main appraisal
in that approximate amount, but I
don't know the exact amount,

Q. If I were to tell you ==
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I had almost nothing to do with that
acguisition. My involvement was the
fact I was at some meetings when it was
discussed.

Do you know for a fact the authority
purchased those two lots for
approximately $700,0007?

Approximately.

Do you know why when the authority's
appraisal was for $400,000 it purchased
the property for $700,0007

No, sir.

Do you know why the authority did not
begin condemnation proceedings against

that property?

No, sir.

The CMCMUA's other lawyer, Anthony J. Fulginiti,

in the authority's

property.
deal:

was ilnvolved

acquisition of the Jersey Cape Racquet Club

He was asked about Osadchuk's conflicting role in that

Qo

Did it come to your knowledge that an

opinion of value of $93,000 had been

given by Roman Osadchuk to the Cape May
Municipal Utilities Authority for that
property?

No, it did not.

Did you receive information that an
appraisal had been conducted by a Mr.
Hand for the MUA setting the value at
$407,0007

Yes, I did.

During the course -- was Mr. Osadchuk
appointed as negotiator for the
purchase of property by the MUA?

Yes, he was.

After - he was appointed as negotiator
for the MUA, did he come to you and
advise you that he had been hired by
one of the owners of the two pieces of
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property to conduct an appraisal of
those two pieces of property? '

What time are you talking?

After he was hired as negotiator for
the MUA to purchase those two lots.

I don't understand your guestion as to
timing.

At any time did Mr. Roman Osadchuk
advise you that he had been hired by
one ©of the owners of the two lots
adjacent to the Jersey Cape Racgquet
Club to conduct an appraisal for them?

He advised me that he had performed an
appraisal for one of the owners, and
that's all he advised me.

And was this during the period he was
acting as negotiator for the MUA?

Yes, either then or it was in that time
period. I don't remember whether his
appraisal, not appraisal, his

negotiating was done, but I believe
not.

Did he speak to you because he felt
there was a conflict of interest in his
being employed by both sides?

I have no idea why he spoke to me. It
was a gratuitous comment to make.

What, if anything, did you say to him
regarding that?

That he should do something about it.

To your knowledge, did he continue to
be negotiator for the Cape May
Municipal Utilities Authority after
that conversation you had with him?

The best of my knowledge, yves.

Did you advise the members of the bcard
of the Cape May Municipal Utilities
Authority of your conversation with
Mr. Csadchuk? : :

No, I did not.
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Q. Did the authority subsequently purchase
those two lots for S$700,0007

A. I believe that's the exact figure, yes.

Q. Could you tell us how it came about
that the authority did not condemn that
property since it had an appraisal of
$407,000 for those two lots?

A, It was the authority's decision. - My
recommendation was to condemn it.

CMCMUA Chairman's Reccllections

John Vinci, a member of the authority since its creation,
served as its chairman at the time of the $1.4 million and $700,000
land purchases. He was asked to recall certain events related to
those actions that had been discussed in prior testimony. Excerpts
from Vinci's testimony follows, first on the Menhaden plant site:

Q. ‘Did the authority purchase the property
for $1.4 million?

A. Yes, sir.

Q. At any time did you receive any
information that the individual who
sold the 'property ‘to the MUA had
himself purchased a larger portion of
property for $750,0002 B

A. I read in the papers that the purchaser. -
had purchased seven or some hundred
acres -of lands for, I - believe,
$750,000. '

Q. Did you read that before or after the
authority purchased that property? '

A. I believe it was during the authority's
consideration of the property.

Q. Did that raise any red flag to you that
the individual selling it to the
authority purchased a larger portion
for less money that the authority was
paying for twelve acres?

A. Not a great deal} sir.

Q. Why didn't it raise any red flag to
you? o
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Well, because, sir, it was reprecgented
te me by our seolicitor, Mr. Mead, that
the acreage that we were having
appraised was only the good portion of
the site, the usable portion; the
twelve acres was the only land that was
buildable and the 70 acres that we
acquired would be used for a buffer,
and the remaining wetlands were
worthless, :

Are you testifying that by excising
these twelve acres from 780 acres the
price increases from $750 ~-- $750,000
to $1.4 million?

I believe I said, sir, that, in keeping
with the conversation that I had with
Selicitor Mead, and that was that we
had appraised the portion of the site
that was usable, buildable, twelve
acres, and that the 70 some-odd acres
we were going to obtain besides that -
were to be used for buffers, .and the
remaining portion was wetlands, which
would have no value and probably cause
us trouble by trying to maintain
ownership.

Did the authority becard members select
Mr. Osadchuk to conduct the appraisal?

Yes, we did.

Based on Mr. Osadchuk's appraisal, did
the authority board members vote to
purchase...the Menhaden plant site, for
$1.4 million?

We voted to purchase the site based on
negotiated fee that Selicitor Mead had
brought back to the authority.

Did you place total reliance on Mr.

=Mead?

I placed a great deal of reliance and
credibility into what Mr. Mead brought
back to the authority. 1 always did.
I think Johh Mead is a man of great
stature and understanding. He's a
compassionate individual.

Did Mr. Mead vote on the selection of
Mr. Osadchuk?
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A, I don't believe Mr. Mead voted. he
represented to us that Mr. Osadchuk was
available to do the appraisal. I think
we entrusted and delegated Mr. Mead and
the Solicitor Fulginiti certain areas
in which they were responsible for
handling on behalf of the project. I
think one of those were to obtain
appraisers for the authority.

Q. Would you be surprised if I told you
that Mr. Mead doesn't know how Mr.
Osadchuk was selected?

A. To a great degree, 1 certainly would,
yes.

vVinci also testified about the value fluctuations on the
Jersey Cape Racgquet Club site:

Q. pid the authority purchase it for
$700,0007?

A. Yes, sir, we did.

0. Prior to purchasing it for §$700,000,

' did the authority hire Mr. Osadchuk to
give an opinion of value of $93,000 for
those two lots, and dld he glve a value
of §93,0007

A, I believe that Mr. Osadchuk rendered a
letter of opinion to us. This was done
in the seguence of the following:,
Initially, when we went into site
selection activity, we used municipal
assessments and we were crltlclzed for
not having more reflective land
figures. So what we thought was, at
least, this was represented to me, 1
think Solicitor Fulginiti indicated
that we should have, when you have
numerous sites involved, an opinion
from a qualified real estate appraiser
as to what a fair wvalue would be 1in
their opinion without going into an
in~depth appraisal, and I believe to
that extent Mr. Osadchuk did render a
letter of opinion. It was not a
detailed letter. It was done, as a
matter of fact, in a very short time,
and subsequent to that Mr. Hand did a
more detailed appraisal on the
property. '
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And was his appraisal for $407,0007

I believe it was, sir.

"And did Mr. Osadchuk report to the

authority that he believed that a fair

‘price for the property would be

$480,0007

I do not recall that, sir. It may very

well be, but I don't recall the
specifics,

And the authority purchased that

property for $700,000. Is that
Cerect?

Yes.

When Mr. Osadchuk advised you or
advised the authority that he thought
the wvalue was $480,000, did he also
advise you that he had been hired by
one of the owners of those two lots to
conduct an appraisal for them at that
very same time?

Ne, he didn't advise me, sir.

Did anyone question Mr. Osadchuk as to
how he changed his opinion of the value

of that property from $93,000 to
$480,0007

Sir, I think I tried to explain to you
in my previous answer in response to
vour question that we asked, and I
think it's fair to say, in a very
unigue fashion to have a letter of
opinion without the benefit of detailed
information, give us a letter opinion.

1 also know that, in speaking to our
solicitor, and I don't know whether I
discussed this with Mr, Osadchuk or
not, that he was using a per acreage

.residential value rather than

commercial value, and you could have a
difference there of four or five times
the value per acre.

. THE CHAIRMAN: What was the detailed

information he used for the 480 figure.
that he had not used for the 92,000
figure?.
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THE WITNESS: Sir, very simply, as I
said before, the letter of opinion was
something that was done in a matter of
days. I cannot answer accurately what
Mr. Osadchuk used to render the letter
of opinion or what he used to render
the detailed appraisal, but I'm sure --

THE CHAIRMAN: You have no idea?

THE WITNESS: I'm sure he did the
necessary work to do an in-depth
appraisal.

THE CHAIRMAN: What makes you sure of
that?

THE WITNESS: Well, by virtue of the
voluminous appraisal that he delivered.

MR. GEISLER:

Could you tell us how the authority
justified purchasing that property that
it had an appraisal for of $407,000 for
$700,000?

The justification, in my opinion, was
that during the negotiations Mr.
Osadchuk represented to the sellers the

authority was offering the appraised
value and he come back to the authority
and indicated that there was no

. movement, and that we had a decision to

make; either to go to condemnation or
to negotiate.

Was there anything preventing the
authority from condemning that
property?

To the best of my knowledge, no sir.

THE CHAIRMAN: Did anybody in your
authority or on your advisers ever
conceive of the possibility of hiring a
second appraiser, well gualified
appraiser? Did it ever occur to you?

THE WITNESS: Sir, I can only -=-

THE CHAIRMAN:  DPutting out all this
public money. :
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THE WITNESS: S8ir, I can only testify
in this instance, when we discussed the
Menhaden site, as I so discussed
earlier, I believe I represented to the
~authority, and I have a press release:
which I showed you on my last visit
here, indicating that I advanced the
idea of a second appraisal, and --

THE CHAIRMAN: Who rejected it?

THE WITNESS: It was not reljected per -
se. If you recall --

THE CHAIRMAN: Was it ignored?
THE WITNESS: Pardon?
THE CHAIRMAN: Was it ignored?

THE WITNESS: It was not ignored. It
was certainly considered.

THE CHAIRMAN: By whom?
THE WITNESS: By all of us,.
THE CHAIRMAN: &And it was turned down?

THE WITNESS: Not turned down. I think
the chain of events that unfolded, as I
pointed out to you on my previous
visit, those being the appraisal that
was brought to my attention by Mr.
Corson of Corson Real Estate and
subsequently the information that I
gave to the authority of that
appraiser, appraisal being done on
behalf of a c¢lient who was going to
purchase that property in the amount of
$1.9 million, I think that the second
appraisal did surface at that point,
sir,

THE CHAIRMAN: You knew wvery well the
1.9 contemplated a tremendous
development?

THE WITNESS: Neo, sir, I did not.

THE CHAIRMAN: Well, you should have.
THE WITNESS: I did not have the

occasion to review that appraisal of
$1.9 million.
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THE CHAIRMAN: Well, why did you accept
it?

THE WITNESS: I accepted it because our
solicitor was privileged the
opportunity to see that appraisal, and
it was done by the only M.A.I. in the
county, Mr. Vincent Lamanna. In my
opinion, Mr. Lamanna's credibility
stood high,

The Commission questioned Vinci on the failure of the
authority members, and particularly the chairman, to assume more
responsibility for the authority's actions:

COMMISSIONER DEL TUFOQ: You don't feel
your responsibility as chairman of that
authority was to inquire into the facts
and circumstances of the value of the
property and the public money that's
within your c¢harge to expend to buy
this property, you didn't think you had
to do that yourself or that the
authority members should do it?

THE WITNESS: Sir, I believe that I
exercised the best judgment to the best
extent I personally could have.

COMMISSIONER DEL TUFO: ~ You know Mr..
Ramagosa, don't you? '

'THE WITNESS: No, sir, I don't.

COMMISSIONER DEL TUFO: You don't know
Mr. Ramagosa? ‘ : '

. THE WITNESS: No, sir. I have never
met Mr, Ramagosa, as I so stated
before, and I believe the only member
of the authority that knows Mr.
Ramagosa, and he so testified, was Mr.
Gillian, who indicated he was in
business with him and that happened
after the purchase. Had I known that
prior to that, I certainly would have
make that public.

BY MR. GEISLER:
Q. Did you or any other authority member

request of Mr. Osadchuk that he come in
with a high appraisal? '
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A. Absolutely not.
- Q. Do you know of any reason why Mr.
_ Osadchuk would attempt to come in with
' ¢ a high appraisal?
AL Absolutely not.

"politics Over ﬁe:it“

Introducing the next episode, Commissioner Henry S. Patterson,
II, recalled that "the selection of authority members and staff
executives on the basis of partisan politics rather than proven.
merit was among the SCI's investigative findings." One example of
such findings was the political maneuvering at the Franklin
Township Sewerage Authority which enabled Albert Koszkulics to
switch from chairman to executive director of the authority.
Kodszkulics was a Republican leader in Franklin when he was
appointed as one of the five authority commissioners in 1975, at a
time when the GOP was in control of the township. He became
chairman of the authority a year later and subseguently began a
vendetta against the incumbent executive director which enabled him
to usurp that Job in January, 1979. (Koszkulicg resigned as
executive director of the Franklin Township Sewerage Authority in
August, 1982.)

Political Self-Prémotionj

The circumstances of Albert Koszkulics's self-promoted
transition from authority chairman - to executive director were
described by Dorothy Marold, the authority's administrative
assistant, under questioning by S8CI counsel Michael V., Coppola. In
addition to recording authority receipts and disbursements,
investing all funds and handling personnel records, she also
prepared the agenda for and kept the minutes of all authority
meetings. At the outset of her testimony, in connection with
Koszkulics's appointment as an authority commissioner, she
emphasized that in her township such appointments "are made by the
political party that's in power at the time.™

Koszkulics's Predecessor

Lawrence M. Getrber served as executive director of the
Franklin Township Sewer Authority for eight years before Koszkulics
replaced him. Since Mrs. Marold's job required her to report
directly to the executive director, the Commission sought her
opinion of Gerber's capabilitiese .

Q. During the eight yvears was he involved
in the day-to-day operations of the
authority?

1 A, He took an active . part. He:
participated and. went out on the
different various construction sites
and handled all the affairs of the
authority. :
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0. Was he interested in how the whole
operation worked, including the sewers,
the office, everything that went on in
that authority?

A, Yes, that's correct.

Q. What is your opinion as to  his
qualifications and competency when he
was the executive director?

A, I think he was well qualified and
competent.

Gerber's Pay Frozen

The move to force Gerber to resign so Koszkulics could replace
him began in the Spring of 1978, Mrs. Marold testified:

Q. All right. Now, directing youtr
attention to April 12th, 1878, did the
commissioners freeze the salary of Mr.
Gerber?

a, That's correct.

Q. I now show you what has been marked
C~70. Do you recognize C-70 as your
handwriting and notes of the meeting
that took place on April 12, *'78?

A, That's correct.

Q. Now, do those notes show and at that
meeting was Mr. Gerber's salary frozen?

A, Yes, that's the meeting.

0. Did Mr. Koszkulics, as chairman, chair
that particular meeting?

A, That's correct.

Q. and was the position of executive
director, the salary range frozen at a
level of 17 to 25,0007

A, That's correct.

Q. And was Gerber maklng 25,600 at that
particular time?

A, That is correct.
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¥
Q. Directing your attentien to December 6,
1978, did an agenda meeting take place?

A. I believe so.

Q. All right. On that date == I show vou
C-71. Do you recognize what C=71 is?

A. Yes.

Q. Is that vyour handwriting reflecting
what took place at the December 6
meeting?

A. That is correct.

Q. During that meeting did Mr. Gerber
express his intention to resign as of
December 31st, 19787 '

A. That is correct,

Q. Was Mr. Koszkulics present at that
meeting? :

A. Yes, I believe he was. Yes.

Q. All right. Do you know why Mr. Gerber
did, in fact, resign?

A. I believe he was upset that they had
frozen his salary. He felt that he,
you know, earned or should have gotten
a increase in salary. They also, I
think, had found fault with some of the
matters that he had handled.

Q. All right. 1Is it your opinion that the
salary was frozen because they wanted
to get him out of the position?

A. I would say so.

Gerber prepared a classified advertisement that ran in the
Newark Star-Ledger and the New York Times, advertising the
impending executive director vacancy. Ags a result, a "stack of
resumes" was received in the mail from applicants for Gerber's job.
Mrs. Marold gave the resumes to the authority's personnel
committee. However, she testified, the authority igneored the job
applications: '

Q. To your knowledge, did any of the
commissioners review those resumes at
any time, or interview anybody that was
listed on those resumes at any time?
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A, Not to my knowiedge that I saw.

Q. All right. And you were present at all
the meetings?

A, Yes, that's right.

Koszkulics Finally Gets Job

Mrs. Marold next testified that the authority gquickly hired
Koszkulics as executive director after pretending that it had
considered all the mailed-~in applications for the jJob. The
avthority also lied about the 1length of time it had spent on
Koszkulics's appointment after a public protest over its action.
Mrs. Marold's testimony:

Q. Did Koszkulics resign as chairman and

as a commissioner as o¢f January 2nd,
19797

A, That is correct.

Q. Was there a meeting of the commis-
sioners on January 3rd, 19797

A, That is correct.

Q. I now show you what's been marked
c-77. Do 'you recognize it as the
minutes of the January 3rd agenda
meeting, 1979 meeting?

A, That is correct.

Q. - At that meeting did the commissioners
recommend that a particular individual
be appointed as executive director?

A. Yes,
Q. Who did they recommend?
A, Mr, Koszkulics.

Q. Now, I am going to read some language
to you at the bottom of Page 1 of
C-77. This is language that you wrote
down spoken by Mr. King. "At this time
Mr. King said that the personnel
committee received nine resumes and
reviewed each one. He personally
delivered toc each commissioner copies
of the resumes; after reviewing all
resumes, &ll applications, realized he
overlocked a person with the most
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experience, Past Chairman Albert
Koszkulics, recommended that Albert
Koszkulics as executive director and

the board members agreed, felt he knew .
the township."

Now, did they, 1in fact, review any
resumes at that meeting? :

Kot in my presence.

"How much time was spent discussing the

position of executive director at that
meeting, January 3rd, - 19797
Approximately twenty minutes; would
that be fair to say?

I would say.

What time did that meeting end, by the
way? 10:547?

10:54.

Did there come a time after the January
3rd meeting that the commissioners made
a statement indicating that the January
3rd meeting had ended at 1:30 in the
morning?

Yes, at the regular meeting of January
8th.

Was Koszkulics present at that January
8th meeting?

Was that, in fact, the time that the

January 3rd meeting had ended, 1:30 in
the morning?

No, it ended at 10:54,

Did they say it ended at 1:30 in
response to criticism concerning the
appointment of Albert Koszkulics?

Yes.

pid they tell +the people at that

meeting that it ended at 1:30 and +they

spent a great deal of time discussing
the:appointment of ‘Albert Koszkulics?
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A, That is correct.

Q. That wasn't true, was it?

A, - No.

Q.' In fact, the meeting ended at 10:547
‘A, That is correct.

Q. And that's reflectéd in your minutes?
A. _fhat is correct. |

Pay Freeze Melts

Although Koszkulics's initial employment contract authorized a
‘salary of $23,000, or $2,000 less than the salary freeze imposed on
Gerber, the new executive director was granted around-the-clock use
of an automobile, In addition, a year later, the authority raised
his salary by $6,500 under a new contract whose generous terms set
" off another public protest. Mrs. Marold testified on these issues:’

Q. Now, I hand you what's been marked

' C-83, It is a contract, January, ‘80,
between Koszkulics and the sewerage
authority. Did they increase his
salary to $29,5007 :

A. That is correct.

Q. He got an increase of approximately
$6000 between '79 and January, 'B0?

A. 6500.

0. Okay. Was there any explanation given
regarding the salary freeze that thev
had previously instituted on the
position while Koszkulics was  the
chairman?

A, No.

Q. The terms of that contract found its
way into the newspaper; isn't that
correct?

A. That is correct.

Q. And, also, '~ in ' that January, *30,
contract he was given an automatic
increase of ten percent per year?

A. That is correct.
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Q. For a period of five years?

A. That is correct.

Q. Arid the contract states that he was
able to use a car, a sewerage authority
car, for personal use? It actually
said that? '

A. That is correct.

Q. And  once it made it into the
newspapers, did the commission do
anything with respect to the ten
percent automatic increase and the use
of the car for personal use?

A Yés. - Mr. Koszkulics had written a
letter and due to a lot of pressure,
the public, from the public.

Q. The 1letter came after the newspaper
articles?

_A. Right.

0. and they gave him a new contract?
A, Yes.l

Q. And they took ocut the ten percent?

A, The following month, and they took out'
the ten percent, right.

THE CHAIRMAN: What figure is the new
contract? :

THE WITNESS: There was no figure.
inserted. It Jjust said that each year
he would have the ©privilege to
negotiate a new Ssalary or an increase
in salatry.

BY MR. COPPOLA:
Q. Isn't 1t true the salary 29,500
- remained the same, they took wout the
automatic ten percent increase at that
time?
A. That is correct.

Q. Arid right now he's earning $33,500?
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That is correct.

Expense Vouchers Questioned

Public clamor over the terms of Koszkulics's employment as
executive director extended to authority expense accounts, as Mrs.
Marold testified:

Qo'.

A.

Now, were there also complaints sub-
mitted by the public regarding expense
voucher submissions by members of the
authority and the commissioners?.

Yes.

After the complaint came in, was there
a change in the manner in which
vouchers were submitted, that is, the
amount of the ~vouchers that were
submitted?

Yes.

- What was the change?

They were much lower and there were
very few coming in, expense vouchers.

Okay. Specifically with respect to
Mr. Koszkulics, did he at one time get
reimbursement  for &a lunch where he
claimed the expenditure as cementing
Polish relationsg?

That 1s correct.

Was there a clamor raised about that
reimbursement to him?

Yes, there was,

And after the outrage in the newspaper,
did Mr. Koszkulics then forward the
money back to the authority?

That is correct.

The Commission asked Mrs. Marold to  compare
performance with Gerber's in the executive director's post:

Qo

Al

What can you tell us about his work
habits as compared with Gerber's?

As compared to Gerber's, Mr. Gerber
participated, like I say, in all the
different aspects.

Koszkulics's
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pid Mr. Koszkulics?

No, no.

Is it fair to say he worked on ﬁhe:‘ ’“l

average of 25 hours a week?

 Yes.

Koszkulics that is.

Yes.

Is it also fair to say that; when he
wasn't in your office, he would tell .
you that you could reach him at home?
At times.

Now, did you have additional work -
during that year, January, '79 to.
January '807?

Basically, investing of the funds.
And Mr. Koszkulics told ydu to do that?

I just assumed, ‘They never -~ he never
asked about it.

When Mr. Gerber was exeéutive director,
ign't it true Mr. Gerber . actually
invested funds? : : :

Right.

Now, is Mr. Koszkulics supposed to
supervise you?

Yes.
Does he supervise you?
No, not really.

Based on the work that he does; is hé
needed at the authority?

Let's put it this way: We operated a
full year without an executive director

at one time.



=153~

"I Don't Need to do Anything"

G. Joseph Lanc¢sak, veteran field supervisor at the Franklin
Township Sewerage Authority, was the next witness. He also was
asked to compare Koszkulics's performance as executive director
with Gerber's. At one point he testified that Koszkulics told him
as long as Lancsak was on the job, "I don't need to do anything."
Lancsak's testimony initially concerned his relationship with
Gerber: ' '

Q. Is the field supervisor supposed to
work closely with the executive
director on the day-to-~day operations
of the authority?

A, Yes.

Q. What kind of working relatidnship did
vou have? Was it good or bad?

A. Very good.

Q. When you say, "Very good," coculd you
tell us how he became involved in the
operation of the authority and with you
in your position?

a, Mr. Gerber got very much ipnvolved in
all phases and operations, functions,
and building, field work, whatever. He
had -- very knowledgeable.

Q. Did he have an understanding of the
operational and technical aspects of
the collection of sewage in Franklin
Township and the way your system
operated?

A, Very much so.

Q. In December, '78, isn't it true that
Mr. Gerber left the authority? '

A, Yes, 8ir.

Q. Do you know why he left? 1I'll rephrase

the question. Did politics have
anything to do with him 1leaving the
job?

A. I would say, ves.

Q. Isn't it true that the commissioners
froze his salary?

A, Yes, sir.

XXX
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Now, did there come a time when Mr,
Kogzkulics replaced Mr. Gerber as the

" executive director?

‘Yes, sir.

"January, 19792

I believe it was January
bid you know Mr. Koszkulics?
Most of my life.

He was a commissioner since 1975; is
that correct?

Yes, sir.
X X X

Now, after he became . executive
director, did he ever have a
conversation with you about you maklng
his job easier?

Yes, sir.
What did he say teo you?

He came to my office and I wanted to
show- him the functions,; just what we
do, and he said, "Joe,™ he says,’
"you've been here a ong time, I don't
need to do anything. Yeu're not going
to. be retiring or leaving." He says,
"I'}¥1l always have. you here.™

‘aPter he was
some: political

Did: he al
appointed  tha
influence in; th

Yes, sir. .
Do you remember what heé told you?

He told me he's: very influential and
that he had control of some: board
members. and: he'd: get what he wanted:. '

Was it your understanding that board:
members  were: the members of the:
sewerage authority? '
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I assumed so.

Is Koszkulics supposed to supervise
your activities?

Yes, sir.
Does he?
Very little,
X XX

Now, since he took over, have your re-
sponsibilities increased or decreased?

Increased.

Is the increase due to new work or are
you doing someone else's work?

I would say doing someone else's work.
Whose work are you doing?
I would say, the executive director.

And the executive director is Mr.
Koszkulics?

Yes, sir.,

All right. What work of his are vou
doing?

I get the planning and =zoning prints
and whatnot and make an evaluation of
them, whether there's sewer accessi-
bility or whether it goes to engineer-
ing. I make a report on it and I've
given it to him and he would, in turn,
look it over and put it in his words

and give it back to the board.

Okay. When Mr, Gerber was the execu-
tive director, did he do that work?

Yes, sir.

Now, during your coffee-break discus-
sions or at any other time does Mr.
Koszkulics indicate to vyou that he
understands what's going on at the
sewerge authority? Is he knowledgeable
or isn't he knowledgeable?
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I would say not very knowledgeable.
Mr. Michael King. He's a commissioner?
Yés, sir.

If I were to tell you that he gave Mr.
Koszkulics the credit or the praise for
keeping the sewer rate at $85 a year,
would that be a fair statement, that
Mr. Koszkulics is responsible for keep-
ing that rate at $85,

In my opinion, no.

Why not?

Mr, Gerber, our engineers, projected
this system vyears back, and from my
knowledge the rate of developments and
whatnot come, and they're coming into
the township, are projected up till
1982, and there 1is very 1little new
stuff coming in.

So, Mr. Koszkulics had nothing to do
with Setting the rate at $857

I would say, no.
The rate was set years ago?
Yes, sir.

Mr. Koszkulics has claimed before the

‘State Commission of Investigation that

the ‘work of ‘the authority merely
involves pipe sizes, designing pumping
stages, measurement, all of which the
claimms were elementary to him. Did he
ever  demonstrate . ‘to: you that he
actually comprehended the operation of
the sewerage authority?

No, Sir.

Do you ‘have any examples that you could
give us that would demonstrate his lack
of understanding of engineering
principles? ‘Would -it +©refresh wyour
recollection to speak of p.s.1i. gquages?
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Yes. Over the past three and a half
years he's been there, he had us
install p.s.i. 9guages in our 1lift
stations.

Did you tell him prior to the time that
they were installed that they were a
waste of money?

His explanation what benefit they would
serve and whatnot, I couldn't
understand it. I did say it was a
waste of money.

All right. What they do is measure the
flow of pressure on the intake and
outtake valves of the pump station?

Yes, sir.

Do you keep a chart of the readings
that you get from the valve, the intake
value? Do yvou recognize that?

Yes, sir.

Does the chart indicate the
measurements for the intake wvalve. are
zZero?

They all indicate zero on this chart.

Is that because you always get a
reading of zero on the intake wvalve and
you don't need to £f£ind out how much
pressure is going in there?

Yes, sir. On intake we got no readings
whatsoever.

You told him that prior to the time he
had those valves put on there or the
gauges put on there?

I told him I didn't think it would
work.

And vyou get a reading of zero all the
time?

Yes, sir.
Mr. Koszkulics claims he supervises the
whole activity of the operation. Does

he supervise you?

No, sir.
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Self-Promoter Testifies

Koszkulics, the next witness, gave his version of the events
which led to his replacement of Gerber as the Franklin Township
Sewerage Authority's executive director. His political background
was one topic of his testimony: '

0. Were you active politically at the time
: you became commissioner?

AL Yes, I was.
Q. And in what fields, in what activities?

A} Well, T had been a committeeman in the

district and I had been president of
the Franklin Township Republican

Organization as well.

0. What party was in control at the time-
you became a commissioner?

A. At the time I became a commissioner it
had to be the Republican Party of which
I was a member,. '

0. Why do vyou think it had to be the
Republican Party?

A. I'm sure I wouldn't have been appointed
otherwise.

Koszkulics also was asked about the 1id that the authority
placed on Gerber's salary:

0. There has been testimony that the
executive director salary was frozen in
1978. Is it not true that the
personnel committee of the authority
made that recommendation to the
commission and that you were chairman
of the authority at the time the
recommendation came in? '

A. I might question with respect to the
word "frozen" as we did not establish
that fact by resclacion.

Q. Isn't it true that the salary was given
a range from 17,000 to 25,000 as
reflected in the agenda minutes taken
by your administrative assistant,
Dorothy Marold? ' '
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Number one is the reason for that was
that is the highest post in the town,
and recognized as such even today is
that of the township manager who
supervises approximately 200 people. I
may be off a bit, and the reason he was
told and advised that -- he was
represented by counsel at the time, I
may add, that the authority was not
inclined, after due deliberation, to
grant a ralise which was substantially
higher than that of the township
manager. Of course, we were already,
let's say, talked to or had been
suggested that we do not permit a
situation of that sort to occur.

So 25,000 was a cap in view of the
township manager salary; is that what
you're telling us?

Which was essentially correct,
What was the township manager's salary?

At the time I don't know, but it was
less than Mr. Gerber.

Isn't it true that that salary range
was set in order to get Mr. Gerber out
of the position?

Not true, sir.

Was it felt at that time that that.is
what that job was worth, $25,0007?

I cannot honestly make that judgment
because a job is worth, is dictated by
many factors, the times, the wvalue of
the job. We felt that he will progress
in his position, that is the director
at that time, but not beyond that of
the manager at the time because the
public was somewhat sensitive to issues
already at that time.

They were sensitive to salary issues at
that time?

It was not a permanent freeze, I would
like to make that clear. There was no
such resolution adopted.
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Koszkulics said Gerber's resignation came as a "surprise" but

that he was

continued:

Q.

not particularly sorry about it. His

When did you become aware that Mr.
Gerber was going to resign? '

If I recall, sir, it came rather as a
surprise, because we did not ask for

his resignation. He had a work "~

agreement which extended five years and
I believe he had three-and-a-half years
exhausted of that time?

When did you become aware that he was
going to resign?

I don't remember the exact date, but I

believe December prior to my own

appointment.

Would it be December 6 at the agenda
meeting?

That is when he presented his
resignation, it wasn't a meeting that I
can recall, yes.

X XX
On December 6, Mr. Gerber told you and
other members that he was going to
resign effective December 31; is that
correct, 19787
That would be correct, sir.

Pid you find the position of chairman
of the authority challanging?

Well, I sort of liked the idea, I mean,
as I recall.

Did you enjoy the position as chairman?

I did enjoy it, yes, I did.

Were you sorry to see Mr. Gerber leave?
I'm under oath, not particularly.

Did you have aspirations for his job?’
Never.

Never?

testimony
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Gerber's replacement as executive director,
never reviewed any of the applications that resulted from the.
He explained that in the meantime other members of
"orevailed upon me to consider the job myself."

advertisement.
the authority had
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No, sir.

You resigned from the position of
chairman as of January 2nd, 1979: isn't
that correct?

That is correct.

That was prior to the appointment of an

executive director to succeed . Mr,

Gerber; isn't that correct?

© That is correct.

Between December 6 the time he told vou
he was going to resign and January 2,
1979, did you have any discussions with
other members of the authority
regarding vyou getting the Jjob of
executive director? :

Initially, ncot because I was not per-
sonally interested in it, I 4id not
seek it. In fact, it was my recommen-
dation that we advertise, for the first
time incidentally, for a director. It
was never done before that time.

he claimed responsibility for advertising
Koszkulics

Further excerpts from his testimony follow:

Q.

A.

When did they prevail upon you to
accept the job of executive director?

It had to be very close te the day of

my resignation.

January 2, 1979?

I'm not sure, but very close to the day
of my resignation.

Now, you know that they discussed the
appointment of a new executive director
at their January 3 meeting and you're

"telling us now that they talked to you

about the ©position, they tried to
prevail upon you prior to the meeting
selecting somebody.

said he
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Again, they may have mentioned this to

me, but I don't fully understand that

question, sir.

All right, the duestion is this:i Prior
to January 2, 1979 the date that vyou
resigned as chairman, did you discuss
your appointment as executive director
with the other commissioners or anyone
on behalf of the commissioners?

'I'd have t6 say that might have been

discussed, but as I say I refused the

.appointment on several occasions. I

wasn't interested.

You may have refused, but you did have -
discussions; is that true? o

We had a few discussions with the
personnel committee,

X X X
Who did ... prevail upon you?

Well, again, this ¢alls for a slight
explanation. Number one is the
authority was almost comprised entirely
of new members, five commissioners, I
was the oldest one in terms of service
and T was the only one intimately
familiar with every frame of the job at
the time because I lived through desig-
nation, through debt, unfortunately or
through Tresignations, - The commis~
sioners were all new and frankly, and I
must say it with some modesty, that
they felt that I should stay on or
because I was familiar with the jobs,

the applicationg and ‘the current

business of the authority, and in that
situation ultimately it made everv
sense,

They appointed you or recommended that
you be appointed oh Januvary 3, '79 at
an agenda meeting; is that true? '

Ssir, this is not embedded in my memory
bank exactly when it was recommended.
They prevailed upon me, ves, to accept
the job. :
Did you submit a resume?

Yes, I did. First one to do so, I
believe.
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Koszkulics was also guestioned about his  $6,500
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When did you submit the resume?

Oh, must have been few days before my
appointment, I suppose. I submitted a
similar one to the town because 1I
almost became town manager myself.

Do you remember?

When? Have to be in January, sir, I
don't remember exactly what date,

After you resigned as chairman?

After I had indicated that I might
consider, yes. I hope you don't hold
me to any moment. I do say I gave a
resume and I don't know exactly what
day I gave it to them.

Well, I show you what's been marked
C-79; is that a copy of the resume that
you submitted?

Yes, it seems to be, vyes, sir.
And on the second page you indicate

that you had resigned as chairman as of
January 2, 197% on your resume? .

I said sometime in January, I wasn't

sure, but if it says so, it says so.
It's your resume.

Yes, it is my resume.

increase and other contractual benafits:

Q.

Now, vou were hired at a salary of
23,0007

Yes, sir.

A year later you were given an increase
to 29,500. What happened to the salary
freeze or the salary scale?

What happened, number one, is I
accepted the job for 3000 or 3500 less
than my predecessor, and we had an
agreement, more or less, that we'll
discuss it in six months, and I did not
press that issue.

salary
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We discussed it another year, and I
should point out at this time, for the
benefit of this Commission, that TI-
offered my resignation to the Township,
a signed reésignation -- if I do not fit
the bill, ask for my resignation, I'll
say good day to you in grace and
depart.

They haven't done that in three-and-a-
half years.

XXX

So in one year you were given a salary
increase of over 36,0007

I believe s0.

With an automatic increase of ten
percent per year and use of a car for
your personal use for 24 hours? '

I can't accept your terminology of
personal car. It was used entirely for
business, even when I had the car, it
was never used after my -- unless it
was for official business.

But the terms of the contract gave you
the car for personal use?

If it so says, but I did not use it for
such,

CHAIRMAN LANE: You know that's in the
contract, don't you?

THE WITNESS: I believe I do, sir, yes.
CHAIRMAN LANE: Let's not gquibble,

pPidn't that information hit the papers
that you were going to be given an

automatic increase of ten percent and

the use of that car for 24 hours?
That did hit the papers.
And after it hit the papers the ten

percent was taken out by the Commission
along with the car for 24 hours?
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A, I beg your pardon. I requested it be
taken out, myself.

Q. You requested that it be taken out?
A. I requested it.

Q. after it hit the papers?

A, Yes, sir.

Koszkulics also was questioned about reimbursements he made to
the authority for lunches that he had put on his expense account:

Q. Is it not true on one occasion,
specifically in November of 1980, you
took two individuals to 1lunch and
charged it to the authority as
cementing Polish-American relations?

a, I'm proud to respond to that with .a
positive yes.

Q. You submitted a voucher for
reimbursement for the authority for
that?

A, I did.

Q. And 4did there come a time when you then
reimbursed the authority out of your
pocket for the money that the authority
had given you?

A. For the same reason, yves, but if I had
the same opportunity I would not have.
It was a legal expenditure and quite
proper.

Former Director's Testimony

Gerber, the final witness in the Franklin Township episode,
was executive director of the East Brunswick Sewerage Authority at
the time of his public hearing appearance. He spoke as a graduate
of Newark College of Engineering, as a member of the New Jersey
Water Pollution Control Association, as an adviser on sewerage
plant operator training and licensure and as an officer of the
Authorities Association of New Jersey. He was gquestioned about
certain of the events which resulted in his displacement as
executive director of the Franklin Township authority:

Q. Now, did there come a time in April of
1978 when your salary was frozen at
$25,0007? '
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That is correct.

Do you have an copinion as to why your
salary was frozen?

Yes, I do.
What's that opinion?

Well, earlier that year, the beginning
of the year, the end of the previous

‘year, the attorney for the authority .
came in the office and spoke with me -

and told me that he had been assigned
by the board to investigate my
activities and my contract to determine
if there was any way that 1 can be
discharged for cause for not living up
to my contract. He showed me a draft
letter that he had written back to the
authority indicating that he had, in
fact, conducted the investigation and
found no reason to have cause against
me for anything at all.

Do you think the polities in Franklin
Township had anything to do with vour
salary being frozen in April of '787?

I would think that that would not be a
wrong assumption to make.

CHAIRMAN LANE: Excuse me, prior to the
attorney talking to you as you have
related, had you heard any complaints
about vyour work, any objections been
make to any of the things you did in
the operation of that plant?

THE WITNESS: Ne, sir.

X X X
Did there come a time when you learned
that Koszkulics was chosen for the 10b
of executive dlrector'>
Yes.

X X X
Now, do you have an opinion -- weill,

are you familiar with Mr. Xoszkulics
while he was the commissioner?
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Yes.

And could you describe briefly your
dealings with him when you were the
executive director and while he was the
commissioner regarding the technical
and operational aspects of the sewerage
authority?

I was 1left alone by him with the
exception of at meetings when business
was ~discussed. I was unable to
communicate with him at his place of
work. He did not, as other chairman
had done in the past, contact me on a
daily or semi-weekly basis with regard
to operations of the authority.

Was there a newsletter involved in
certain aspects of your relationship
with Chairman Koszkulics?

I had offered to write a weekly

newsletter to the board outlining

activities during each and every week.

I believe that I wrote two or three and

the board suggested that I stop. It

was a practice, which I have continued, -
however, both at Western Monmouth and
at East Brunswick.

Based on the gqualificaticns that are
set forth in that classified ad, do you
feel that Mr. Koszkulics met those
qualifications in 1979 when he was

.appointed.

I do not.
and what do you base that opinion on?

My familiarity with Mr. Koszkulics
since about 1963. My knowledge
basically coming from him of his job
experience,

X XX

What 1is your present salary at East
Brunswick?

Over $35,000 a year.
What was your salary in 1978 when you

left the Sewerage Authority in Franklin
Township?
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A, $25,600.

: COMMISSIONER FERANCIS: Mr. Gerber, how
- does the East Brunswick plant for which
you are executive director compare with
the Franklin Township plant for which
you were executive director, in size,
- scope, complexity?

THE WITNESS: Very, very Similar. Both
East Brunswick and Franklin Township

are c¢ollection agencies. Both have
- approximately 200, - 250  miles of -
collecter sewers. I have 15, 14

pumping stations in East Brunswick.

I believe I had 11 when I left Franklin
Township. An awful lot of the sewer
construction in both communities was
done by developers completing housing
proijects.

Kickhacks on Chemical Purchases

The next public hearing episode was described by Commissioner
Patterson as "a direct example of the S8CI's 1liaison with the
Attorney General's office.” The Commissioner noted that the
primary witness, a sewerage plant superintendent, was in the
process of pleading to a bribery accusation and that "as wnart of
that process he is being reguired to recite his activities in full
this afternoon." This case was among a number of matters referred
to the Attorney General's office during both the Commission's
investigation and public hearing.

Robert Rogove, the plaht superintendent involved in this
episocde, worked for the Township of Ocean (Monmouth County)
Sewerage Authority for 15 years. He admitted during his testimony

.. that he had accepted thousands of dollars in kickbacks from a

~-salesman by the name of Arthur Cohen and from two unidentified
" chemical companies and that he purchased . twice as manv barrels of
. chemicals as his plant actually needed during 1975-1980.
~ Paradoxically, the chairman of this authority during his testimony
"~ contended that it wasn't until he listened to Rogove's public
- hearing revelations that he realized the existence of a kickback
_Scheme. ¥Yet this authority had been alerted in early 1980 by an
independent auditor that there were suspicious "similarities" of
“invoices, bank accounts and other financial data which indicated
irregularities in purchases. The authoritv reacted by reaquirinag,
for the first time, full compliance with the State bid laws in the
purchase of chemicals. In the latter part of 1981 it reorganized
its office staff. In early 1982 it dismissed its auditor. Rogove
~did not submit his resignation as the ~authority's plant
superintendent wuntil July 9, 1982, only 18 days before the
Commission's public hearing. o S .

§
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The Auditor's Alert

The independent accounting firm employed by the Township of
Ocean Sewerage Authority was Sidney Binder and Co.
The first witness in this public hearing episode was Thomas P.
a staff auditor for the Binder firm,
first discovered irregularities in the authority's accounts.

McDaniel of Eatontown,

testimony, in part:

Q.

In February of 1980 were you working on
a fiscal 1979 audit of the Township of
Ocean Sewerage Authority?

Yes, I was.

Did you observe anything unusual when
vyou were working on this audit?

Yes, there were some striking similari-
ties in a number of different chemical
vouchers which were paid for wvarious
chemicals which seemed to be quite
relative.

Could vou tell us what you learned of.
during your audit?

Well, during the audit we ran across
several wvouchers, like I said, that
were for the purpose of payment of
chemicals. These vouchers apparently-
were originating from the same source
using the same typewriter. There were
similarities on the actual invoices
that were relative to the wvouchers and
addresses were similar, telephone
numbers were similar. 2And then when we
examined the canceled checks, we
noticed that all of the checks were

going into one or two similar bank

accounts,

But they were all different companies;
is that correct?

Yes, there were five different ones all
together, T believe.

Do you remember the names of those
companies?

Yes, well, right off the sheet here
there's Hart Chemical Company, A&artco,
Jafco, International Research and
Northeast Labs.

of Long Branch.
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As a result of your discovery what, if
anything, did you do?

Upon hotice of all of this I gathered
together all the information I could at
the authority and I brought it to the
attention of my superior; Ted Panis.

What did Mr. Panis do?

He then confered with the senior
partner, Sydney Binder and they had a .

meeting at the authority offices which
there was a private meeting. I believe
it was entitled perscnnel matters or
whatever so that only the authority
members would be involved.

Who was in charge of ordering chemicals
for the Township of Ocean Sewerage
Authority during the vear which you
discovered the problem?

To my knowledge, the only one who could
actually order anything relative to the
operation of the plant, namely
chemicals, would be the plant
supetrintendent, that would be Bob
Rogove.

Is your firm still the accountant for
the authority?

No, we've been dismissed since that =-
Since what?

We've been dismissed since, well, we
did our last audit ... was for the

year November 30, 1981.

And do you know why vyour firm was
dismissed?

There's no one reason that I can
substantially say.

Rogove's Kickback Disclosures

Robert

Rogove techhically was still the Ocean

Township

Sewerage Authority's plant superintendent at the time of his public
hearing testimony since his resignation was not effective until
July 31, Before SCI Counsel Geisler began questioning him the
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Commission announced that "the record should reflect that Mr.
Rogove is testifying pursuant to plea negotiations” at the
Attorney General's office, to which the case had been referred by
the SCI.

Rogove testified at the outset that little or no attention was
paid to his purchasing practices prior to 1980, that authority
members signed checks for chemical supplies "automatically" and
that he was never questioned about his purchases. Excerpts from
his testimony follow:

Q. Did the authority members show any
interest or concern in the operation of
your plant?

A. No. May I qualify that, please?

Q. Yes.

a, As long as the plant was operating and
there were no complaints from the state
or the federal government they had no
interest, as 1long as the thing was
operating right.

Q. Did there come a time in February of
1980 when the accountants discovered
that there was a problem involving the
purchasing of chemicals?

A. Yes.,

Q. What was the problem?

A, That they were purchasing too much over
the bidding laws and were purchasing
from one company.

Q. Who was the seller of those chemicals
involved (in} this problem?

A, (No response.)

Q. Was it Arthur Cohen?

a, Yes,

Q. How long have you known Arthur Cohen?
a. Since 1972.

Q. I show you C~-10, do you recognize those

names as any of the names of companles
used by Mr. Cohen?
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Yes.

Could you tell us which ones, which
companies you did business with at the
Township of Ocean Sewerage Authority?

International . Research, Artco,
Northeast Laboratories, Jafco, Hart
Chemical and I think Global Research.

Cohen Kicked Back 20 Percent Cash

Q.

Q.
A.

Q.

Did you have any agreement with Mr..
Cohen involving vyour purchasing of.
chemicals from Mr. Cohen during the
years 1975 to 19807

CHAIRMAN LANE: Whereby you gained some
benefit?

THE WITNESS: Yes,
What was that agreement?

That he would pay me 20 percent of the
cost of the chemicals.

How did you enter into this agreement?
Verbally.

When did it ocgur that you entered into
it?

In 1975,

In what form did you receive the 20
percent?

Cash.

Where did you receive the cash, what
locations?

At the sewerage authority.

In relation to orders you placed with
Mr. Cohen, when did you receive the
money?

At the time of placing the order.

Did you receive cash every time you
placed an order with him? :
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A. Yes.

Q. What did you do with the cash after you
received it from him?

a, I deposited it in the bank.

Q. What bank was that?

A, Garden State Bank.

Q. bpid you invest it later?

A, Yes,.

Q. Where did you invest it?

A. In mutual fund and money markets and
stock.

Q. What types of <chemicals did yoﬁ
purchase from Mr. Cohen?

A, All types.

Q. Could you give us some of the types of
chemicals you purchased from him?

A. Enzymes, sewer cleaning compounds,
ligquid 1lime, and general cleaning
chemicals.

Q. Did Mr. Cohen ever hid for any of the
chemicals that he sold to the Township
of Ocean Sewerzge Authority prior to
19807

A. No.

Purchased Twice As Much As Necessary

Q. Did you purchase more chemicals than
were needed to operate the plant from
Mr. Cohen?

A, Not really.

Q. I show you a copy of your transcript

from an Executive Session hearing on
July 22, 1982, directing your attention

tc the question on line 15; "Did you
purchase excess chemicals" =-- the last
part of the question. Answer: "I

‘would say enzymes are purchased more

than we normally used.”
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Question, 1line 20, "How much more d&id
you receive than you normally use?
Answer, "Maybe twice as much."”
That's right.
Is that correct?
That's correct.

So you did purchase more chemicals than
you needed from Mr. Cohen?

Yes.

In order to rid yourself of the excess
chemicals you purchased, how did vyou
get rid of them?

We just used more.

Circumvented State Bid Laws

Q.

A.

Q.

aA.

Q.

You knew Mr. Cohen was using all five
companies when you purchased from him,
did you not? You know all those five
companies were basically Mr, Cohen; is
that correct?

Right.

Did the authority board members who are
authorizing payments know Mr. Cohen was
using these five companies?

Not t¢ my knowledge.

Did you ever tell them or did they ever
ask you?

No.

Why did you purchase from Mr. Cohen
under the five different companies?

He thought 1if we spread the thing
around it wouldn't be illegal.

Did he also think he wouldn't be
discovered? ' '

I imagine so.
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"COMMISSIONER DEL TUFO: By 1illegal
you're talking about the bidding laws,
circumventing the bidding laws of the
state?

THE WITNESS: Yes,

Q. Whose idea was 1t to use tha five
different companies?

A, His.

Q. Who selected which of the five
companies you would purchase them from?

A. He did.

Q. Did you purchase the same chemicals
from all five companies?

A. Yes.

Q. Were they all the same product even
though the name had been changed?

A, Yes.
Q. What were the main chemicals in terms
: of amounts that you purchased from Mr.
Cohen? .

- A. Enzymes, lager lime and sewer
‘ compounds.

Sales, Kickbacks Charted*

mn

::One‘Day

Q. I show you a chart marked C~9 which was
prepared by accountants of the SCI
pursuant to material received from the
Township of Ocean Sewerage Authority.
It represents purchases on a one-day
period on November 28, 1978,

CHAIRMAN LANE: These are purchases on
one single day?

MR. GEISLER: Yes.

Q. (It) reflects, first of all that vyou
purchased - the Ocean Township
Sewerage Authority purchased chemicals
from Hart Chemical Company 100 pounds
of enzymes, 55«gallons liquid lime

ee art, next page.
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1.

2.

3.

ARTHUR CCHEN'S

COMPANY NAME AND ADDRESS

HART CHEMICAL CO.
P.0, Box 13
Robbinsville, M.J.

INTERNATIONAL RESEARCH
P.O, Box 4
Levittown, P.A.

ARTCO

7 Meadowview Drive
Cranbury, N.J.
{East Windsor Twp.)

JAFCO CHEMICAL RESEARCH

P.O,. Box 167
Hightstown, N.J,

100
55

100
55

100

100

SALES TO TOWNSHIP OF OCEAN SEWERAGE AUTHORITY

ON ONE DAY...NOVEMBER 28, 1978
PRODUCT cosT
1bs. ENZYMES $ 795.00
gal. LIQUID LIME 1,087.25

31,892,325
1bs. ENZYMES 800 $ 995.00
gal. LIQUID LIME LAGER 1,097.25

$2,002.25
1bs. ENZYMES $ 995,00
1bs. SUPER ENZYMES 750 $ 995.00

$5,974.50

ROBERT ROGOVE'S KICKBACK x 20%

$1,194.90

CERTIFYING SIGNATURE

M, Hartin,_Sales Manager

S. LoBianco, Office
' " Manager

A. Berger, Manager

Art Colien, Office
Manager
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paying $7.95 for the enzymes for a
ligquid lime for a total of $11,907.25.
Hart Chemical was Mr. Cohen's company;
is that correct?

That's right.
And yoﬁ knew it was Mr. Cohen on the

date you purchased it from him on that
date; is that correct?

Right.

The second purchase on that date was
from International Research in
Levittown, Pennsylvania; is that
correct?

That's right.

And you purchased 100 pounds of enzymes
at 9.95 a pound from International
Research and 55-gallons 1liquid 1lime
lager at 19.95 a gallon; is that
correct?

That's right.

You paid two different prices for those
chemicals; 7.95 a pound and 9.95 a
pound; is that correct?

That's right.

And what is refzrred to as liquid lime.
and liguid lime lager in both instances
was the same substance; is that
correct? '

That's right.

You made a third purchase from Artco in
Cranbury, New Jersey with a mailing
address of Cranbury; is that correct?
That*s right.

That was also Mr., Cohen; is that
correct?

That's right.
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You know that even though there were
several different addresses used they
were all Mr, Cohen?

That's right.

You purchased 100 pounds 6f enzymes at
9.95 a pound for $995; is that correct?

That's right.

These were the same enzymes that you
had purchased from Hart Chemical and
International Research; is that
correct? :

That's right.
And you made a fourth purchase from

Jafco Chemical Research in Hightstown,
New Jersey. Again, this was one of

Mr. Cohen's companies; is that correct?

That's c¢orrect.

And you purchased 100 pounds of super-
enzymes-750 at 9.95 a pound for a total
of 8995; is that correct?

That's right.

And all these sales were from Mr.
Cchen, they were all the same substance
enzymes and lager lime purchased under
four companies for a total of
$5,974.50; is that correct?

That's right.

And you received 20 percent of that
sale; is that correct or $1,194.,907

That's right.

CHAIRMAN LANE: When did you receive
that 1,100 odd dollars? S

THE WITNESS: When the order was

placed.
CHAIRMAN LANE: On the date that

appears on that chart?
THE WITNESS: Yes, sir.

CHAIRMAN LANE: In cash money?
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THE WITNESS: Yes.

Five Years' Chemical Sales Charted*

BY MR. GEISLER:

Q. Mr. Rogove, I show you a chart prepared
from the records of Township of Ocean
Sewerage Authority regarding sales (by)
Mr. Cchen, the five Cohen companies
that you have identified. Have you
seen this chart before?

A, Yes.

Q. Do you agree with the figures on the
chart?

A, Yes.

Q. The c¢hart indicates that for a five
year period, the fiscal years 11-30-76
to 11-30-80 vou purchased 12,100 pounds
of enzymes. 12,100 pounds of enzymes
for 596,560 and purchased other
chemicals in the amount of $51,600; is
that correct?

A.  That's right. .
- 0. For a total of $148,160; is that right?
A | Thaﬁfs right. | .
Q.;.‘And you purchased them from Harf,

International Research, Jafco Chemlcal,
Northeast Labs and Artco? .

A. That's right.

0. All basically Arthur Cohen. Is it not
correct that every year since 1976,
just in the purchases of enzymes alone
the Township of Ocean Sewerage
Authority was violating the bidding
laws of the State of New Jersey; 1is
that correct?

A. That's correct.

*See Chart, neXt Page.
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FISCAL YEARS
ENDED

11/30/76
¥1/30/77
11/30/78
11/3 0/5.9_.
11/30/80

COMPANY NAMES USED:

SALES BY ARTHUR COHEN'S COMPANIES
TO

TOWNSHIP OF OCEAN SEWERAGE AUTHORITY

SALE OF ENZYMES SALE OF OTHER
QUANTITY AMOUNT CHEMICALS
{ LBS)
2,000 $15,000 $5,232
2,700 $20,250 _ $5,143
3,300 $26,145 $5,992
800 $ 6,750 ) 515,873

HART,'INTERNATIONAL RESEARCH, JAFCO CHEMICAL, NORTHEAST LABS AND ARTCO.

“POTAL
- SALES

$20,232
$25,393
$32,137
$47,775

$22,623
$148,160:
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Authority's Reaction Was Mostly Inaction

Qo

Q.
i\

0.

During the years that this was
occurring, did any authority member or
consultant to the authority question
you about the chemicals you were
purchasing or what you were doing?

No.

Who authorized the payment for the
purchase of all these chemicals; was it
the same two individuals that vyou
mentioned sarlier?

The authority, ves.

When this was discovered by the
authority's accountant in 1980 and
brought to the attention of the
authority board members, did you meet
and discuss the situation with them?
Yes.

Could you tell us what, in substance,
ceccurred when you met with them?

Well, they were informed that they were

going over the bldding laws, and they .

decided .at that - time to put all
chemlcals out to bld - o o

Did they do anythlng ‘else?
No.

Did they ask you if the chemicals you
were purchasing were necessary?

They asked me that, ves.

Did they rely totally on your statement
that they were?

Yes.

Did they dismiss anyone as a result of
the situation they discovered in 19807

No.

Did they dismiss the accounting firm
who discovered the situation?

Subsequently, ves,
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0. Was it as a result of this discovery?

A. I don't know, you know, I had no
knowledge of what they did for them.

Q. Did the authority conduct any
investigation of the situation?

A, Just an informal.

Q. and the informal investigation merely
consisted of asking you what you were
doing; is that correct?

A, That's right.

Kickbacks From Other Sources

Q. pid you receive any kickbacks from
other chemical companies totally
unrelated from Mr. Cohen?

A, Yes.

Q.  Totally unrelated to Mr. Cohen,
rather. Were these chemical companies
selling chemicals to the Township of
Ocean Sewerage Authority?

A, Yes.

0. What percentage d4did you receive from
these =~ how many other companies did
you receive kickbacks from?

A. Two.

Q. What percentage did you receive from
each of those companies? '

A,: Ten percent.

" o.. Did_youm;eceive.it in. cash.
A. . Yes.

0. Didfy¢u{reéeive:it in the Same_fashibhf

~that you received it from Mr. Cohen? '

A. That's right.

Q. Mr. Rogove, I show you chart C-7.% At

the reguest of the Commission, because

¥See Chart, next page.



-l83-

SELECTED CHEMICAL PURCHASES BY AND KICKBACKS TO ROBERT ROGOVE
TOWNSHIP OF OCEAN SEWERAGE AUTHORITY

COMPANY A COMPANY B © ' ARTHUR COHEN'S COMPANIES*
12/1/15-11/30/76 — $7,011 . . $20,232
12/1/76-11/30/11 $3,962 8,827 : 25,393
12/1/77-11/30/78 2,250 8,334 | o 32,137
12/1/78-11/30/79 3,676 7,557 47,775
12/1/79-11/30/80 2,020 11,764 | 22,623
TOTALS $11,908 $43,493 - | $148,160
ROGOVE'S KICKBACKS
BASED ON ADMITTED i
PERCENTAGES $1,191 S4,349 $29,632
KICKBACKS $35,172

*Hart, Jafco, International Research, Northeast Labs, and Artco,
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this matter has been referred to the
Attorney General, I instruct you not to
reveal the identities of Company A or
Company B. Do you understand that?
Yes.

Have you seen this chart before?

Yes.

Have you identified Companies A and B
to the SCI?

Yes.

When did you start receiving kickbacks
from Company A?

1976.

And from 1976 up to November of 1980
did you purchase $11,908 of chemicals
from Company A?

Yes.

And you received a ten percent kickback
from that company; is that correct?

That's right.

When did you begin receiving kickbacks
from Company B?

1975.
And from the period December 1, 1975 to

November 30, 1980 did you purchase
343,493 in chemicals from Compahy B?

‘That's right.

And the chart also reflects that during
the same five year period you purchased
$148,160 of chemicals from Mr. Cohen's
company; is that correct? :

That's right.
You received a ten percent kickback

from Company - A which gave you a
kickback of $1,191; is that correct?



~185=-

A, That's right.

Q. From Company B you received $4,349; is
that correct?

A, That's right.

Q. For a total. of 835,172: is that
correct?

A, That's right.

Q. This sitvation was never investigated
or learned of by the authority members;
is that correct?

a, No.
Authority Irresponsibhility Exemplified

The extent to which the Township of Ocean Sewerage Authority
abdicated its sworn duty to safeguard the integrity of its
operation was illustrated by the final witness in the Rogove
episode. This witness, Stephen Kessler, had been appointed to the
authority in PFebruary, 1976, and was its chairman for three years
until early 1982. The athletic director at Asbury Park High
School, Kessler recalled that his colleagues as part-time authority
members had included a builder, a florist and a race track
parimutuel clerk and that all depended almost totally on “the
authority's professional staff for the day-to-day operation of the
agency. Although he signed most of the vouchers and checks for
Rogove's chemical purchases, he said he never noted any
~irregularities in Rogove's dealings with various so-called chemical
companies until the spring of 1980 when the authority's auditors
raised questions about Rogove's activities. He testified about the
"authority's reaction to the auditors' findings as follows:

Q. After the situation was discovered at
the Township of Ocean Sewerage Author-.
" ity, what if any action did the author-

ity take to remedy it?

A. When we were first notified 1in the
Spring of '80 I had a meeting with
counsel and with Mr. Panis, who is a
partner in the Binder £irm, I then
decided that we must take immediate
action, and we held a meeting also in
that Spring, I believe it was April,
where all our professionals, and of
course counsel were demanded to
attend. We then went over all this
escalating chemical and enzymes that
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had been purchased. We questioned Mr.

-Rogove. We had ‘the professionals,
-engineering professionals with input as
to the uses of these chemicals and uses

of these enzymes, where they were,

where they went, and how they were

distributed within the systen.

It was then decided upon by the
consulting engineer and the attorney

that we did not have enough -evidence

and that we were reminded of the
individuals personal Constitutional
Rights inveolving the situation and,
therefore, at that time we instructed
the consulting engineer, Mr. Lawrence,

who represents the Schorr firm, we

instructed him that everything should
be bid according to law and that specs
for everything that we anticipate for
the year should be drawn up and bhid
properly.

Would you be surprised if I told you
that the cost of enzymes for the
Township of Ocean Sewerage Authority
dropped from a high of 2.95 a pound to
2.45 a pound and that lager 1lime
dropped in cost from 19.9% per gallon
to $§5.12 a gallon? '

Today I would not be surprised,

Who 1is responsible for allowing the
situation to prevail during the five
vear period up to 19807

I really don't know who is responsible.
Were the authority members responsible?
We were certainly not responsible.

Do you know who was?

I would assume that our professionals,
if ‘any, would be held responsible.

Was the accounting firm for the
authority dismissed as a result of
this?

Eventually, ves.
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The Commission, because of its investigative findings in this

area, pressed the witness on the issue

responsibility for authority operations:

Q. Mr. Kessler, Mr. Rogove,

of direct

an employee of

the authority for over 15 years, today
has admitted to taking kickbacks from

Arthur Cohen and two other
companies during the period

chemical
1975 to

1980, He's admitted to his receiving
ten percent from two of the companies

and 20 percent from

Cohen -~

receiving kickbacks in the amount of

$35,172 in chemicals,.

He's admitted to ©purchasing

excess

chemicals unneeded by the authority and
using them up so he could purchase

additional chemicals.

that the authority members
interested in what  he

He has stated
were not
was doing

regarding the operation of the plant.

Can you tell us how the authority board
members have allowed this situation to

occur?

A, I believe I touched on that earlier.  I 
think part of the problem is that many
of us have expertise in other fields.

All of these purchases -obviously are

chemicals, enzymes or whatever. =~ I,

- myself,  don't ‘have any
expertise in running a plant.

I'm more or less of a volunteer who
wants to serve the community.

don't have expertise.
aliowed this to happen,

particular

I really
And how we"
we were not
informed. Once,; Counselor,

when we

were informed, as far as I'm concerned,

the day I was informed,

I took action

to try to remedy any or all or any

irregularities that I found.

Q. What action was that?

A, That was the action of bidding every

anticipated article, of getting gquotes
when necessary and abiding by the bid
laws in the laws of the Btate of New

Jersey regarding all purchases.

COMMISSIONER PATTERSON:

But apparently

the action was to fire the accountants

and that's all.

authority
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THE WITNESS: No, =ir, after we did
that we had no reason to think that our
house was not in order. At that time,
approximately a year ago, we changed
the Jjob description of an executive
secretary. We had an executive
secretary and we c¢hanged her Jjob
description to executive director to
give her more authority to basically be
the head administrator and to govern
the entire authority including Mr,
Rogove, '

COMMISSTIONER PATTERSON: What you did
then, you're telling me, I believe is
you fire the accountants who told you
that something was wrong, you made one
of the existing employees the executive
director and everything went back,
nothing else happened?

THE WITNESS: Well, we may need not
have to go back not necessarily in that
order. We mainly let the auditor go
for the fact that we felt that the
auditor should have picked up these

discrepancies in the purchases
of chemicals and enzymes, not in the
eight years -- there were apparently

eight vyears in the chart that I was
shown, and within that eight years we
felt that, again, with all this
continuing investigation, we felt he
seemed more and more responsible. The
immediate reaction was he was not
responsible because we also gueried him
quite heavily also.

COMMISSIONER DEL TUFQ: Have you hired
a new outside auditor to keep you
advised? ,

THE WITNESS: We hired a Mr. Louis
Gartz, this February.

Has Mr. Rogove resigned?

We have accepted Mr. Rogove's

resignation, and yesterday myself and
another member have interviewed five

prospective candidates for that .

position, and he's agreed to stay on,
hopefully, to train until we can have
an actual operator in that position.
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CHAIRMAN LANE: When did you first
learn that he was - taking these
kickbacks?

THE WITNESS: About two minutes ago.

CHAIRMAN LANE: Honestly, iwo minutes
ago? '

THE WITNESS: When that gentleman put
that chart up.

The Commission guestioned why the authority did not heed the
initial alert it received about purchasing irregularities and turn
the matter over to a law enforcement agency. Questioning of
Kessler continued: '

COMMISSIONER DEL TUFO: The use of
multiple companies for the same type of
products in 1980 and the things that
the auditors revealed to you at that
time didn't give you any clue or any’
warning as to what was going on?

THE WITNESS: We might have  had
thoughts but, again, we had no proof.

COMMISSIONER DEL TUFO: Didn't one of
your board members suggest that (it) be
referred to a law enforcement agency
for an investigation?

THE WITNESS: I don't recall that, It
was suggested. It was discussed if we
should turn this over to the Monmouth
County Prosecutors office ~-

COMMISSIONER DEL TUFO: And you did not
do that?

THE WITNESS: We did not do that on
advice of our regular counsel.

COMMISSIONER DEL TUFO: Who 1is vyour
legal counsel at the time?

THE WITNESS: Mr. David Weinstein.
COMMISSIONER DEL TUFQO: Why did you not

turn this over to the law enforcement
authority?
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THE WITNESS: Because he felt that we
did not have substantlal evidence to
.warrant this.

COMMISSIONER DEL TUFO: Well...if you
come across the indicia of a possible
crime, don't you feel an obligation to
turn that over to a law enforcement --
you're not the investigative
prosecutorial agency. . That's what the
‘prosecutor's office is there for.
Don't you feel that kind of
responsibility?

THE WITNESS: Yes, I certainly do. At
this time we did not feel any crimes
‘were committed.

COMMISSIONER DEL TUFO: You just said
there were the indicia of criminal acts
there. I'm not saying that you had
.proof of criminal acts, but don't you
feel as a publlc -- serving in the
public, in a public position, that when
you come across that type of situation,
that type of information, those kinds
of suspicions, that they should be
referred to a law enforcement agency
for investigation? Just tell me yes or
no.

‘THE WITNESS: Yes.

The witness earlier reported that the Ocean Township authority
had employed a new auditor, Louis J., Gartz, a CPA with offices in
Englishtown and Freehold. SCI Commissioner John J. Francis
recalled that . Gartz had played a role in the previocus day's
testimony about a questionable bond issue transaction at the
Western Monmouth Utility Authority. Francis suggested that
Kessler's authority or its counsel obtain a transcript of the
testimony by and about Gartz "before you proceed too far along the
road of u51ng him as your auditor."

In addition, the Commission questioned Kessler about the
authority's reaction to a low bid only recently submitted to the
Ocean Township authority by Arthur Cohen, from whom Rogove said he
had accepted kickbacks. .= The testimony on this issue, which
concluded Kessler's appearance, follows: '

Q. Are you aware that only two weeks
ago...or rather July 9, 1982, Arthur
Cohen, using the name Hart Chemical
Company., submitted a bid to the
Township of Ocean Sewerage Authority
for enzymes including enzymes and lager
lime bidding prices of $2.90 a pound
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for enzymes that in 1978 the Township
of OQcean was purchasing from him at
$9.95 a pound and a bid for lager lime
at $#.40 per gallon, that Ocean
Township was purchasing from Mr. Cohen
in 1978 at $19.95 a gallon, Are you
aware of that?

A, Yes.

Q. Are vyou aware that it was Mr. Arthur
Cohen, same individual who was dealing
. under five different companies?

A, Yes, I'm aware of that.

COMMISSIONER PATTERSON: Was that the
winning bid?

THE WITNESS: Yeg, it was, I believe
SO.

COMMISSIONER PATTERSOW: You continued
to do business with a man who --

CHAIRMAN LANE: Cheated.

COMMISSIONER PATTERSON: =-- cheated,  as
the Judge said? .

THE WITNESS: He was low bid in this
particular -- yes, I guess the answer
to that question is yes. ' '

COMMISSIONER PATTERSON:  You knew he
was setting  up five different
companies, sir, subseguent -- you must

have known that by last July.

THE WITNESS: I knew that as of last
February at a hearing that I attend
last - February. That's when I was
informed of this.

COMMISSIONER PATTERSON: I find it very
difficult to understand the reason why
you would continue to buy from someone
who you knew months before was trying
to circumvent the law... Thank vyou. '

Summing Up by Witness and Commissioners

THE WITNESS: Can I make a statement?

CHAIRMAN LANE: Yes, you have the right
to say whatever you would like to say.
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THE WITNESS: Thank you. I would just
like to have it on record, and I speak
for myself and no one else, that I have
served the sewerage authority
faithfully, honestly and I've given a
great deal of time to the authority to
try to do the best Jjob that I,
personally, can do. :

If this Commission or any other body
c¢an make things easier and make Jjobs
easier for fellows 1like me who é&re
trying hard, and I would say I'm trying
pretty hard by missing orie nieeétifig, ohe
authority meeting in six years, if you
can make things easier for us arid set
up guidelines and assist us in any way,
I'm all for it.

COMMISSIONER PATTERSON; Certainly
(we're) going to try to.

COMMISSIONER DEL TUFQ: On that score;
you responded to Commissionet
Patterson's question affirmatively
before. One of the things that we're
greatly interested in is having sorne’
accountability of authorities to a
state ageney with £fiseal over51ght
responsibilities upon budgets and-
purchasing practices and the like so
that there will be some expertise, somé
assistarice, waving red flags sooner.
There's been legislation introduced in
the legislature to that effect which we
support. I take it from your response€
to Commissiorier Patterson's quéstion
that ...you would favor that type of
approach and that type of assistarice?

THE WITNESS: I think &ll professional
assistance, coming from the proper
authorities, I think that would be
welcomed by all authority members
throughout the State of New Jersey or
anywhere,

COMMISSIONER. FRANCIS: Let me just add,
also, that although it's laudable that
you and other people work for the
authority as laymen and  without
compensation, I don't think that's
enough.. I don't think simply because
you dor that you can delegdte your
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responsibilities to professional
engineers, lawyers, accountants. I
think you have obligations, yourself,
to set up regulated audit procedures
and investigatory procedures so that
things 1like the excess sales of
chemicals and the kickbacks don't
occur,

Municipal officials have the same
obligations. Bank directors, although
perhaps compensated for the time
they're at board meetings, have the
same obligations to make sure that
there are regular audit and accounting
procedures, even though they're not in
there running the day-to-day operations
of the bank,. They still have that
ultimate legal responsibility,

I think it's high time that authority
members realize they got that ultimate
responsibility and they've got to make
sure that those duties are carried out.

CHATIRMAN LANE: In that same vein, I
would suggest very strongly the elected
officials have the appointing powers in
these instances have a very, very
definite responsibility to put people
in those offices who will assume and
take care of the responsibilities’
counsel has just talked about. s
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,  THE TESTIMONY —- THIRD DAY
. THORSDAY, JULY 28, 1982

Transition Statement

That questionable practices in the operation of authority
facilities could not have persisted except for managerial incompe-
tence and irresponsibility was firmly established by the Com-
mission's inquiry. This was emphasized by Commissioner Henry S.
Patterson, I, as he opened the third public hearing session.
Recalling the previous day's testimony about the kickbacks in
chemical purchases, Patterson stated:

Today‘s witnesses will not only indicate

~ the - widespread nature of these kickback’
practices but also will demonstrate how mig-
management of sewerage facilities has
allowed such practices to flourish. We will
learn how chemical peddlers circumvent state
bidding Ilaws through the establishment of
numerous  paper companies, how  bhizarre
arrangements between buyers and sellers have
permitted the generation of payoff cash, how
high-pressure sales techniques have resulted
in excessive purchases and subsequent dump-
ing of chemicals by plant operators. ‘

In order to put all the unsavory details
of these activities into. the hearing recoxd,
certain witnesses have been granted immunity
by the S€I in cooperation with. the State
Criminal Justice Division,

Onge again we must point out that corrup-
tion within certain sewerage authorities can
be prlmarlly attrlbuted to the incompetent
.and dishonest management of the authority
facilities that a lack of accountability on
the part of these entities has perpetuated.
The ultimate wvictim. of thege euvils are, of
- course, the citizens who have so little to
say about how these facilities are operated..

How Chemical Peddlers Operate-

A key witness in. the following. episode was: Arthur Cohen of
East Windsor, who was identified during Wednesday"s: testimony: as
the chemical salesman. who paid 20 parcent kickbacks: to Robert
Rogeve at the Township. of Ocean, Sewerage Authority. Cohen, whao:
. peddled. so~called: wastewater treatment and cleansing products on- a:
nationwide basis, utilized: numerous "paper companies™ as. part of
his. various schemes for generating. larqe amounts of hidden cash and:
to circumvent state bidding laws in: his deals: with publlc agen—
gies, Confronted with incriminating. investigative data, he made:
aﬂmlsSLOns during:. his testimony that prompted: the Commission to:
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refer his case to the Attorney General's office for prosecutorial
inguiry.
Cohen's Chemical "Mixer"”

Cohen operated out of a small factory in Tullytown in Bucks
County, Pa., where employees packaded enzymes and other ingredients

for sale at excessive prices via Cohen's sales network. How these
products were "blended" was described by one of Cohen's "mixers,”
Daniel A. Deter of Levittown, Pa. Excerpts from his testimony
follow: :

-Q. How long have you been emploved by Mr.
Cohen?

A, Six vyears.

Q. ‘Where do you work for Mr, Cohen?

A. Tullytown, Pennsylvaﬁia.

Q. What type of building do yoﬁ work in?

A. It's Jjust a small one-story building.

0. What do you do for Mr. Cohen?

A. I blend chemicals, mix chemicals.

0. Do you krow how many companies Mr.
Cohen has operating out of that area,
that facility?

A, Not really. It's been Hart Chemical
and Northeast Labs that I've worked

for.

Q. What is your educational background in
" chemicals and chemistry?

A. None. I Jjust worked for another
chemical company before I worked for
Mr. Cchen, and what I learned, I just
learned by doing. I have no =-- I
didn't go to school for anything.

Q. At the present time do you work with
anybody else at Mr, Cohen's plant in
the handling of chemicals?

- A. Yes.

Q. Does he have any knowledge of
chemistry?
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No.

What types of chemicals does Mr. Cohen

- 8€11, to your Knowledge?

Janitorial supplies, malnly, cleaners’
and things of that nature.

Was there a time period when Mr. Cohen
did employ a chémist?

Yes. |
What type of chemist did he employ?

To my knowledge, he was a cosmetic
chemist.

When you say "cosmetic chemist," what
type of chemicals did he specialize in?

Cosmeties.

THE CHAIRMAN: Just tell us what you do
in a typical day's work. Just téell us

that.

THE WITNESS: Orders come from the
office that I ghould f£ill, and
depénding what they dreé, whétler it's &
cleaner or whatevér, I just go by the
formula and make what's on the . order

sheet.

Do_ you work direetly under Mr. Cohen

-#nd under his direction?

No, I don't. I just more or less do it
on my Own.

Who télls you what to make and what to
do with it after you make it?

That, that is all on what comes down
from theé order sheet from the office.
Whatever they put on there is what I
make. ' '
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And the office is Mr. Cohen; is that
correct? '

That's right.

What types of chemicals do you mix and
blend at that plant?

Various cleaners; mainly pine cleaners
and just general cleaners,

Is the main ingredient of the items
that you make water?

Mainly water, ves.

Does Mr. Cohen sell enzymes?

Yes.

Could you tell us how you go about
preparing the enzymes that Mr. Cohen
sells?

Enzymes are made, for an example, ten

pounds of enzymes would be made with
eight pounds of salt and two pounds of

‘enzymes.

THE CHAIRMAN: Who mixes that?

THE WITNESS: I mix that, the salt and
the enzymes together.

COMMISSIONER DEL TUFO: Do you mix
eight pounds of salt with two pounds of
enzymes pursuant to some formula that
you follow?

THE WITNESS: Yes.

COMMISSIONER DEL TUFO: Is that Mr.
Cohen's formula, or his company?

THE WITNESS: His.

Are all the enzymes that you made for
Mr. Cochen made the same way?

Yes.
All mixed with salt?

Yes.



A

A,
Q .

.

| «198-

A1l miked to the ratid of twe pounds of

‘enZymes to eight pounds of salt?

Yes

Were theé eénzymes that Mr. Colien sold
himself the same as the engzymes that
M. Cohen §614 to other middlemen?

Yes.

‘Could you tell us whethet the labels

that were placed on the énzymes sold by
Mr. Cohen were all the samé?

Yes, they were all the same.

Was there any quality control in thée

plant?

No.

Was theré anything done to see if the
chemicals that Mr. Cohen was Selling
were harmful?

Noa

Were these chemicals that you mixed and

made at ‘that plant Sold all ovetr 'the
‘United States?

I believe 80, yes.

Did you fiake ‘enzymes the same way o
fiatter what Mr, Cohen ‘called them?

Yes.,

Do you ¥now Thow many different

companiés Mr. Coheh ‘had?

The 6nly ohes 1 krnow adre Hart Chefiical
and Northeast Labs.

Did you ever hear the hafe Jaféo?

Yes- _
Is that one of Mr. Cohén's?

Artco?

I believe ‘so.
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Q. Northeast Laboratories?
A, That was Mr. Cohen's, ves:
Chemical Peddler Cohen's Testimony

Arthur Cohen testified -that he so0ld c¢leaners, dedareasers,
- deodorants and related products both on his own account and as a
"private labeler" and a "drop shipper" for other companies. He
sa3id his products were made at his Tullytown, Pa., plant, and that
during the past five years he employed as many as nine workers at
the plant and a sales force of 50, He also testified that he
operated under numerous corporate names, that he, his wife, Audrey,
and some of his employees used many aliases, and that he had as
many as five mailing addresses. Counsel Geisler pressed Cohen for
more details about his operation: :

Q. Dburing the past five vyears how many
business names have you had?

“A. Ten, twelve.
Q. Could you tell us what they are?

A, Hart Chemical, Natlonal ~-=- TInterna-
tional  Research, Sagam Associates,
Artco, Northeast Laboratories, Custom
Chemical Specialities, Gicbal Re-
.search. Okay. International, Artco,
Northeast, Jafco, S5.G.M., .Hart Chem-
ical, Custom Chemical, Global Reseatrch,
Sagam Assoc1ates, Trans-National Devel-
opment, : '

0. Do you agree with what's " deplcted on'
chart C-10%*?

A. Yes.
0. Would you state for the record how many

aliases you have had during the past
five years?

A. Five or six.
Q. Could you tell us what they were?
A. ~ Art Martin -- I'm blank.

Q. How about Gerrv Kaplan?

A. Gerry Kaplan, ves.

¥3ee Chart, next page.
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COMPANIES/CORPORATIONS: USED: BY ARTHUR COHEN:

ARTHUR M.. COHEN:
7 Meadowview Drive:
Cranbury, New Jersey
ARD: ‘
Fox Drive & Main Street
Tullytown, Pennsylvania:

INTERNATIONAL RESEARCH N HART CHEMICAL. CO,

\CUSTOM CHEMICAL SPECIALTIES

ARTCO

NORTHEAST LABORATORIES, INC. \GLOBAL. RESEARCH

JAFCO CHEMICAL RESEARCH, INC.J

\\\saGam assocraTes, Inc.

S:-ng-p‘H*, ASSOCIA‘T-ES y i . o -7-“-_. TRA NS NATIONAL DEVELOPMENT CORP-..

CHEM~PRO LABORATORIES _ 7 AMERICHEM ENTERPRISES, INC.
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Jim Roberts?
Roberts, ves.
Mr. Rappaport?
Rappaport?

Art Goldman?
Goldman, right.

Who is A, Martin, A. Berger, and Pat
Evans?

Pat Evans was my wife.
How about A. Berger?
I don't know.

Is it not a fact that they are aliases
for your wife?

It's possible that she signed that.

Do some of your employees alsc use
aliases?

Yes.

How about Paul Edwards?
Yes.

Who is that?

Ed Visinski.

Ed Paul?

Ed Visinski.

Mrs. Jay, J-a-y-e?
Marie Jutkiewicz,
Mr. Karr, K-a-r-r?
Marvin Kaplan.

During the past five years how many
mailing addresses have vou had?

Five, I guess.
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Could you tell us where they were?

‘One was in my home; one was my plant in

Tullytown; T have a P.0O. box in
Hightstown; a P.0O. bex in Robbinsville;
and a PO box in Levittown,
Pennsylvania.

One .company of vyours, Hart Chemical,
had three addresses? .

Right.

What chemicals did you make or mix

specifically?

Deodorants, cleaners, degreasers,

enzymes, things of that nature.

When vyou say that you make chemicals,
ign't it a fact that you really blend
chemicals ~-

Blend chemicals, right.

-—- that you purchased eltsewhere?

Right. Dow Chemical makes chemicals.
And the ingredients that you purchased
to blend together are ingredients that

anyone could purchase, is that correct,
from the same sources?

‘I would think so, yes.

Is one of the major ingredients in your
chemicals water?

In certain items, ves.

Enzymes are one of your main products;
is that correct?

It's not a main product, but it's one
of my products, yes.

Is it not the major product that you
sell? '

To Ocean Township it was.
Could you tell us what enzymes are?

s I wunderstand it, dt's a food feor
bacteria in the digesters.
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When you say as you understand it, you
really don't know what enzymes are, do
you?

No, sir.

From where did you obtain the enzymes
that you seold?

Rohm & Haas.

And after you purchased them you cut
them with plain salt?

Solar salt, right. 8=-=o=l-a-r. I don't
know if it's regular salt, what kind of
salt it is,

Did you direct one of vour employees, a
Mr. Deter, to mix two pounds of enzymes
with eight pounds of salt when he was’
makes making enzymes for you?

I don't know the exact formula, but I
assume that's correct.

Rock salt, the salt that you purchased
for approximately seven cents a pound?

I'm not sure, but under fifteen cents.
You paid approximately $1.20 a pound
for the enzymes you purchased from Rohm
& Haas. Is that correct?

I would guess so0.

MR. GEISLER: C-11.*

Q.

Q.

See Chart,

Mr. Cohen, I direct your attention to
the middle of that chart indicating
that for a mixture o©f two pounds of
enzymes per ten—-pound batch at $1.20 a
pound, and eight pounds of salt at
seven cents a pound in a ten-pound
batch, the cost of making enzymes for
you was 30 cents a pound. Do you agree
with that figure?

That would be right.

And you sold your enzymes for $8 a
pound or even more; is that correct?

next page.
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f  GROSS PROFIT FROM ENZYME SALES
BY ARTHUR COHEN 70
TOWNSHIP OF OCEAN SEWERAGE AUTHORITY (TOSA)
T

SEWERAGE AUTHORITY BUYS
ENZYME PRODUCT FROM
COHEN RETAIL COMPANY @ § 8.00 PER ILB.

COHEN WHOLESALE - COMPANY
PURCHASES ENZYMES FROM
SUPPLIER AND MIXES WITH SALT

2/10 LB, ENZYMES AT 1.20/LB, = 24¢
8/10 LB. SALT AT .07/1B. = 06¢
COHEN'S COST OF ENZYME PRODUCT o ____-30 PER LB,
GROSS PROFIT $ 7.70 PER LB.

TOTAL SALES (IN POUNDS) OF

T TOSA (1976-1980) 12,100 1BS.
COHEN'S GROSS PROFIT ON ENZYME SALES TO TOSA $93,170 *

* THIS GROSS PRDFIT IS BASED ON TGTAL ENZYME SALES
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Yes, I did.

So you were making a profit when you
were selling them for $B a pound . of
$7.30? '

Less the drum and delivery, ves.

You so0ld these enzymes vyourself; is
that correct?

Yes.

You also sold these enzymes to
middlemen, is that <correct, other
people?

Yes.

You drop—shipped. Could you tell us
who you drop-shipped for? Specifically
regarding enzymes,

To be very honest, I don't know who
buys what. I don't take orders. But
there are a couple I know, and that
would be Chemical Systems, B & G
Chemicals, and G.S.A.

G.5.A., is that run by Jack Israel?
Yes.

Is that called General Supply
Associates, also?

Yes.
Martin Rankin?
He bought enzymes, right. S & M.

In how many states have you sold your
chemicals over the past five years?

Forty-eight.

Cohen Used As "Incentives"

Q.

Have you used any gifts, premiums,
checks, or cash as bribes or kickbacks,
whatever term vyou would choose, to
enable you to sell chemicals in any of
these states?

In my telephone operation I did.
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Q. Could you tell us what your telephone
operation was?
A, It was my company in New York that-
. go0ld, s0ld chemicals over the phone,

- and we used gifts as a incentive.

Q. When you say giﬁts, did you also use
cash? : '

A, No, not that I know of,

THE CHAIRMAN: And you're saying you
never gave anybedy cash--

THE WITNESS: That's right.

THE CHAIRMAN: -- 1in connection with
these sales, as a kickback of payoff?
Is that right? 1Is that your testimony?
THE WITNESS: No, it was gifts,

THE CHAIRMAN: What do you mean
"gifts"? -

THE WITNESS: It could be a television
set or golf clubs, or pot and pans,
whatever, fishing rod,

THE CHAIRMAN: You again say you gave
no one cash in connection with these
sales —-

THE WITNESS: Right,

THE CHAIRMAN: -~ as a kickback or
payoff or in anywise illegitimately?

THE WITNESS: Right.

When Does a Gift Become 2 Kicgback?

Despite his claims that he. never gave klckbacks, Cohen was
confronted with evidence that he sent a $250 check to the home of
John Floden in Columbla Falls, Montana, who bought $945 worth of
snow and ice melting chemicals from Cohen for use by that
municipality. He was asked if this ameunted to a brlbe or klckback
to Floden:

Q.  Mr. Cghan; do you distinguish between
premiums, gifts and kickbacks and
bribes? .

A. Do I distinguish?
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Q.

Q.

=207~

Yes.
Yes, I do.

Could you tell us what the difference
is?

Bribe is caéh, and the rest are
premiums and gifts.

A check for $250, what is that?
That was to buy a gift.

That takes it out of the category of
kickbacks, is that correct, according
to you?

I'm not sure.

You stated that vyou give gifts to
people. What types of gifts do vyou
give to your customers?

I don't give any gifts any more.
Okay? That was my phone operation was
giving gifts,

Could you tell us what types of gifts
you authorized to be sent to vyour
customers?

Television sets, fishing records, pot
and pan, anything out of a Sears
catalogue, Anything you can imagine,

Is it a fact anything one of your
customers wanted, he could get?

Depending on his order, yes.

So that the bigger the order, the
bigger the premium or gift vou would
give that person?

Quite possibly.

and vou gave premiums and gifts to
private individuals and also to
employees of public bodies. Is that
correct?
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See, T never gave gifts. People worked
for me would give a gift.

And every time you would authorize the
gift that would be sent?

Yes, I would.

CTHE CHAIRMAN ¢ . Well, . you also

authorized these employees of yours to

. make these presentations, did you not?

THE WITNESS: Actually, they got less
of a percentage on their commission by
giving out these gifts, They were
allowed to give within range of what
the order was.

THE CHAIRMAN: Well, you knew what they
were doing? '

THE WITNESS: Yes.

THE CHAIRMAN: All the way?

THE WITNESS: Yes.

THE CHAIRMAN: And you allowed it?
THE WITNESS: Yes,

THE CHAIRMAN: You are the guiding
geniuns--

THE WITNESS: Yes.

THE  CHAIRMANG: w=  of all these
businesses, are you not?

THE WITNESS: VYes.

THE CHAIRMAN: You knew what was going
on all the way through?

THE WITNESS: Yes.

COMMISSIONER FRANCIS: Wouldn't it he
fair to say you even encouraged giving
gifts as a way to make sales?

THE WITNESS: Wo, it was a thing doing
business.

THE CRAIRMAN: Did you discourage it?

THE WITNESS: No, I did not.
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SCI Coungel Geisler read into the hearing record a list of
items purchased by Cohen from a Philadelphia catalogue company,
including a color television set and a fishing rod and reel, for a
total of §529.10. The testimony continued:

Q. ..+ We have a a whole series of labels
like that. Did you receive numerous
bills for items that were purchased
from M. Sickles & Son in Pennsylvania
and sent to your customers as bribes?

A, As gifts, ves.

Q. Again, vyou distinguish bribes from
kickbacks because --

A, They received credit for those.

Q. As a result of purchasing chemicals
from you?

A, Uh-huh.

Q. Confronted with all this information,
you still c¢laim that you didn't give
any cash or kickbacks --

A. I did not.
Q. -- or gift in the state of New Jersey?

A. I did not.

Q. You did not. What was so special about
the state of New Jersey that you would
be able to do it throughout the rest of
the country but not New Jersey?

A. Because I did not sell. These were my
salesmen who sold.

THE CHAIRMAN: You're making a
distinction between your. personally
being involved in handing over these
gifts, bribes, or whatever they're
called--

THE WITNESS: Yes, sir.
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THE CHAIRMAN: == and your employees
d01ng it?

THE WITNESS: Yes.
THE CHATIRMAN: But, again, what they
did was at your direction, under your

control. 1Isn't that so?

THE WITNESS: I would say so, yes,

THE CHAIRMAN: Well, you're pretty sure

of that, aren't you?

. THE WITNESS: Yes, I am.

BY MR. GEISLER:

Q.

When your emplovees gave gifts to

people, did they have to purchase the
gift from you'p

It came off their commission.

SO0 you knew about all the gifts that

;all of your employees were giving?

f¥e§.

Cohen Denies Rogove's Testimony

Responding to questions, Cohen said he had known
Township  of Ocean, Sewerage Authority
for 10-12 vears. The testimony, in part:

Rogove,  the
superintendent,

Q.

Mr. Cohen, you are well aware that Mr.

Rogove has testlfled under oath before

thls Commission, are you not°

Yes, I am.

You are well aware that he's admltted@

to committing the crime of rece1v1ng
klckbacks°

29,000

THE. CHAIRMAN: Just, listen to the

question.

$29,6327

I'm aware of it,

Did. you give Mr. Rogove. any kickbacks?

No, I didn't.

Robert
plant
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Did you have large amounts of cash at
your disposal during the past five
years?

I don't know what "large" means, but I
use cash.

THE CHAIRMAN: Just a minute. Just a
minute now. You said you didn't give
Mr. Rogove any —-

THE WITNESS: Yes, sir.

THE CHAIRMAN: -- kickback. Did any of
your employees give him any of these
kickbacks that he's testified to?

THE WITNESS: No, sir.

THE CHAIRMAN: And you say that under
cath?

THE WITNESS: Yes, sir.

THE CHAIRMAN: And what makes -- why do
you say it? What do you base that on?

THE WITNESS: I have no salesman who
goes in other than me. I'm the only
salesman,

‘THE CHAIRMAN: And you have no means,

or your employees had no means, of
giving Mr. Rogove money or.gifts of any
kind. 1Is that what you're telling us?

THE WITNESS: Yes, sir,

COMMISSIONER FRANCIS: Why was it in
other states you used salesman, but for
Ocean Township you personally called on
Mr. Rogove?

THE WITNESS: I sold Bob Rogove for
many years, and he was my customer.
Why should I give a salesman a
commission for going to lunch?

COMMISSIONER FRANCIS: You had a 1long
and close relationship with Mr. Rogove?

THE WITNESS: Yes, I did.

COMMISSIONER FRANCIS: In a business
capacity?
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THE WITNESS: Yes, I did.

COMMISSIONER FRANCIS: You sold chemi-
cals to Ocean Township?

THE WITNESS: Yes, I did.

COMMISSIONER FRANCIS: Did you have an
agreement with Mr. Rogove that rather
than a gift you would give cash?

THE WITNESS: No, I did not.

COMMISSIONER FRANCIS: Do you know any
reason why he would make uap this story
-and apparently plead to receiving kick-
backs? '

THE WITNESS: No, I do nots

COMMISSIONER FRANCIS: It's totally a
fabrication on his part?

THE WITNESS: I would say so.

THE CHAIRMAN: Excuse me. You men=-
tioned before Mr. Francis started gues-
tioning you, you mentioned commissions |
in connection with Rogove. What was
that? '

THE WITNESS: He asked me how come I
did the selling rather than having a
salesman selling. If a s$alesman sold
him, I'd have to  give the salésman
commission. Okay, so rathet than pay a
salesman t¢ sell him, it was easy
enough for mé to go seée him. I wasn't
really selling him.

THE CHAIRMAN: So, in your reélation
with him as a purchasing agent for that
authority, vyou, 1in effect, saved com-
missions? '

THE WITNESS: Yes,

THE CHAIRMAN: And gave out nothing ==
THE WITNESS: Right.

THE CHAIRMAN: -- by way of commission,
payoff, gift, anything?

THE WITNESS: Right.
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THE CHAIRMAN: And that's your testi-
mony?

THE WITNESS: Yes, sir.

BY MR. GEISLER:

Qo

A,

Q.

Was Mr. Rogove one of your best custo-
mers?

Yes, he was.

I direct your attention to chart C-8.
That's a chart prepared by our agents
and accountants from records of the
Township of Ocean Sewerage Authority
and your records, which we have
subpoenaed. Do you agree with the
amount of sales during the five-year
period indicated on that chart, namely
fiscal years 11/30/76 to 11/30/807?

I would assume it's correct,

In other words, youn sold $148,160 of
chemicals to Ocean Township?

I would assume it's correct.
Is there any particular reason that you .
were able to sell so many chemicals to
Ocean Township? '
No.

Were vou just a good salesman?

We got along, Bob and I.

Cohen Admits Bid Law Violation

Qc

Did you sell to the Township of Ocean
Sewerage Authority under five different
company names?

Yes, I did.
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The Public Contracts Law. of this state
requires three quotes for purchases
over 5500, and requires bidding for
amounts over $250 -- $2500, and after
1980 required bidding for amounts over
$4500. pid you conspire with Rebert
Rogove to evade that law?

Yes.

Did vou use the five companies to evade
that law? I

Yes, I did.

COMMISSIONER FRANCIS: How long did you
do that, use those five company names
b o . . .

THE WITNESS: Many years.

COMMISSIONER FRANCIS: -= -aveoid the
bidding laws?

THE WITNESS: Many vears.

COMMISSIONER  FRANCIS: Ten vears?
Longer?

THE WITNESS: No, wouldn't be longer.
I'll say ten years, elght years, eleven
Years.

COMMISSIONER FRANCIS: During those ten
or eleven vears, did you learn of any
inquiry by the authority itself, by the .
commissioners, to find out who these
five companies were, or whether the
bidding laws were being followed?

THE WITNESS: No.

COMMISSIONER PATTERSON: You, I think,
testified that vyou conspired with
Robert Rogove to det around the bidding
laws by dealing with these five
companies. :

THE WITNESS: Right.

COMMISSIONER PATTERSON: Why would Mr.
Rogove agree, cooperate with vyou in
this scheme, if he weren't getting paid
of £?

THE WITNESS: He liked my product, he
liked me.
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COMMISSIONER PATTERSON: He did it out
of love?

THE WITNESS: He liked me. We got
along. We really did. We had a good
relationship. :

COMMISSIONER PATTERSON: Pretty exvpen-
sive likinga in the case of Mr. Rogove,

~isn't 1it?

THE WITNESS: I liked it. I made --

COMMISSIONER PATTERSON: No, I mean,
he's pleaded, he's admitted that he was
guilty of taking bribes and you say he
didn't take them from vou, and he's in
a lot of trouble and apparently you say
he was not telling the truth and he
cooperated with you in this scheme just
because he liked you?

THE WITNESS: Yes,

COMMISSIONER PATTERSON: Awfully diffi-
cult to believe.

1980, as previously stated, the Ocean
Authority's auditor questioned certain purchasing patterns and the.
authority reacted by regquiring competitive bhids for all chemical
Cohen said he could not recall whether Rogove alerted
him to this situation but, according to the witness, he still tried

to keep the Ocean Township chemical business,

Q.

Did you stop selling to Ocean Township
Sewerage Authority in 1980 under the
five different companies?

Yes, I did.

In May of 1981 did vyou sell to the
Township o©of Ocean Sewerage Authority
under vet a sixth different name, S & M
Research?

Yes. VYes, I did.

And that's because Mr. Rogove informed
you that the authority accountants had
discovered your scheme involving the
five other companies that you chose to
sell under S & M Research?

I don't recall that at all. I think I
decided I needed another company.

Township
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Why did you heed anéothér company?

It looks better.

Looked better to whom?

To spread out. the business. To the
authority,; I guess.

Whén you say it looked better, you mean
that they wouldn't discover your
relationship with Mr. Rogove; is that
correct?’

Possibly.
Did your chemical salées to the Township
of Ocean BSewerage Authority drop off
radically after the yeat 19807

Yes, it did.

Aand did it drop ©off Dbecause the

éuthority had discovered the scheme
that you had with Mr. Rogove?

No, it dropped off because the S.C.I.
subpoenaed me and I was very nervous
about going anywhere.

"Why were you nervous about ‘going

anywhete?

‘Because I thought I was being followed,

I thought my phone was ‘tapped. I

“betaie paranoid. " The pressure was very
great.

‘Were you nervous because you would be
~caught  giving  bribes te  public
“officials?

No, I wash't.

At ‘this point Coheh nhoted that S & ‘M Research was one of a

number of compahies &et up by Martin N.
collYeague ih 'thée chemical sales business.
&8s a 'withess.

immanity)-.

Rankin of Freehold,
{Rankin Followed Cohen

sa

Unlike Cohen, Rankin ‘testified under a grant of
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Cohen further testified that he had never submitted bids to
the Ocean Township authority during his dealings with Rogove. But
after their bid law-evasion scheme was uncovered, Cohen testified
he did submit a bid to the township authority -- at about $2.50 a
pound for enzyme products he previously charged $8 per pound for.
His testimony on price inflation in chemical sales follows:

Q. Did there come a time when you began
submitting bids to the Township of
Ocean Sewerage Authority?

A. Yeah, I just submitted one.

Q. Could vyou tell the Commissioners how
much your bid for enzymes was?

A, I'm not a hundred percent sure. I
think, about two-sixty or two-fifty a
pound.

Q. So during all those years the Township
of Ocean Sewerage Authority was paying
an inflated price for your enzymes?

a. They were paying $8 a pound.
Q. An inflated price?

A. $8... There are many companies that get
12 and §15 a pound for the same
product.

0. When they bid for enzymes?

A. I don't know their bid prices. You
asked me when I charge 88, Other
companies get 15 and $17.

Q. During the years depicted on the chart,
could you tell us how much you charged
the Township of Ocean Sewerage
Authority for lager lime?

A, I believe my price for lager lime was
19,95 a gallon. '
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And did there ¢come a  time this year
that you submitted & bid to the
Township ©f Ocean Séwerage Authorlty
for lager lime?

Yes, I did.

Could you tell us what the price was in
this year in your bid?

I'm not exactly sure. I think it's ==
$5.12? Five-forty a gallon?

Okay. I was doing to say $6; but,
okay, very possible. I don't know.

So during all those years the Townshlp
of Ocean Sewerage Authority was paving
an inflated price for lager lime?

They were paying $19 a gallon.

Could you tell us what lager lime was?

It's a substitute fér lime. They usé

:it to sweeten the &sewage 1in the

digester.
X X X

Referring to what's been marked C-8,
would you agree that;, for the yeéars
depicted on that c¢hart;, the purchases
of enzymes  exceeded the bid limit in
every year?

It exceeded the bid limit.

Generated Cash

Q.

Did you sell chemicals to the Ocean
Township Sewerage Authority under your
Artco Company?

yés, I did.

Is it not & fact that every check made
payable té the Artdo by Township of
Ocan Sewerage Authorlty was cashed by
you, some $15,5007

All Artco checks were cashed.
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And none of that cash is reported in
any of your books and records. 1Is that
correct?

That's correct.

Cash never went into the banks or
anything: is that correct?

Correct.

COMMISSIONER FRANCIS: What were the
dates of those, Mr. Geisler?

MR. GEISLER: During the five years in
question, the fiscal years 11/30/76 to
11/30/80.

Could you tell us how you were able to
cash that check made payable to Artco?

Just went into the bank and cashed it.

Did you add -- the name of the check as
Artco, A-r~t-c-0?

Right.

Did you add h-e-n on the end of the
name to make it out to Art Cohen? '

No, I d4id not.

Didn't you testify before this
Commission that that's what you in fact
didg?

No, I think what I said, Artco, when I
went to the bank, if anybody asked. I
would say they left off the h-e-n, it's
made out to Art Cohen. I would endorse
it,

Did you ever add the h-e-n?

I don't think i did.

But you convinced the bank personnel?
Yes.

Are there any other publlc bodies who
bought from Artco?

I don't think so.
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‘How about Woodbridge?

‘No, not from -- ch, through Rankin not
.me. Through S & M.

So. at least you had $15,500 of cash

‘that was unrecorded in any of your.
‘business records? : '

If that's the amount.

Rankin_HeY?ed Cohen Get Cash

Q.

At one time was Martin Rankin one of
your employees?

Yes, he was.

Did Mr. Rankin subsequently go intq the
chemical salesg business on his own?

Yes, he did.

When Mr. Rankin was in business on his
own, did you have an agreement with
Mr. Rankin to generate cash?

Yes.

While the chart is being obtained, I
.show you what's been marked C-104 andg
ask you to examine it, Would you
examine C-104, and I ask you if it
refreshes your recollection as +to
whether or not you sold chemicals to
Woodbridge Township wusing the name
Artco.

They're invoices to Woodbridge Township
undeyr Artco.

Does that refresh your recollection as
to whether or not you sold chemicals to
Woodbridge using the same Artco?

I did not sell it, Rankin s0ld it
under Artco. He used my company name,
my invoices, my order pads, and he sold
it. 1I've never been to Woodbridge.

THE CHATIRMAN: What benefit did yeu
derive from these sales?

THE WITNESS: It generated cash for me.,



BY

0.

A.

Q.

A.

-221-

MR. GEISLER:

If I told you those invoices total up
to $10,000, would you accept that
amount?

I'1l accept it.

That was unrecorded income, also?

Yes, it was.

Cash Generation Scheme Detailed

Q.

Referring to the chart* that is up, did
your cash-generation scheme with Mr.
Rankin work in the following ways
First of all, Mr. Rankin sold chemicals
to, and on the chart it is Woodbridge,
using one of your company names and the
payment, the payment check was mailed
to your, one of your addresses? Is
that correct?

That's correct.
Your home address?
Yes.

You cashed the check, but didn't record
the income?

That's correct.

To get the money back to Mr. Rankin,
you sent a check to him as payment for
a fictitiocus chemical purchase. Is
that correct?

I sent him a check, he sent me an

invoice saying it was chemical
purchases.
Yes, Indicating that vyou purchased

chemicals from him -~

Right.

¥See Chart, next page.
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S &M
RESEAREH }
(Martin
Rankin's .
Company )

Purchases chemicails
e £ o Martin Rankin ——p=e—

and pays

Issues check fopr

pre——game amount as -——-————)—.

sale above

Purchases chemicals
——Wholesale from ————p

LOHEN /RANKIN

SALES TO WOODBRIDGE TOWNSHIP

(CASH GENERATION SCHEME)

ARTCO
7 Meadowview Drive
Cranbury, N.J.

{Cohen's residence)

[ARTHUR COHEN

cashes the
check

M. RANK, INC. or
MARTIN RANKIN CO,

HART CHEMICAL

(Cohen's Company )3

B,

Chemicals
drop~shipped

| to Woodbridge

Yas if from
ARTCO"

Cohen gets cash;
does not record
any sale.

Cohen's. company
records Ccheck as a
"chemical purchase®
(Fictitious} reducing
his taxable income;
Rankin gets cash; dces
not record any sdle.

S & M Research
records purchase =
reducing taxable
income.
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-- when, indeed, you never did purchase
chemicals from him?
That's correct.

Rankin didn't record the fictitious
sale. Is that.correct?

I don't know,.

Rankin did purchase chemicals from you
getting a tax deduction for himself?

I don't know what he did.

But  Mr. Rankin did purchase the
chemicals that he sold from you?

Yes.

And at a wholesale price. Is that
correct?

Sure, vyes.

As a result of the scheme, both you and

Mr. Rankin obtained cash. Is that
correct?
I obtained cash. I don't know what

Rankin did with his,

Our accountants advise that, as a

_result of this device, you received

10,000 in cash during the vyears 1879,
1980 and part of 19B1. Do you agree
with that amount?

I'1ll accept it.

This is an additional amount of
unrecorded cash that you had in your
pockets?

Yes,

Whose idea was this scheme?

Mine.

Is this scheme standard in the chemical
industry?

I don't know., It was my idea.
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Did you ‘ever testify before the
Commission that this scheme  was
‘standard?

I don't recall.

1 show you what's been marked C-453A, a

transcript of your testimony -of April
8th, 1982, before an executive session
of ‘the State Commission of
Investigation. 1 refer you to Page 97,
lines 14 and 115, in particular...I :am
going to read from line 9. "For how
long a period did you ‘have #his
arrangement, ‘the bill-as-if arrangement
with Mr. Rankin?

"Answer : You're ‘talking about the

‘Marsh Chemical thing?

"Question: Yes.

AnsSwer: Standard procedure in ‘the
industry.”

COMMISSIONER DEL TUFQ: Do you xremember
being -asked that ‘question .and giving
that answer?
THE WITNESS: I kind of remember and I
understand what he's wsaying. I think 1T
can answer.

COMMISSIONER DEL TUFO: Does that
refresh your recollection now?

THE WITNESS: Yes, it -does, .pretty

“good,

“I'HE ‘CHAIRMAN: He wants to explain it.
‘Give him a chance to explain it.

THE WITNESS: Thank you. What 1 ‘think.
the ‘question was, was it gtandard in
the ‘industry to use -other cOmpany

names. I'm pretty -sure that's what it

meant . I said, no, you didn't put it
gtandard +dn ‘the industry. I said 4t
was standard .in -the .industry ‘using
other company -names, ‘and I -think that"s
what ‘it -refers to.

Is it standard in the industry to use
other company ‘nameg?

T think so.



A.

-225=~

In the same manner that you used it at
Township of Ocean Sewerage Authority?

I would think =so.

And for the same purpose, to avoid the
bid laws of the state?

I would think so.

Did you receive payment from the
Borough of Jamesburg off the books?

You showed me that invoice,. I don't
remember it.

Do your own records indicate that you
received payments from the Borough of
Jamesburg, yet later directed that your
records indicate that you, indeed, had
not received payment from the Borough
of Jamesburg?

I don't know for sure.

Cohen Confronted With Checks to Rogove

Q.

A.
Q.
A,

Q.

The night after you received a subpoena
from the New Jersey State Commission of
Investigation did you direct one of
your employees, a Georgeanne Lang, to
search your c¢ash disbursement records
for any reference to Robert Rogove?

I don't remember that,
Do you know whether she found some?
I don't remember doing it.

Did you direct her to obliterate any
references to Robert Rogove in your
records?

I don't remember saying anything like
it,

I show you what's been marked C-111.
That is a page from your disbursements
journal.

THE CHAIRMAN: For the record, what's
it amount to? What does it purport to
be?
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“MR. GEISLER: It's a page from hlS
dlsbursements journal 1nd1cat1ng checks
that had been written by Mr. Cohen.

THE CHAIRMAN: Over what period of
time? :

. THE WITNESS: It's one month. One
sweek. It's the first week in

November. of '79.
BY MR. GEISLER;

Q. And is there a name obliterated on the
bottom of that page?

A. There is.
Q. Black ink?
A, Yes.

T% Q. ‘Could you tell us whose name is under
3 that black-ink obllteratlon?

A. 1 have no way of knowing.
Q. Could it have been Robert Rogove?
A, I have no way of knowing.

Q. Do you know how that occurred in your
' records?

A, No, I do. not.

Q. :Would anyone have done that without
'your direction?

A, I don't know.

Q. Did you make any checks payable to
Robert Rogove?

A. Yes, I did.

Q. Were not those checks kickbacks: to. Mr.
Rogoves?.

A.  No, they were not.
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I show you what's been marked C-109 and
C-110, checks made payvable by Hart
Chemical Company to Robert Rogove for
the amounts -~ excuse me -- Hart
Chemical Company and International
Research, the check payable for $300,
the International Research check for
$201.60.

Yes.

Were those checks given to Mr. Rogove
as kickbacks?

They were given to Mr. Rogove, not as
kickbacks.

Didn't you testify that you never gave
anything to Mr. Rogove?

Right.

And confronted with these two exhibits,
vou still maintain that you never gave
anything to Mr. Rogove?

I had borrowed money from him, I had
borrowed an A & 8 card from him,
Abraham & Straus credit card. We were
shopping one day and I needed some
money.

Mr. Cohen, did you use the hidden cash
that you have had, you just described,
to give Mr. Robert Rogove a 20 percent
kickback on all the orders that he gave
you?

No, I did not.

Mr. Rogove is in the ©process of
pleading guilty to this scheme, to
receiving kickbacks £from you. He's
testified under oath at this hearing.
In the face of his testimony and your
testimony today that you had a scheme
with Mr. Rogove to avoid the bidding
laws of the state, and that Mr. Cohen
purchased 1large amounts of chemicals
from you, are you still willing to
testify that you didn't give Mr. Rogove
any kickbacks?

That's right.
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SCI_Refers Cohen's Testimony to Attorney General

COMMISSIONER DEL TUFO: I don't have
guestions. But while Mr. Cohen |is
still in the room, I would like to say
it would be my recommendation that the
transcript of his testimony here today
be referred to the Attorney General's
office for appropriate review in wview
of his admission of violating the

A bidding laws in the state of New Jersey

’ and conspiracy to vioclate the bidding
laws. It would also be my
recommendation that the Attorney
General be asked to review this
transcript with regard to whether Mr.
Cohen has perjured himself today, on
the basis particularly in c¢onnection
with his dealings with Mr. Rogove; and
I would say that should Mr. Cohen's
recollection improve during the course
of the proceedings, he would be giwven
an opportunity to come back here today
and straighten out the record.
Otherwise it would be ancother aspect of
that tvype of recommendation,

THE CHAIRMAN: These recommendations
that our fellow Commissioner has just

- enumerated have the full approval of
the other three commissioners.

;mmugized_Witness Describes Kickbacks

The next: witness, Martin N. Rankin of Freehold, testified
under a grant-of immunity. He was a chemical salesman who once
worked for Arthur Cohen but who had been in business for himself
since 1977.  Rankin during his testimony admitted establishing
numerous fictitious companies in order to violate the State bidding
laws and to generate hidden cash reserves which he said he utilized
to pay 10 percent kickbacks. Many of his customers were
governmental agencies, including sewerage authorities. Rankin also
testified that he conspired and collaborated with Cohen in ecash
generation schemes. Excerpts from Rankin's testimony follow:

Q. What did you do after you left Mr.
Cohen's company?

A. I went into business for myself.
Q. What was the name of your business?

A. S & M Research.
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Q. From where did you obtain the chemicals
that you sold?

A, I bought them from different supply
houses.

Q. Did you purchase many of them from
Arthur Cohen?

A. Yes, sir.

Q. During the past five years to whom did
you sell chemicals, generally?

A, To public and private bodies.

Q. Mr., Rankin, I show vyou what's been
marked chart C-13.* Do you recognize
what is depicted on that chart?

‘A, Yes, sir.
Q. What 1is depicted on that chart?

A, Those are the different companies 1
g0ld chemicals under.

Q. S & M Research, Marsh Chemical, J & J
Maintenance, M. Rank, Inc., Global
Research, Artco, International Re-
search, Northeast Laboratories, Hart
Chemical Company, International Re-
search Products and Martin Rankin Com-

pany?
A. Yes, sir.

o. Could you tell us what different mail-
ing addresses you had for thogse differ-
ent companies?

A. Well, I had a mailing address in Farm-
ingdale; I had a mailing address in
Colts Neck; I had a mailing address in
Howell: had a mailing address in Free-
hold; had a mailing address at my
house.

*See Chart, next page.
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Were these all, except for your house,
were they all post office boxes?

Yes, sir.

THE CHAIRMAN: While you were operating
your own companies, you also sold under
Mr. Cohen's company's names for him?
THE WITNESS: Yeah, because I wanted
additional companies to sell under, so
I used some of his companies.

Did you just use the company names?

I Jjust used the company names, his
company names.

Did you use any aliases in certifying
items on vouchers?

Yes.,

Could you tell wus why vyou used
different company names, the different
mailing addresses and the different
personal names?

Because I didn't want to show all
business going into one company.

COMMISSIONER PATTERSON: Why?

THE WITNESS: Because of the state
laws, the bid laws.

COMMISSIONER PATTERSON: So you used
the multiple companies to get around
the bidding laws?

THE WITNESS: Yes, sir.

MR GEISLER:

Could you tell us of the companies you
used which ones were incorporated under
the laws of the State of New Jersey?

Well, none of them were really
incorporated.
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}When we refer to companies, we're
34:eferru1g to f1ct1t1ous bu51ness names,
‘1s that correct?

“Yes, sir, you could say that.

id Laws Were Circumvented

‘How did you think you  were
circumventing the law by using the

numerous companies?

Well, if the law at the time when I was
selling it was $2500, now it's $4500
for, you know, if you buy a certain
item, so I was trying to get around the
law by not, you know, putting all my
business for a particular item under
one company; breaking it up under
different companies,

bid the persons who were actually
purchasing chemicals for public bodies
know you were using several dlfferent
compan1es°

Yes, sir,

‘Did the people who were authorizing
payment, the upper-echelon people at
“those public bodies, know that you

represented all the different, all the

different companies were really you?

I don't think so. I never had anything

"to do with the upper-echelon people, so

I really, you know, as far as I know,
NG,

When you sold enzymes, did you sell
them under different names?

Yes, sir.
Did; you call it different things?

Yeah.

'Did, you, call them such as Blast, Righ:

Court, N=Zymes?:
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Yes, sir.

And did you use different names for
other chemical products that you so0ld?

Yes, sir.

Why did you use the different names
for the same product?

Well, again, to get around the bid
law. Of course, enzymes, if I sold a
municipality over $4500 in enzymes, I
used different names, too, so they
think -~ they wouldn't know jit's the
same product.

Did you just make up names as you went
along?

Yeah. Yes.

When vyou sold to employees of public
bodies wunder the different product
names, diad the person who was
purchasing those chemicals from you
know he was purchasing . the same
chemical under different names?

Yes, sir.

Who selected which name to uSe, the
employee or you?

Oh, 1 did.

Did you change the price when you used
the different names for the same
product?

Yeah, I might have varied it by a few
cents a pound to whatever.

Why was that?

To show again, you Kknow, it's a
different item.

EXAMINATION BY COMMISSIONER PATTERSON:

Q.

Mr. Rankin, going back to enzymes for a
moment, I want to make sure I
understand what you did.
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You bought the enzymes from Mr. Cohen's
company and other c¢ompanies and they
came te you in barrels all marked
exactly the same?

No, they never came to me.
Went to the customer?
nght L4

If you bought them from Mr, Cohen, the
barrels were marked the same. But you
billed the <customer with different
names, different trade names for the
enzymes?

Yes, sir,

and if you == the prices were billed
differently, too, according to the
names? In other words, the name would
have one price and another name would
have a higher price?

Normally, but they were pretty much in
the ball game. It really wasn't -- one
price was like, say, 5.95 a pound and
the other 9.95, It may be a nickel a
pound, dime a pound off. It was pretty
much the same price.

Was the purchase of using different
names the purpose being so that you

apould have different prices?

No, no, no. The reascon I used the
different names and different prices is

to get around the bid laws, showing the
‘different items.

"To Induce Businesg"

Q.

To induce people to purchase chemicals
from vyou, did vyou give them gifts,
premiums or eash; that is, did you give
anybody any kickbacks? ‘ -

Yes, sir.

Is that commenplace in the chemieal
sales business?

I don't discuss what other chemical
salesmen do, but I guess I'm neot the
only one decing it in the field.
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Why did you give kickbacks?

Just to induce business.

What did you usually give --
Cash.

Did you give gifts also?

Yéah, occasionally, rare occasion.

What amounts of cash did you give those
receiving kickbacks?

Usually ten percent of the sale.

How would you determine who you would
offer a kickback to?

Somebody you go to and just feel out.
If you feel, you know, he would take,
you would give him., If you didn't --1I
don't know, it's a gut feeling. You
know, vyou didn't hit everybody with
it. Some people you just feel, vyou
know, wouldn't take anything, so you
didn't bother.

How long would it take vyou to feel
somebody out like that?

It's hard to say. It could range from
the first sale to five, six months
later.

When vou say feel them cut, would vyou
feel them out by talking to him or --

Yeah, you know, general conversation
with them, you know, you would get a
feeling, you know. 1It's something that
I would feel myself.

COMMISSIONER FRANCIS: Would vou give
us an exanple of how such a
conversation would go?

THE WITNESS: Well, I would tell them,
may tell the party, you know, "I'll
offer you a deal." They may respond,
"What kind of deal?” I say, "You know,
I'l1l give you cash, you know." aAnd if
they're receptive to it, that's it.



BY

Q.

B,
Q.

A,

A.

Q.

Al

0.

A.

0.

~236-

ME. GEISLER:

When you gave somebody cash, how would
vou get the cash that you would give to

" them?

‘Usually out of my business account.

I'd write out a check for cash for
expenses, cash the check in the bank
and carry cash around with me,

When would you usually give the cash to
the person receiving the cash? '

When I got the order.

Where would you make the payment?

‘Well, I would make the payment when T
‘'was alone with him. You know, either

in a restaurant, my car, or in his
office.

How many of your c¢ustomers during the
period of time that vyou were in
business for yourself were public
bodies?

Approximately 20,

Were any of them MUA's or sewerage

~authorities?

Yes, sir.

How many of them -- how many public
bodies did you give kickbacks to?

Approkimately eight.

At those eight public bodies, how many

~individuals did you give kickbacks to?

There were seome publi¢ bodies where I
gave more than one individual kickback

. to.
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THE CHAIRMAN: And were they usually
ten percent kickbacks?

THE WITNESS: Yes, sir.

Was there one public body where you
paid off four people?

Yes, sir.

How did it come about that you had to
give to four different people at one
public body?

Well, when I first tried to get into
the account, I couldn't make any
headway, so I went to the purchasing
agent and 1 offered him a deal and he,
in turn, called up the, you know, the
municipal garage and told him that I
would give the deal, and that's how one
or two people, vou Kknow, more than one
person got involved in the kickback.

And it extended to four people?
Yeah, it called up to four people.

MR. GEISLER: I think at this point I
should indicate for the record that
because this information has Dbeen
referred to the New Jersey Attorney
General's office we have instructed
Mr. Rankin not to divulge the names of
the authorities or the individuals who
were receiving the Xickbacks from Mr.
Rankin, '

Was there one public body at which you
had to pay off two people?

Yes, sir.

How did that come about?

Well, the, the person that used to do
the buying had a new boss and he
couldn't get the okay without the other
one, so I had to pay off two people,
you know, to get that business.

How much did each one of those receive?

I think I gave them ten and ten.
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Did you stop paying kickbacks "to both
people at that public body? ' :

Yes.

Why was that?

Well, I had a-meeting with one back in
the fall, and I told him the heat was

on and I didn't want to pay off any

more, I told him, you know, there's not
going to be any more kickbacks. '

What d4id he reply?

He didn't really reply anything. He
didn't say anything, you know, ahd we
parted company. '

Have you sold to them since then?

No.

Did you have a conversation with
another individual from that same -
community at a later date?

Yes.

And did this occur in a parking lot?

Yes.

Could you tell us what in substancé:
occurred? _

Well, he cornered me. He saw my car in
the lot and told me to pull over in my
car and wanted to krew why I turned
state's evidence against Him. I told
him I had to tell him. He asked nme
(about the) 5.C.I. :

Did he tell you he was worried about
going to jail?

He: was worried about his job, pension,
jail, whatever. ' o

Was there a sewerage authority where a
person approached youw regarding the
S.C.I. investigation? oo :

YES r Si'r-o

What, in substance, ogccurred?
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Well, here again, you Lknow, he was
disturbed why I turned state's evidence
and I told him again I had to do what I
had to do. You know, again, I'm sorry,
you know, I'm sorry the whole mess came
about.

COMMISSIONER PATTERSON: when you
worked for Mr. Cohen, did you give
kickbacks at that time?

THE WITNESS: Yeah.

COMMISSIONER PATTERSON: So it's
through your entire career in the
chemical business you have been giving
kickbacks?

THE WITNESS: Basically, veah.

THE CHAIRMAN: While you worked with
Mr. Cohen, were you giving ten percent
Or twenty percent?

THE WITNESS: No, basically ten
percent. I basically always gave ten
percent.

THE CHAIRMAN: How did you get the cash
that you gave, the ten percent you
gave? '

THE WITNESS: From - my, from my
business. From my account.

THE CHAIRMAN: While you were working
for Mr. Cohen?

THE WITNESS: Oh, while I was working
for Mr. Cohen. Wo. When I was working
for Mr. Cohen, I didn't have that many
accounts, so I don't remember where I
got the cash from. I got the cash from
me, you know. Nobody else gave me the
cash..

EXAMINATION BY COMMISSIONER FRANCIS:

Q.

Mr. Rankin, how long 4did you carry on
this pattern or scheme of making cash
payments to purchasers of your chemical
products?

Let's say, I've been in business since
1977. "77, '78, '79, '80. About three
years, you know, a little more.
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And would it be correct to say that for
the same period of time you were also
carrying on this scheme of taking
various steps to disguise or to evade
the bidding laws? '

Yes, sir.

'Did you learn in any way, directly or

indirectly, that any municipal utility
authority or sewerage authority had

ever taken any steps tco find out

whether your invoices were proper,

‘whether the sales were proper, whether
‘any of its employees were receiving any

payments for those sales?

No, not as far as I know, no.

Big Price Mark Ups Allowed for Kickbacks

Q.

A.

How could you afford to give kickbacks

and make a profit?

Well, there's enough profit you make on
a sale in chemicals. I mean, you know,
it's a fairly, you know, marked up, you
know, it's a high mark-up item. I
don't know if it's marked up  any
different than anything else you buy,
but there's enough profit in the sale
to warrant.

How high a kickback could you give and
still make a profit?

I don't know. You might be able to ge
to 20 percent, 25 percent. You know,
it's all what price you're going to
charge a person. Some people =-- you
know, if vyou're going to <charge a
person 9.95 a gallon for something that
only sells for 2.95 a gallon, you got a
lot of room.

In fact, one individual received 15
percent from you. Is that correct?

Yes, sir,
He was employed by a public body?

Yes, sir.
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Cash Generation Scheme

See Chart,

Q.

Al

Q.

P.

Did you have any agreement to generate

. cash with Arthur Cohen after you left

his employ?
Yeah.
What was that agreement?

Well, when I used one of his companies,
I'é have a money transfer, .you know,

where I could generate some cash for

myself by using one of his companies.

Referring +to chart C-12,* did the
arrangement work in the following way:
First you would sell chemicals to a
public body, and on the chart it's
referred to as Woodbridge, using one of
Mr. Cohen's company names with Mr.
Cohen's home address? Is that the way
you do it?

Right, yeah,

And that public body would mail a check
to Mr. Cohen's address?

Right.

Made out to one of Mr, Cohen's
companies? :

Right.

Mr. Cohen would then éash the check and
do what he wanted to with that cash.
Is that correct?

Yeah. I don't know what he done with
the cash.

Then to get the money back to you, he
would make a payment by check, mail the
check to you from his company,
purportedly for chemicals that he had
purchased from you?

Yes, right.

You never sold chemicals -~

No.

222,



Q.

Q.

-242-

-- to Mr., Cohen?
No.

Then yvou would still have to obtain the
chemicals, so you would purchase them
at a wholesale rate from Mr. Cohen. Is
that correct?

Yeah, right.

And vou would obtain a tax benefit from
that? That would be a business expense
purchasing those chemicals?

Well, it would be a purchase,

If 1 were to tell you that our records
indicate that you obtained
approximately $10,000, would you --

I'm not going to argue with you.

Did you have this cash available to you
to use as kickbacks?

Yeah, I had it. You know, I could have

used it for anything I wanted.

One Official Got a Camera

Q-

bid you give anybody any tangible items
such as any gifts?

Xeah.

To how many individuals did you give
tangible items?

Basically, one,

Wwhat did you give -- to whom did you
give the camera that you mentioned?

To William Calnan of Summit.
What position does he hold in Summit?
City Forester.

X XX
i show you what's been marked C-157,
156, rather, and ask you if that's the

camera you gave to Mr. Calnan.

Yes, sir.
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What kind of camera is that?
It's a underwater camera.

Is that a Nikonas III?
Nikonas III.

Is that made specially for use
underwater?

Yes.

I show you what's been marked C-157 and
C-158, vreceipt and a check for the
camera. Is that the check you used to
purchase the camera?

Yes, sir.

When did you purchase it?

May 8th, 1980.

Could you tell us what you paid for
that camera?

$326.45.
How did you deliver it to Mr. Calnan?

I brought it up there personally, gave

it to him personally.

Where did you give it to him?

Might have been in his office. I don't
really remember. It was given to him
up in Summit...That's where his office
is, 520 Springfield Avenue.

In Summit?

Summit.

XXX

Did you give Mr., Calnan anything else
pertaining to photography?

Yes, sir, gave him an electronic flash.

What was the value of the flash?

I don't know. I guess, roughly, around
a hundred.
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How did you know to get him a flash?
Well, I knew he wanted a flash. You
know, mentioned it in his conversation
with me.

Did vou give him anything else?

I gave him a watch, possibly two. I
don't really remember.

I show you what's been marked C-159.
Is that the receipt for the watch?

Yes, sir.
How much did you pay for the watch?

Let's see, It came out to 87.50 plus
shipping. 90.50.

Did you cffer the camera, the £flash,
and the watch, or watches, as
kickbacks?

Well, I offered them.

Did he pay you for the items?

.No, sir.

SCI Agent:Corroborates Gifts to Calnan

s5CI Speciél Agent Richard Hutchinson testified that Calnan at
first denied and then admitted receiving gifts from Rankin during
an interview in the City Forestor's office in Summit. Hutchinson
testified as follows about his interview with Calnan:

Q.

Q.

A.

Were you accompanied by anyone on that

 interview? :

Yes. I was with S8Special Agent Wendy
Bostwick. :

Was she present during the interview?
Yes, she was.

Did you question Mr. Calnan concerning.
any gifts he may have received from

chemical salesman?

Yes, I d4id.
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Q. What did he tell you?

A, Initially he denied that he received
anything. He hadn't heard of
anything. The only indication he did
give me was that approximately ten

. years ago he  -had an occasion when a
salesman offered him something but he
threw him out.

0. What d4id vou say?

A. I advised him that I didn't think he
was telling me the truth.

Q. Did he eventually make additional
statements?

A. Yes, sir. I asked him specifically in
reference to Martin Rankin, S & M
Research, and at that time he indicated
he received a gift from Martin Rankin
and specified it as being a Seiko
watch.

0. Did Mr. Calnan indicate whether or not
he had received anything else from Mr.
Rankin? :

A. I asked him if he had received anything
further. He stated he didn't think
so. I advised him there was something
else and I suggested that, perhaps, he
received a Nikonos 3 camera.

Q. What did he say when you made that
suggestion?

A. He remembered it.

Q. Did you ask him about any accessories
that went with that camera,
specifically a flash unit?

A, I asked him if he received anything
else from Mr. Rankin and he indicated
he didn't think so, and I offered to
refresh his memory and I mentioned the
electronic flash. He said he did get
an electronic flash from Mr., Rankin.

State Vendors Contract System Violated

The State of New Jersey provides for state, local and qther
governmental entities a "shopping list" service that enables the
purchase of certain products without competitive bidding f£from
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vendors who have beéen pre=gqualified to sell such products. Such
State~accredited vendors ate assigned contract numbers that
1dent1fy the products they can sell without competitive bids.
THése products are dgenerally the type for which competitive bid
spec1f1cat10ns can't beé drafted because of the difficulty of
determlnlng in advanée the type or guanties & publlc entity might
require iA  any spec1f1ed perlod of time. Martin Rankin, the
prevmous witness, hHad recalled in his testimony that other chemical

peddlérs had misused the Staté contract system =— by selling waste
treatment chemic¢als undeér contract numbers agsigned to products
othér than chemicals ~=~ as another means of bypassing the State bid
laws.

The SCI's investigative findings included a particularly
flagrant violation of the State contract numbers system. In this
case, a "paper company" was established by a c¢hemical peddler who
worked for a reCOgnlzeé ¢hemical product manufacturer. The purpose
of the fake company was to hide from his regular emplover certain
sales the peddler made independent of his employer, mostly by
abusing the State cohtradt numbers gystem. These abuses included
false appllcatlons, forgeries and other misrepresentations, not the
least of which weré the chemicals $0l1d without bids to authorities
under contract numbers that were supposed to apply to boiler
supplies or c¢ar repai¥ parts.

The Cofipliant Company "President®

The first witness in this episode was Agnes Froberg, a legal
secretary. Priér to January, 1982, she was enmployed by Donald
Levenson of the Marlton law firm of Levenson, Vogdes, Nathanson and
Cohen. She recalled that in 1978 Levenson and Jack Israel of Mount
Laurel, -a ¢hemical produdts salesmah, asked her to become president
and secretary of a Company to6 be knowh as General Supply
Associates Laboratories Ine. She ‘wasg hot required to have any
interest, financial or otherwise, in this company. Excerpts from
hHer testimony follow:

. Q. Did they ¢give you a reason why they
wahtéd you to be the president of the
corpération? '

A. The 6hly teason tht was given to me was
because Mr. Israel did not want ‘his
name to appeat as Geheral «~ as (a)
publie¢ re&ord.

Q. Was Mr. Istael the East Coast represen-
tative for Malter International?

A. 1 ‘believe so.

Q. What @id +hey “tell ‘you this new

buginess would be d6ing?

A Belling €leaning ‘supplies.
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Did they tell you that, although Mr.
Israel was the owner and the operator,
his name would not appear on any
documents?

Yes, sir.

They told you'that you would not have
any decision-making powers? Is that
youyr testimony?

They really didn't say --

Did you have any?

-- that I would., No, I didn't.

What were vyour duties regarding the
corporation?

I sent out a few bills, signed the
checks, and that's about -- oh, answer
the phone if it rang.

Where was the phone located?

In my office.

When you say your office, the law firm?

Yes, sir.

Was this phone specially installed for
General Supply Associates Labs?

Yes, sir.

Who had the stock for the corporations?
{The witness confers with counsel.)

I don't know.

Did you sign any contracts or documents
for G.S.A.?

I may have. In all probability, yes.
Did you know what you were signing?
No, sir.

How d4id you know when to sign something
for General Supply Associates Labs?

Mr. Israel would ask me to sign them.
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Did he direct vou where to sign?
Yes, sir.

Did you ever read what 7you were
signing?

No, sir.

What was your salary per month?

$25.

This is as president of General Supply
Associates Labs?

Yes,; sir.

Where did the mail for Geheral Supply
Agsociates Labs comeé?

P.0. Box 269, Marlton,

Is that the mailing address for the law
firm?

Yes, sir.

Did General Supply Associates Labs have.
ahy other facilities?

Not to my knowledge.

Did they have a warehbtuse?

Not to my knowledge.

Did they have any tésting facilities
for chemicals?

Not to my knowledgé.

What other employees of G.5.A., wereé
there?

The only one that I know 6f i$ Regina
Israel. :

Do you know whetheér sheé did ahything
for Genéeral Supply Ag&éciates Labg?

No, I really don't.
To your knowledgé, who dcted for

General Supply Associates Labs?  Did
anybody do anything besides yourself?
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Jack Israel.

bid you give Mr. Israel authority to
sign your name?

Yes, sir.

Bow did you give him that authority?
Well, there were checks that he wanted
to write, and they weren't signed and
he had asked me if he could sign my
name to them.

And he would sign "Agnes Froberg"?

Yes.

Would you know to what documents he
would be signing your name?

Not really.

Would you sign checks in blank for Mr.
Israel?

Yes.

What would you do with the bills and
checks that you would receive in the
mail at the law firm for General Supply
Assocliates Labs?

I would put them in a folder or
envelope and wait for Mr. Israel to
pick them up.

When you signed a check, did you do so
only at Mr. Israel's direction?

Yes, sir.

Do you know what types of chemicals
General Supply Associates Laboratories,
Inc., actually sold?

Cleaning supplies is all I remember.

Do you know to whom they sold

chemicals?
Only a very certain few.

Did they sell to the Bellmawr Sewerage
Authority?

Yes, sir.
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The Town of Audubon?
Yes, sir.

Oaklyn Borough?

Yes, sir.

Did Mr. Israel use the aliases John
Cerri or Frank Cerri?

I know of John Cerri,

Was that one of Mr. Israel's aliases?
Yes.

Do you know why Mr. Israel, the East
Coast representative of Malter
International, would want to use an
alias John Cerri?

I can only assume.

And what can you assume?

That he didn't want his employer to
know that he was General Supply.

Did General Supply Associates
Laboratories, Inc., sell enzymes?

Yes.
Do you know what an enzyme 1is?

No, sir.

Her Name Signed on False Documents

Q.
A.

Q.

Do yvou know what a State contract is?

'

‘No, sir.

Do vyou know whether General Supply
Assoclates Laboratories, Inc., had a
State contract?

I believe ‘8o, but I'm not 'sure.
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Would you be surprised if I told you
that your name, Agnes Froberg, appears
on numerous State contracts that
General Supply Associates Laboratories,
Inc., has?

No, sir.

Did you authorize, or did you know that
Mr. Israel was signing your name on
bids for State contracts?

I really don't know.

Did you know that Mr. Israel in signing
your name was certifying to certain
factual statements to the State of New
Jersey?

I guess s0, but I don't know.

I show you what's been marked C-151,
Mrs. Froberg, do you know that a State
contract enables the contract holder to
sell chemicals to public bodies outside
of the bidding laws of this state? Do
you know that?

No, I didn't.

After having examined C-151, which is
captioned "Affirmative Action Employee
and Information Report," does your
name, "Agnes Froberg," appear at. the
bottom of that report?

Yes, sir.
Did you sign that document?
No, sir.

Do you know what that document 1is?
Have you ever seen it before?

I don't believe so, but I may have. I
really don't know.

It 1is a report for General Supply
Associates Labs, Inc., to the State, is
it not?

I don't know.

Does it indicate that the company name
is General Supply Associates
Laboratories, Inc., at the top of the
report.?
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Yes, sir.

Does it indicate a total of five
employees for General Supply A55001ates
Labs, Inc..

Yes, sit.

Concerning, the facts on the report?
Does it state that it 1s an afflrmatlve
action affldav1t° ‘

Yes, sir.

Does your name appear on the bottom of
thatlaffz.da\;rlt'J

Yes, sir.
Did you sign that affidavit?
No, sir.

Do, you know who signed that affidavit
w1th "Agnes Froberg™?

I wouldn't know other than Jack Israel.

COMMISSIONER FRANCIS: Were you a front
for oo _ ont

THE WITNESS: = other than --
COMMISSIONER FRANCIS: == Mr. Israel?
THE WITNESS: A front?...My name was,
listed. as pre51dent and secretary of
the corporatlon.

COMMISSIONER. FRANCIS: But Mr. Israel
ran, the corporatlon°

THE WITNESS: Yes, sir.

COMMISSIONER FERANCIS:  Made all the,
de0151.ons'-J '

THE WITNESS:. Yes, sir.

COMMISSIONER. FRANCIS:  Signed: all the,
tiioc:urnents"J '

THE WITNESS: Most. of them,
COMMISSIONER FRANCIS: Would‘you aqree,

Wlth me, that you were 8l
for hlm'> '
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THE WITNESS: If that's the way you
want to put it, yes, sir.

BY MR. GEISLER:

Q-

Did you know that to obtain a State
contract a company or a corporation had
to comply with the affirmative action
requirements of the State?

No, sir.

Is it not a fact that General Supply

Associates Labs, Inc., did not have
five employees as indicated on this
report?

Not that I =-- not to my knowledge.

COMMISSIONER FRANCIS: Now, I'm not
clear yet whether you quarrel with my
characterization of your acting as a
front for the corporation. Do you
recall testifyving before the commission
on December 162

THE WITNESS: Yes, sir.

COMMISSIONER FRANCIS: Lines 14 through
7. Were you asked this guestion, and
did you give this answer.

THE WITNESS:; Yes, sir.

COMMISSIONER FRANCIS: "Could you sum
up your position with the GSA that you
were a front for Mr. Israel? '

"Answer: That would be about what 1T
would call it."™ Would you agree that,

in effect, that's all you were?

THE WITNESS: Yes, sir.

THE CHAIRMAN: You just did what you
were told to do?

THE WITNESS: Yes, sir.

BY MR. GEISLER:

Q.

Mrs, Froberg, I direct your attention
to Exhibit C-138, which is entitled, "A
Purchase Bureau term contract
advertised bid proposal®™ for -General
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Supply Associates Laboratory, Ine.
Does your signature appear on the
bottom of the first page as pre51dent
for the company?

Yes, sir.
Is this a contract for the perlod;-
October 15th, 1978, to October t4th,
1979, for water, fuel and air
conditioning chemicals?

Yes, sir.

Pid you sign this document?

Yes, sir.

Did you know what you were 51gn1ng when
you signed it?

‘A bid. That's all.

Were the contents  of this bid
appllcatlon true when you 51gned it?

I don't really know.

Referring to the second page of the
exhibit, the afflrmatlve action
supplement to bid speclflcatlons, did
you sign the bottom right-hand corner
of that page: lndlcatlng that an
afflrmatlve action affidavit has been,
Submltted to the Purchase Bm:eau‘>

Yes, sir.

Did you know whether an affirmative
action, affidavit had been a tually‘

.submltted to the Purchase Bureau°'

No, sir.

1f I were to tell you that the Purchase,
Bureau had not recelved an aff
action aff1dav1t from your: farm,
that surprlse you°

wou d

Yes, sir.

Referring. to. the third page of thatx
document., “Stookholder iscl re
form," it statgs,

owners, dlrectors, partners,”'. 1
and: indirect owners, ownlng ten percent
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or more interest in the bidder's firm.
If corporate owner, list in the space
provided stockholders for corporation
whose ownership through the corporation
is ten percent or more of the bidder.
Complete affidavit at bottom of form.
If it has already been submitted to the
Purchase Bureau, use the form for any
changes and complete the affidavit."
Does your signature appear at the
bottom of that form?

A. Yes, sir,

Q. Did you gign the certification
indicating that the only owner of
interest in General Supply Associates
Laboratories, Inc., was Agnes Froberg
cf 618 Lincoln Avenue, Magnolia, New
Jersey?

A, Yes, sir.

Q. Was that statement true?

A. No, sir.

Q. Who witnessed your signature?

A, Steven Herron. 7

Q. Who is he?
a. He was a member ©f the firm.
Q. What firm is that?

h. Levinson, Vogdes, Nathanson & Cohen.

Sewerage Chemicals Sold as Air Conditioner Chemicals

Q. This was a State contract for water,
fuel and air conditioning chemicals.
Is that correct?

A. Yes, sir.

Q. Could vyou tell us why Mr. Israel
submitted bids in the bid application
for Concentrated Foam Control, a ligquid
formulated for controlling foam in
waste disposal plants, particularly
helpful in eliminating foam in aerator
tanks? Do you know why that was
submitted in a bid for air conditioning
chemicals?
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Nd, sir.

Do you know why Mr. Israel; reférring
to & furthér sectidon of that bid,
submitted a bid for Sewer Solvent,
éspecially compounded for use in
muricipal sewers?

No, sir.

Referrlng to the next bid proposal, if
you would, C-139, again, a Purchase
Bureau térm contract advertised bid
proposed for General Supply Associates
Laboratory, Inc., for automotive parts,
excluding repairs, for the perlod
January 1st, 1980, thrdugh December
31st, 1980, did you sign the bottom of
that bid application?

Yes, sir.

Did you know what you were signing when
you signed it?

No, sir.

Did you do so at the direction of Mr.
Israel?

Yes, sir.

Referring to the second page of the
affirmative action supplemenht to bid
specifications, does your signature
appear on the bottom or was that signed
by somedone else?

That was signed by someone else.

Does the 'sighatire indicate Agnes
Froberg°

Yes, sir.

Does it indicate ‘that an affirmative
action aff1dav1t hiad beeén submltted to

the Purchase Bureau?
Yes, “sit.

‘Do you ‘know for ‘a ‘fadt ‘whether ‘an

affirmative ‘action affldav1t had been

‘submitted to the Puréhade ‘Bureau?

No, ‘sir.
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Would you be surprised again if I told
you it had not been?
Yes, sir.
Referring to the stockholder disclosure
form on the following page, does it
again indicate that Agnes Froberg was
the sole party having an interest in
General Supply Associates Laboratories,
Inc.?
Yes, sir.
Is that document signed by you?
Yes, sir.
Did you sign it?

Yes, sSir.

Did you know what you were signing when
you signed it?

No, sir.

If I were to tell you that we have
similar bid proposals for boiler and
fuel o0il chemicals, January 15th, 1980,
to January 14th, 1981, which is Exhibit
C-140, indicating the same information,
would your responses be the same?

Yes, sir.

Names on One State Contract

Q.

If I were to tell you that these
contracts indicate that General Supply
Associates Laboratories, 1Inc., has a
warehouse, would that be a misstatement
of fact?

Toe my knowledge,

If I were to tell you that these bid
proposals indicate that General Supply
Associates Laboratories has a testing
facility, would that be a misstatement
of fact?

To my knowledge.
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I refer you to Exhibit 141, another
Purchase Bureau term contract
advertised bid propesal for General
Supply Associates for boiler and fuel
0il chemicals for one year of date of
award. This contains a signature date
of 12/5/80. .Did you sign the cover
sheet? '
Ne, sir.

Does the name == 1is the name "Agnes
Froberg" written on the bottom of this
cover sheet? '

Yes, sir.

Do you know who signed it?

No, sir, 1 can only assume.

Referring to the affirmative action
supplement on the second page, is that
your signature there?

No, sir.

Referring to the stockholder disclosure
form —— '

No, sir.

-~ does it indicate that Agnes Froberg
is the sole owner of interest in
General Supply Associates Laboratory?
Yes, sir.

Does the written name Agnes Froberg
appear as the signature of the
authorized representative of G.8.A.7
Yes, sir.

Is that your writing?

No, sir.

Is it Jack Israel's?

It may be.

Is it witnessed by a John Cerri?

That's what it looks like.
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That is Mr. Israel's alias, is it not?
Yes, sir.

So Mr. Israel not only signed this, but
he witnessed it, is that correct, using
two different names?

I don't know.

bid Mr. Israel have a habit of
indicating a little «circle after
signing your name?

That's the way it appears.

And does that 1little circle appear
after the written name "Agnes Froberg"?

Yes, sir.

So does that appear to you to be Jack
Israel's signing of your name?

Very possibly.

You didn't authorize anybody else to
ever sign "Agnes Frobergqg," did you?

No, sir.
And I would indicate for the record we

have a similar contract, C-143,
automotive . parts and accessories for

General Supply Laboratories, Inc.

Would your answers probably be the same
for another State contract?

Yes, sir.
Do you know how important having a

State contract is to Mr. Israel and
General Supply Associates Laboratories,

Ine,?

No, sir.

Are you still the president of General
Supply.

Yes,

Do you know what your company sells or
does? :

No, sir.
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Q. Where is it located now?

A. It's still in Marlton.

Q. And where?

A. As far as I know, P.O. Box 269.

Q. Do you know who answers the phone for
G.5.4A. now? : ' .

A, No, sir.
How Jack Israel Scld Chemicals

Jack Israel, the next witness, was East coast sales manager
for Malter International of New Orleans, a producer of cleansers,
weed killers, pesticides and other chemical products, His
testimony about the purpose of General Supply Associates and his
use of Mrs. Froberg as a "front" was marked by contradictory and
evasive responses, as illustrated by these excerpts: '

Q. Do you have a company called General
Supply Associates Laboratories, Inc.?

A, I do business for General Supply, Iné.,
yes, sir.

Q. You say do business for them. 1Is that
not your company?

A, Basically, I do not own it, but after
testifying twice in front of you there
is a possibility that I do get income
from it, 80 there would possibly be
that I have something to do with it
that way. I don't own any stock or
anything like that.

Q. Can you tell us who owns‘General.Suppiy
Associates?

. Agnes Froberg, I believe. At this
point there is no stock issued with the
c¢orporation, so, basically, I believe

E that she did own it and that's my
answer. : -

X XX
Q. Tell us how it was formed.

A. It was formed, basically, okay, where I
asked - Agnes Froberg, okay, to own.
General Supply for me and also ‘be ‘the
president and secretary of it. In
turn, she said that she would, yes.
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This president of the company received
a salary of $25 a month from you?

Agnes received 825 a month and also
there were a couple of times where she
got a promotion or something like that.

COMMISSIONER PATTERSON: You said she
owned the company for you. I want to
know what's the difference between
somebhody owning the company for you and
your statement a little while ago that

you didn't think you owned the company.

THE WITNESS: I feel that if -a person
owned stock in the company and if she

were the president and the owner, they

would be the owner. If somebody did
work for the company, okay, it wouldn't

‘mean they owned the company but, basi-

cally, they supervised or worked for
the company.

COMMISSIONER PATTERSON: I would take
it to mean if I asked you to own a com-
pany that I really owned and you were
running it for me.-

THE CHAIRMAN: Tell me the extent of
what Mrs. - Froberg's ownership was.
What did her ownership amount to, to
your knowledge?

THE WITNESS: Basically, Mrs. Froberg,
okay, owned General Supply, okay, in
order to really keep my name, okay, out
of reach of people knowing that I had
anything to do with General Supply
where they would in anvy way go back to
my employer or hurt me, okay, employ-
ment-wise. Basically, she did paper-
work. She answered the phone, okay;
she helped me on anvthing that had to
be done. She signed checks for me,
and, basically, did paperwork. That
was her extent of it.

THE CHATRMAN: That was the extent of
her ownership?

THE WITNESS: Yes,
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X XX

THE CHAIRMAN: You and I have different
definitions, apparently, of ownership.

COMMISSIONER PATTERSON: She Was
fronting for you, wasn't she?

THE WITNESS: No, she was not.

COMMISSIONER PATTERSON: Not fronting
for you? :

THE WITNESS: No.

COMMISSIONER PATTERSON: Didn't you
just say that you didn't want to be
tied into the corporation because of
your main job and you needed somebody
to have their name in the corporation?

THE WITNESS: I said that she did that
for me so my name would not be known to
get me in any trouble, okay, to hurt me
with my company, okay. I do not call
that fronting, sir.

COMMISSIONER PATTERSON: Well, I do.
Israel's testimony also contradicted statements made in sworn
applications for State contract numbers as to what his General
Supply company (GSA) owned and how many people it employed:

Q. pid G.S8.A. have a warehouse with 15,000
square feet? :

A, G.S.A. did not have a warehouse.

Q. Did your firm have 1its own testing
facilities?

A. Testing facilities would be where we
brought our chemicals from.

THE, CHAIRMAN: Just answer the
gquestion. Did the firm have its own
testing facilities?

THE WITNESS: No, sir.

o. Who. were the employees: and what d&id
they do?
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A, Basically, it would have been Agnes
Froberg, Jean Israel, Eileen Adler,
Harry Dashoff., That would be basically
it.

XXX

Q. Do you remember testifying before this
Commission at Executive Session?

A, Yes, I do, sir.

Q. C-49; I am referring to page 19. Do
you remember being asked a gquestion on
line 4: "Who were the employees of
G.S5.A.7?" The answer: "The, employees,
basically, were my wife, Agnes Froberg
and not out front was myself." Did you
testify under oath that those were the
employees of G.5.4.7?

A. There 1is testimony here that I said
that, yes. ‘

Israel testified that he purchased enzymes and other sewerage
treatment chemicals from Arthur Cohen's Hart Co. at Tullytown, Pa.
Cohen, a previous witness in the Commission's public hearing, had
concocted a scheme for generating hidden cash from chemical product
sales. Israel's relationship with Cohen was so close that he
occasionally used Cohen's name or one of Cohen's companies in his
chemical sales operation.

Chemical Sales Under State Contract Numbers

Wastewater treatment chemicals were sold under state contract
‘numbers that were assigned to other unrelated products by Malter
International as well as by 1Israel's corporate front, General
Supply Associates. - Israel's testimony on this issue continued to
be evasive:

Q. Is it hot a fact that when one has a
State contract, the purchaser does not
have to bid for the item?

A. When YOU have a State contract the
purchaser does not have to bid for the
contract,

0. Did you have State contracts or did you
apply for State contracts as the East
Coast representative of Malter
International for Malter International?

A. Yes, I did, sir.
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And over the years 1978 to ‘date what
types of 'State vcontracts did Malter
International have in the State -of New

Jersey?

They had a contract for automotive
parts, accessories. They had one for
boiler and water, fuel ‘additives.

For ‘the years 1978 ‘to present did
General Supply Associates Laboratorles,
In¢. ‘have a State contract?

Yes, it did, sir.

What contract did that company have?

Automotive and I think just recently

boiler.,

Could you tell us how you went about
obtaining ©State contracts for Malter
International, G.S5.A.7

We are on a mailing 1list. The contract

is sent to you in the mail. TIn turn,
you f£ill the contract out and sent it

back to the State for the State to

review it, go over it and issue you a
contract number.

Was Malter International or were vou
questioned as the East Coast

representative of Malter International

by Captain Carey o©of the Collingswood
Police Department regardihg Malter's
use ©of State contract numbers to séll

t0 Collingswood?

Yes, I was, sir.

Is it 'not a fact that Maltér sold
enzymes under 1its State contract for
automobile parts and supplies to the
Town ©f Collingswood Waste Water
Treatment Plant? '

I understand that bids were s5o0ld to
publi¢ works and it d4id say enzymes,

This was sold under a c¢ontract for
automobile parts and supplies?

I don't recall. There were State
contract numbers. I did not sell the
account. I wasn't aware,
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Were you in charge of the sales person
who sold that account?

The sales person did work for me.

2

You are the one who obtained the State
contract for that sales person to use;
is that correct?

For the whole state, ves.

Did you ever sell enzymes under a State
contract for boiler supplies?

Myself personally?

Malter international in the State of
New Jersey.

Could be a possibility it was sold by
Malter.

Do you think it is preoper for Malter
International to sell enzymes under
State contracts for boiler supplies?

THE CHAIRMAN: Does he understand that
those purchases are outside the scope

"of the authority of the contract?

(The witness confers with counsel.)
THE WITNESS: I don't know that, sir.
THE CHAIRMAN: You what? '

THE WITNESS: I don't know that's
beyond or within the scope. Basically,
one answer could be yes and one answer
could be no,. I don't know what is
legal and what is not by that contract.

Have you submitted bids and have you
seen those bids at the SCI headquarters
in Trenton, written bids for boiler and
fuel 0il chemicals wherein you
indicated you would sell enzymes under
those bids?

I said I scld them bids at the hearings
I had with the SCI.

You included enzymes as one of the
items?

There were enzymes, ves.
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Do you think it is proper to sell
enzymes under that contract to public
bodies? :

That's the same.question. I don't know
if it is or isn't, :

Do you know what -- the enzymes are
primarily for use in sewerage waste
water treatment plants?

No; they are not primarily for the
waste water,

The enzymes you sold for Malter
International, were they designed for
use in sewerage waste water treatment
plants?

The enzymes that were sold from Malter
are two different types; the label on

©he says sewer plants. It could be

used anywhere, under a kitchen sink.

Would it be used to treat or to add to
boiler and fuel o0il chemicals?

Can it be added to a chemical to make
another chemical, if that's what you
are asking, no.

Israel's Sales Through General Supply Associates

o.

A

0.

bid you obtain ‘State -contracts for
G.S.A. also?

Yes.

Also for ‘automobile parts and supplies
and boiler and fuel ‘0il chemicals?

Yes, Sir.

‘Did you include in those contracts, in
your bids for those contracts -enzymes?
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There was enzymes in the bids.

How important is it for you as a
chemical salesman to get State contract
numbers?

Not really that importnat.

Are you willing to 1lie or falsely
certify to get those State contract
numbers?

No, I am not.

I show you what's been marked C-138 and
I am handing your counsel a copy of
that. Again it's a Purchase Bureau
Term Contract, advertised bid proposal
for water, fuel and air conditioning
chemicals, General Supply Associates
Laboratories, Inc.

Did you direct Agnes Froberg to sign
that cover page as president?

She did sign it.
Did you direct her to sign it?
I don't remember that.

Would she have signed it on her own
without direction from you?

Basically, ‘she would sign if I asked
her to.

Referring to the next page, Affirmative
Action Supplement to Bid Specifications
indicating affirmative affidavit to the
purchase bureau.,.. Did you direct Agnes
Froberg to sign that page?

I don't remember that, but she did sign
it.

If I were to tell vyou that the
affirmative action affidavit had not
been submitted to the purchase borough,
would that surprise you?

Was not submitted, yes, sir, it would
surprise me. '

XXX
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Mr. Israel, at that time did vou have

any indirect ownership of G.S.A.?

I stated, okay, that I did not ‘own any
stock, but seeing that I was in two
hearings with you, okay, there could be
now a possibility since I did derive
income from it that I have an ownership
in it now, but not at that time until
you brought it to my attention.

Did Agnes Froberg have any stock in the
corporation at that time?

Basically, we have just found out that
there was never any stock issued.

Can you answer the question yes or no?

I don't think I c¢an the way vyou are
asking it.

Isn't it a fact that Agnes Froberg was
just a front for the corporation, Ehe
didn't have any interest in the
corporation on the date this was
signed?

Agnes Froberg was not a front for the
corporation.

Istael's Testing Lab, Warehouse Belonged to Cohen

Q.

under item three of this application
Sales Service A, "Does your firm have
its own testing facilities?" The box-
marked "Yes" is checked. That was rnot
true; is that correct? :
That was true because any testing thét
had to be done would have béen doné at
Hart Chemical. They did have testing
laboratories there.

That was Arthur Cohen you are referring -
to? '

Hért Chemical had the labdr&tory
testing equipmént.

Where did they have this laboratory?
Would have been at their warehousge.
Where is that?

Tullytowi.
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How could you state this was your own
testing facilities?

Basically, the same way as Malter,
okay, would go out to someone to do
their testing. It would still be
Malter's testing if you pay for it.
Sure they have their own testing person
and they come back and pay for it and
that's the test.

COMMISSICNER FRANCIS: Does the
question say is it your own test or
does it say 1is it your own testing
facility?

THE WITNESS: Testing facility.

COMMISSIONER FRANCIS: Isn't that
different from a test?

THE WITNESS: No, sir. It was a
testing facility that we had. If we
bought boiler chemicals from Hart
Chemical, then we did have a --

COMMISSIONER FRANCIS: Did your company
own a testing facility? :

THE WITNESS: It says --~ it doesn't say
own,

COMMISSIONER FRANCIS: You are making
some distinction that totally eludes
me...I would like the witness to tell
me what distinction he makes between
have a testing facility and own a
testing facility.

THE WITNESS: If I had my own testing
facility, it would be somewhere where I
would send something and have it
tested. If I owned it, it would mean a
company that I personally owned.

COMMISSIONER FRANCIS: So you thought a
guestion on an affidavit form that said
does your firm have their own testing
facility, you thought that meant do you
have tests made somewhere? Is that
what your testimony is?

THE WITNESS: No, sir. I thought
exactly what I put down. Do you have
your own testing facility; my answer is
still ves.
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COMMISSIONER FRANCIS: What's the next
line after that quest10n7

THE WITNESS: It says ‘“hoew many
1ndlv1duals" ==

COMMISSIONER ERANCIS: Is that the next
line? Do you have trouble reading?

THE WITNESS: "Sales service," Excuse
me, sir. "Does your flrm have. their

own" - |

COMMISSIONER: ERANCIS: Ckay,, Mr .,

Israel, let*s go one line beyond that.
Wlll you read that?

THE WETNESS: "If not™ --

COMMISSIONER. FRANCIS:: Is the next line
"If not, name the company and; address.

THE WITNESS: It does say thak.

COMMESSIONER. FRANCIS: Wwhat did you. put
in there?

THE WITNESS: I didn't put anything in
there. '

COMMISSIONER FRANCIS: Why not?

THE WITNESZ: Because, basically, I had:
a, flrm that was; doing. testlng foxr us..

COMMISSIONER: ERANCIS: I give up.

Going, down. to. the. sentence enumerated:
E. "Does vo 3 warehouse., the.
product ] 1€ The- answer:
contained; on this. app: tion ig "Yes.'
If: so, how, many squam“ feet. Excuse?
me. “If: so, how; many- sguare: feet off
stlrage do. you. have? and written in.
here. is. " 15, 000: square, feelt.™

Could: you. tell: us: ifsy, in. fact, this:was:
a. Lie, was. it not? '

No.,. S.'.?.i:-rf;" -

Did: you, have. a.warehouse?:
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Warehouse was Hart Chemical where 1
bought all my chemicals and I think he
had about 15,000 square foot.

Do you own part of Hart Chemical?
No, sir.

Do you have any agreement with Arthur
Cohen?

No, sir.

Then the warehouse is not yours, it's
Mr. Cohen's?

I buy my supplies from Mr. Cohen which
would be my warehouse for shipping.

They ship all my chemicals out of Hart
Chemical warehouse,

THE CHAIRMAN: I take it you think you
answered all these questions honestly,
forthrightly, and correctly:; 1is that
right?

THE WITNESS: I know I have to my
belief. 1 have answered these
questions honestly and truthfully.

Enzymes As Auto Parts and Sugplieé

Qc

In that bid further on did vyou
bid...for . sewer solvent specially

compounded for use in municipal sewers?

There were brochures turned in with
bids.

This was under a contract for water,
fuel and air conditioning chemicals; is
that correct? |

Yes, sir.

Did you sell enzymes under any State
contract to any public body in the
state?

1 do not remember, I could have, okay,
on a few, buy I don't remember.

I show you what's been marked as part
of C-152. ' .

Yes, sir.
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Bid yeu sell contracts to the -- did
you sell enzymes to the Borough of
Zudubon under a State contract number?
I sold enzymes ta the Borough of
Audobon and I do see & State contract
number.

Was the voucher signed by Agnes

Signed by -- Agnes Froberg's name, I
signed it.

If I were to tell you that the State
contract number were for automobile
parts and supplies, will you tell us
how you were able to sell to a public
body enzymes for sewerage treatment
under a contract for automobile parts
and supplies?

Basically, okay, I don't remember that,
but it's down here.

You admit using a State contract, then,
to sell to public bodieg?

I didn't remember until you showed me
this. I still don't recollect, okay,
what was done, but it's here in front
of me.

bAs a matter of fact, Malter
International sold to public bodies
using State c¢ontract numbers, sold
sewer chemicals to sewerage treatment
plants; is that correct? ‘

Malter  Internatjonal  used  State
contracts ‘to Sell’ to municipalities
CoptERLe Re. EebL R

The Document With Israel's Two Palse Signatures

Q.

Mr. Israel, time and time again, &id
you sign Agnes Froberg's name to
affidavits when applying for purchase
bureau term contracts with the State?

Yes, I did, with her permission.

pid you ever have occasion to not only
sign her name but witness the signature
with one of your aliases or with an
alias? ‘
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Yes, sir.

I show you what's been marked C-141,
Stockholders Disclosure Form. Who
signed that? Who placed the signature
of Agnes Froberg on that document?

I did.

Who witnessed the signature of Agnes
Froberg?

I did.

What name did you use to witness the
signature of Agnes Froberg?

John Cerri.

Again, I ask you how important is it
for a chemical salesman to obtain a
State contract?

It's nice to have it, but it's not life
or death. You can sell without it.

You would go to the extent of falsely
certifying documents to obtain them?

I never falsified any dOCpmehts to my
belief. ‘. S

EXAMINATION BY THE CHATRMAN: ' =

Q.

Is it your understanding it's perfectly
proper? Have you ever been advised by
an attorney that it's perfectly proper
to sign affidavits to - swear  to

something by the use of somebody else's
name?

Basically, sir, I was never advised of
what was right or wrong, but I used
John Cerri as an alias to keep my name
from the public and to this day I feel
I haven't done anything wrong, ckay, or
anything c¢riminal, but doing what I
thought was right.

Even today you think you may sign this
girl's name if somebody gives you their
permission to sign an affidavit?

As of today I feel stupid in the
matter, but I don't feel I was wrong.
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Just stupid?

Cettain things show I didn't think
before I did sométhing.

Israel's Testimony Referred to Attorney Gepnéral

EXAMINATION BY COMMISSIONER FRANCIS:

Qt

A.

Q.

A,

EXAMINATION BY MR. GEISLER®

D

Did G.S5.A. makeé any sales undér any'
State contract numbers?

I don't remember, sir, until what you
showed me today.

Having seen that today, would you
answer the question did G.S.A. make any
sales under those State contracts?

I still don't remember because you are
showing me something that I don't
recall back to that time what was said.

EXAMINATION BY THE CHAIRMAN:

Aren't these documents evidence of such
sales?

They are vouchers. They are not
G.S.A. sales forms. They are vouchers
filled out by the municipality. The
only thing I did was sign my signature
accepting it was recéived, okay, and
for payient, I did not add anything
else to it.

”fst guestion. The
& .t6 the borough or
s wereé purchased
that ¢orrect?

Mr. Israel, one
enzymes that' y
town of Rudob
from Mr. Cohenj;.

They  were  purchased  from  Hart

. Chemicals.

Mr. Colien?

Hart Cﬁemic&ls, He owns thatf' V&S,

Those enzyiigs by using the State
contract number thoge  were sold
outside of the. State = bidding
requirements; is that correct?
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A, I wouldn't know that answer.

0. You didn't have to submit a bid when
you sold to Audubon, did you?

A, You don't have to submit a bid =-- if I
sell up to a $500 now you don’t have to
submit a bid. I could sell five orders
for $499 everyday of the week without
getting a bid. I can also sell up to a
thousand dollars by giving a verbal
bid. I can also sell up to $4500 going
to bid as many times as I see fit, if
you will accept my bid. That's a state
law.

COMMISSIONER DEL TUFO: As I said this
morning with respect to Mr. Cohen, I
believe the transcript of Mr. Israel's
testimony should be referred to the
Attorney General's Office for review.
I certainly don't concur with your
construction of the bidding statutes,
nor do I concur with your view of
signing affidavits. I believe it
should be referred to the Criminal
Justice Department.

State Purchase Bureau Witness Explains System

This episode's final witness was Angela Corio, a procurement
supervisor in the State Purchase and Property Division's Purchase
Bureau. She testified as an expert on the State's contract number
system. Excerpts from her testimony included:

Q. Are you familiar with shopping 1list
term contracts ordered by the State of
New Jersey?

A, Yes, T am.
Q. Could you tell us what they are?

A, A shopping 1list c¢ontract includes a
number of items from a number of
vendors which may or may not overlap.
The  purpose of a  shopping list
contract is to cover items which we buy
in the course of a year of which we do
not know the qguantities at the onset,
and to provide a convenience so we have
a source of supply for those items.

Q. Are two of the shopping list contracts
auto parts and supplies and boiler
chemicals?
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Yes.

Let me ask you: In applying for a
State contract if an individual submits
an affirmative action employee
information report which indicates the
company is not complying with the state
requirements, will that company rece1ve
a contract?

No,

You have received information that
companies are using State contracts to
sell outside of the bid laws of the
state?

Yes.

What types of contracts are they using
to do that’J

Primarily shopping list type contracts,
among them auto parts,

THE CHAIRMAN: What we are
fundamentally interested in, if I may,
is your knowledge of the system. We
would like your recommendatlons, if you
have any, for a change in the system
that would tighten the system and make
it more effective.

THE WITNESS: Yes; we lose control in
those areas where contracts are
extended to local governments, under
the present system they are not
requlred to report to us with regard to
n those contracts
‘@xpended If we
ly what it is that
would be able to

or the dollar.
knew more spec:

able +to determine line  item
\requirements based .on -quantities of

vendors, -.compete .on .those spec1f;c

ditems in the quantltles ‘that we n

and obtain.open .competition and I think

‘better pricing.

-COMMISSIONER DEL -TUFQ: It's lack of'

information now which creates problems

‘in trylng ko e
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THE WITNESS: One of the aspects, yes.
The other is we do not have the staff
to police the contracts. We are in the
business of buying. We do not do
auditing, or within severe limits we do
follow up. We do not have the staffing
to do that.

THE CHAIRMAN: What additional staff
would you need in the present
situation?

THE WITNESS: Well, presently our

cooperative purchasing section consists
of one person and all she does
essentially is mail copies of our

contract awards to interested
municipalities, It's a clerical
position. She merely is a mailing
person. She does not monitor the
contract. She when asked for advice
most often cannot give it to

municipalities, and it is either
‘referred to the local public £finance
office or to the township attorney or
board attorney, as the case may be, for
a decision.

COMMISSIONER DEL TUFO: Would it be
your view, then, if one is going to
have this type of system which is by
virtue of people qualifying f£for State
contracts not having to submit to.
bidding, that if that system is going
to be 1in place what is reguired is
information to be supplied to the
treasury and for staffing to oversee
the operation of that system? '

THE WITNESS: Yes; if the law is to be
met.

COMMISSIONER DEL TUFO: Otherwise the
way the law stands now there's great
possibility for abuse?

THE WITNESS: True.:

Kickbacks Led to Overbuying of Sewerage Chemicals

The Commission's inquiry into the activities of another
chemical peddler, Samuel Jacobs of Marlton, led to the discovery
that 20 percent kickbacks were his primary inducements for making
sales. Even his personal business cards, which were highlighted by
a large "$" sign, suggested that greedy sewerage plant operators
could make money dealing with him. The next public hearing episode
describes kickbacks to chemical product buyers at the Beverly
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Sewerage Authority in Burlington County and at the Pennsauken
Sewerage Authority, Magnolia = Sewerage Authority and the sewer
department of Collingswood Borough, all in Camden County.

Unneeded Chemicals Dumped at Beverly

One of Jacobs's customers was Gustav Weber, whose purchases
- were so excessive that he had difficulty dumping or otherwise
disposing of unneeded chemicals. Webetr dealt with Jacobs at
Beverly Sewerage Authority and then for seven months at the
Collingswood sewer plant before moving to Florida.

The first witness in this episede was Fred Weller, who was
gueéstioned by SCI Counsel Jamés Hart about conditions at the
Reverly Sewerage  Authority  when he was dppointed acting
superintendent to succeed Weber in Degember, 1980. One problem
that immediately confronted him was that dumping of excess
chemicals by Weber had disrupted the sewage treatment process at

the plant. Excerpts from Weller's teéstimony fébllow:

- 0. Upon commencing your duties as acting
superintendent d4id you notice anything
unusual about the effluent, that is the
product that was produced by the plant?

A, Yes. The effluent was very poor at the
time I took over.

0. Could vyou dgive the Commission a
comparison between the effluent and the
influent at the time you commenced your
duties as acting superinteéendent?

A, The effluent was ahout the same quality
as the influerit of thé plant.

0. I take it that is not normal, sir, 1§
it?

A, No, it is nof. ...
0. How should it have been?

A. The effluent ¢hould have beén much
, cleaner and léss BOD organic¢ growth.

THE CHAIRMAN: That was shortly after a
man naied Weber héad left?

THE WITNESS: Yes, sir.

THE CHAIRMAN: You found conditions
that weren't ideal; is that corréct?
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THE WITNESS: Yes,

Can you tell me are chemicals used to
treat the influent going into the
plant?

Yes. There are some chemicals used.

Who is currently' in charge of
purchasing thoseé chemicals?

Currently I am in charge.

Can you tell this Commission the types
of chemicals that you purchased and
used at the plant, sir?

I use a degreaser that would dissolve

solid grease and I use enzymes to
create a growth on trickling.

Do you use any chemicals other than
those two?

No, sir.

Can you describe for the Commission the
results you have been getting since
December of 1980 with the use of those
two chemicals.

Excellent results.

When you first started at the Beverly
Sewerage Authority did you notice
anything unusual about the supply of
chemicals that was on hand?

There were a large stockpile of

~chemicals that had no use in the plant,

that were unable to be used.

THE CHAIRMAN: This stockpile you found
when you went on the job apparently had
been placed there or brought there by a
man by the name of Weber; is that
correct?

THE WITNESS: Yes, sir.

Can you tell me what types of chemicals
were on hand?

...There was a Slow-Grow control for
grass that's used on parks and

recreation fields. There were drums of
sclvents for cleaning electric motors.
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There were solvents there for washing
down concrete. And several drums of
degreasers.

Do I take it, sir, that none of those
chemicals have a use in a sewerage
authority plant?

There were a few of the chemicals that
were used, Degreasers were used, and
weed killers were used. '

The rest of the chemicals you mentioned
would have no purpose? :

No purpose.

Can you tell me how much of those
chemicals were on hand when you
commenced your duties?

There were about 20 drums of chemicals.

20. drums of chemicals that had no use
or purpese in the sewerage plant?

Out of the 20 drums I would say five of
them -- we used 5 of them.

There were 15 drums that served no
purpose?

No purpose.

Were those drums. filled or empty of
chemicals, sir? '

Full.,
Were there several empty drums?

Can you tell me, sir, since you have
been purchasing = c¢hemicals. since
December of 1980 “based upon your
experience in the purchasing, can you
estimate for the Commission the value
of the chemicals that were on hand when.
you. commenced your duties and that
would serve. no- purpose. in a sewerage
authority plant?

I would estimate $500° a drum, each:
drum, 15 drums.,
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That would be approximately $7500, sir?
Yes.

I take it, then, that spending money,
spending $7500 for those types of
chemicals would have been wasting that
money: would that be a fair statement?

Yes, sir.

Did you receive any information, sir,
that the empty drums about which you
just spoke had contained chemicals that
were dumped, and by "dumped,"” I mean
wasted, thrown away, destroyed for the
purpose of getting rid of them?

Yes.

How did you receive that information,
sir?

When I took ovexr the plant I spoke to
the other men that worked in the plant,
the 1laborers, and when I asked them
where did the chemicals go that were in
the empty drums from behind the plant,
they indicated that Mr. Weber had
informed them to set these drums up at
the head of the plant and open them up
and to also pour some of these rlght
out into floor drains.

Dumped Chemicals Polluted River

Q.

A.

Q.

Where do items or objects or 1liquids
that are dumped into the head of the
plant eventually empty into, sir?

The Delaware River.

What about the floor drains, where
would they lead to eventually?

They would head back to the head of the

plant and eventually end up in the
river.

- 80, I take it, then, that anvy chemicals

that would be dumped in those two
locations would eventually end up 1in
the Delaware River?
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A, Yes, sir.

Q. Can you tell me, sir, why Mr. Weber
would have ordered those chemicals
dumped?

A. He was under .the understanding I was
coming back to work at the Beverly
plant and a lot of the chemicals were
moved around the plant, hidden in
different rooms and covered over with
things and he was getting prepared to’
leave; and he knew that the inventory
of chemicals was way too high and when
I took over the plant, he kept
indicating to me to make sure that I
explained to the authority that the
plant needed chemicals to operate.

"Sprinkle Deodorizer Around The Yard”

The next witness, John Wills, came to work at Beverly Sewerage
Authority four months before Weber gquit his job as Beverly's
superintendent. Wills, the authority's assistant plant
superintendent, recalled Weber's apparently frantic effort to
dispose of all the excess chemicals he had purchased. Questioned
by Counsel Hart, Wills testified:

Q. Did Mr. Weber ever order you to dump
chemicals, that is to waste them, to-
get rid of them?

A. Yes, sir.
0. Can you tell me when that was, sir?

A. It was about three months or two months
after I started working there,

Q. I take it, then, that would have been
about two months before Mr. Weber left?

A, Yes, sir.

Q. Can you tell me whatever he said to you
concerning the dumplng of the
chemicals? ’

A, He told me what drums to set up at the
head of the plant and what drums to
spread around the yard to get rid of --
I don't know to get rid of; he told me
to set it up.

0. You said something about chemicals in
the yard?



A,
Q.
A,
Q.
A.

Q.

A,
Q.
A,
Q.
A,
Q.

A,

-283~
Deodorizer; he told me to sprinkle it
around the vard.

The chemicals that were at the head of
the plant, were they eventually dumped?

Yes,

Who dumped them, sir?

Mr. Weber.

Did anyone help him?

No,

Did you see him dump the chemicals?
Yes, sir.

THE CHAIRMAN: They were dumped on the
ground or away from the sewerage system
itself?

THE WITNESS: No. Dumped at the head
bar screen.

What type of chemicals were dumped?

Degreaser. I am not too familiar with
any of the chemicals that he dumped.

In addition to degreaser, was soap also
dumped, barrels of soap?

Yeah.

What_type of soap was that, sir?
Detergent that you mix with laundry.
Laundry type detergents?

Yeah.

How many barreis were dumped?

I myself remember about five that I set
up.

Did anyone else set up any additional
barrels to be dumped?

There was a man working with me; his
name was William D. Griffith. Gus told
him to set up some, too.
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What was the size of these barrels that
we are talking about?

Some were 55 gallons and some are 35
gallons. '

I take it this dumping, sir, was an
extraordinary way of getting rid of
these chemicals, was it not? The
dumping of chemicals didn’'t serve any -
purpose in the system?

At that time I wasn't familiar. 1 just
did what he told me to do.

Looking back on it now, did the
chemicals serve any legitimate purpose?

No, sir.

Do you know whether or not Mr. Weber
had been asked to resign his position
as superintendent?

I don't recall.

Can you tell me whether or not any
barrels of chemicals were removed from
the site of the plant itself?

At one time Mr. Weber informed me that
a truck would be pulling into the plant
and that I was supposed to put two
drums on that truck and I did that.

Did you dump chemicals anywhere else
upon Mr. Weber's instructions?

We had six drums of digestants which he
had told me to take two up on top of
the plant and he dumped it from there.
He had William D, Griffith set up two
more drums and two holding drums we had
in the ground.

Were some of those drums dumped into
floor drains? -
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A, That I really can't -- I don't know.

Q. Did you notice empty drums, sir, in the
back of the plant?

A. Yes, sir.

Q. Were vou led to believe, sir, that
those empty drums had contained
chemicals that were dumped?

A, Yes, sir.

Q. How many empty drums were in the back
of the plant?

A, I would say approximately 12 all told.

Q. Are those drums still there, the
empties?

A, No, sir.

Q. Did Mr. Weber indicate why he wanted
these chemicals dumped?

A. No, he didn't.

Q. Do you know a chemical salesman by the
name of Sam Jacobs?

A, Yes, sir.
Collingswood Sewer Department Abuses

In October, 1981, Deputy Police Chief William Carey of
Collingswood was assigned to investigate allegations that the
borough had paid for more chemicals than necessary to run its
sewerage system and that State bid laws had been violated by misuse
of the State contract numbers system for expediting certain types
of governmental purchases. Gustav Weber, who previously had worked
at the Beverly Sewerage Authority, had been head of the
Collingswood sewer plant during the period when the alleged
wrongdoing took place, Questioned by Counsel Hart, Chief Carey
testified about his investigation as follows:

Q. Were you able to determine who was in
charge of purchasing chemicals at the
Collingswood Sewer Department?

a, Yes, The department head was Gustav
Weber.

Q. Was he there, sir, when you began your
investigation?
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A, No. He had left in July of that year.
He had terminated his employment in
July of that year.

Q. Where did he go, sir?

A. I later found out he went to Florida.

Q. Do you know for what period of time he
worked as the sewer superintendent?

A, From January 1, 1981, until July 17,

18.

0. Do you know why he left his position
there?

A. I found that he was hired on a tempor-

ary basis £for approximately a vyear.
That was the arrangement he entered
with the board of commigsioners, to
work for approximately a vear because
they were supposed to have another
employee get a license to run the plant
and that was Gus --

Q. He stayed for approximately seven
months?

A, Yes.

0. bPuring your investigation did you have

occasion to check municipal vouchers to
determine the amount of chemicals Mr.
Weber had purchased during the seven-
month period that he was the superin-
tendent?

A. Yes.

Q. I would like you to look, sir, &t
what's been marked as Exhibit C-14,%
It will be placed on the easel in just
a moment, Do you recognize that
exhibit, sie?

A, Yes, I do.

*gée, Chart, next page.
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CHEMICAL PURCHASES BY GUSTAV W. WEBER, JR, AT THE BORDUGH OF COLLINGSWOOD SEWER DEPARTMENT

JANUARY To JULY, 1981

DOLLAR AMOUNT

$6,000
$5,678.65
$5,000
$4,000
$3,000
$2,530,22
$2,000 $1,956.65
1,521.00
Sy $1,683.15
s1.000 | $914-10
JANUARY FEBRUARY MARCH APRIL MAY JUNE JULY

WEBER'S TOTAL PURCHASES- $§14,920,57
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What is depicted on that exhibit?

On the left a dollar amount in
thousands of dollars and on the bottom
the period January through July, which.
represents Weber's tenure in office.

What was the total amount, sir, of
chemicals he purchased during that
period? '

$14,920.

I notice, sir, about the month marked
April there seems to be a considerable
increase in the dollar amount of
purchases made by Mr. Weber that month.

Do you have an explanation or did you
come to find out a possible explanation
for that, sir?

Yes. When I talked with the two
fulltime workers at the sewer plant, I
learned from them that Gus indicated
that he intended to leave 1n1t1a11y at
the end of April.

Now, I notice above the month of June
there is gquite a drastic increase in
the dollar amount of purchases he made
in that month. I take it from the
previous testimony, sir, that was just
prior to his departure from the sewer
department; is that correct?

That's correct.

This approximate $15,000 worth of
chemicals that Mr. Weber purchased, can
yvou tell me how that compared to the
normal ddéllar amount of chemicals
purchased for the sewer department?

Yes. I questioned the «c¢lerk that
handles that account with the borough
and there's a $20,000 appropriation for
the vear for ¢hemicals to run the sewer
plant.

Were you told, sir, that there were

certain chemicals that made up the bulk

of the purchases of this $20,0007?
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Yes. It was explained to me that to
run the sewer plant the two bulk
chemicals that were required were
polymers and chlorines, and there were
approximately §7,000 worth of those
chemicals needed per year to run the
sewer plant.

So there would have been $13,000
remaining . in a calendar vear to
purchase other types of chemicals; is
that correct?

Yes -

And in some seven months Mr. Weber had
already expended approximately $15,000
worth?

That's correct., Exclusive of polymers
and chlorine.

Were you able to determine from whom
Mr. Weber had purchased +this some
$15,000 worth of chemicals?

Yes. There was six different chemical
companies.

Was one of those companies Malter
International? - -

That was the company that he purchased
the majority of his chemicals from.

Laws Were Broken

Q.

A.

Q.

In your examination of  the borough
vouchers, did you observe vouchers made
out to Malter Chemical Company?

Yes.

Did those vouchers relating to Malter
contain State contract numbers?

Yes.

Did you have occasion to check with the
State Department of Treasury concerning
those contract numbers?

Yes, I did.

What were the results of your inquiry
with the Treasury Department.
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I found that Malter International held
no contract to supply sewer chemicals;
that the contract number ~ on the
vouchers was for auto accessories.

and did the Treasury Department tell
you anything - about the selling of
chemicals to sewer Pplants wunder an
automobile or automotive part contract?

They told me that it was not allowed
under the contract that Malter held; -
that in no way were they able to supply
chemicals to a sewage authority under
that contract.

During your investigation did you have
occasion to check with other municipal~
ities or other authorities where Mr.
Weber had worked prior to Collingswood?

Yes. I had learned that he had worked
at the City of Bewverly and for a
private corporation named Kings Grant
in Cherry Hill pricr to coming to
Collingswood.

Had they experienced similar problems
with Mr. Weber inscofar as over-pur-
chasing of chemicals is concerned?

Yes: I called them to determine whether
there was a pattern of that type in
Mr. Weber's behavior and I found f£from
both of those authorities that during
his tenure with them he had over-pur-
chased chemicals also.

In_regards to Malter International did
you -have 'occasion to speak to any
representatives from that  company
concerning the State contract numbers

" they were using in Ceollingswood?
' Yes,'I did. . .

' Who did you gpeak to?

1 spoke with Martha Gold, the sales
person, and with her supervisor, Mr.
Jack Israel, o
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Dpid they offer an explanation to you

concerning the use of the State
contract numbers for automotive parts
when they were selling or when the
salesman was selling to a sewer
department?

They indicated to me that the chemicals
sold to the Collingswood Sewer
Department were the same types of
chemicals that would be s0ld to an
automotive gas station to clean the
floor and that, therefore, in their
opinion, their chemicals were under a
contract.

How did their opinion compare with what
you were told by the Department of
Treasury?

I called them back to try to determine
whether their wversion was correct or
whether the Department of Treasury was
correct, and the Treasury told me no,
that contract was in no way authorizing
them to sell chemicals to a sewer
plant.

Jacob's Gifts to Weber

Q.

During your investigation did you

‘receive = information concerning &

chemical salesman by the name of Sam
Jacobs? :

Yes. I found 8am Jacobs that was
associated with the 8 & § Research
Chemical Company.

Was that one of the companies whose
name appeared on any of the vouchers?

Yes.

Can you tell me whether or not Mr.
Jacobs was involved in the giving of
any inducements to Mr. Weber so Mr.
Weber would purchase his chemicals?

I found that Mr. Weber had gone on at
least two ~-- three golf outings as a
guest of Mr. Jacobs. :

Were there any other gifts that you
heard about, sir, concerning Mr. Jacobs
and Mr. Weber?
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A, I had heard that Mr. Jacobs had
supplied Mr. Webevr with golf balls and
with golf squipment.

3 0. That wag the extent of what you heard,
sir? ' :

A, Yas .,
0. Did you interview Gus Weber?
. A.‘: Yés, T did by the phcﬁe'from‘Floridéf

0. - bid yeou guestion him  about whether ot
not he accepted kickbacks or gifts from
chemical salesman? S '

A. T asked him if he had ever taken any

' monies from salesman. .He indicated to’
me that he had not. He indicated to we
that he had taken small gifts such as
pens or  penknives or funch or
breakfast.

Half Hiz Buyers Gor Kickbacks

Testifving under & grant of immunity, Sam Jacobs of Marlton
gave a detalled account of his cash kickback practices as a

chemical products salesman. He operated two companies, Jay
Chemical and 5 & S Research,rbut prior to 1976 he had worked for
Malter International. Contrary to what Malter sales

representatives had vtold Collingswcod Depucy Chief Carey, the
Malter Company was no exception to the rule when it came to
providing “inducements® to prospective chemical buyers. During the
course of his testimeny, Jzcobs sald that 70 percent of his sales
were to governmental entivies and half of these buyers toock gifts
or kickbacks. Excerpte from Jacobs's testimony follow:

" EXAMINATION BY MR, HART:

Q. ~Based upon your experience in the
: * .. ghemical sales, can you tell me whether
- or not it's a common practice for
‘salesman to offer inducenents to
customers f=Te) that the customers
purchase chemicals? . : :

A, - Yes.

0. Can you give me scme examples of the
types of inducements that are used in
the industry?

A. Just =zbout anvthing from novelties,
more or less in the idea of pens, fish
knives, hunting knives, things of that



A,
Q.
A,
Q.
A.

Q.

-293-

order. Inducement to buy or thank them
for their time and other times it comes
into play.

Are more expensive inducements ever
used, sir?

Yes.

Television sets?
It could be, yes.
Microwave ovens?
Yes.

Cash?

In areas, yes.

When vyou worked for Malter Interna-
tional did the company encourage the

use of inducements?

Yes. All chemical companies do.

Would vyou explain what the Malter
system was of inducements?

Well, when you are trained actually as
a salesman -~ the company has
novelties. When I speak to novelties,
I specify anything in the gift area.
Some companies give shirts, things of
this order. These are given to
customers to break the ice if you are
running across a potential c¢lient, a

‘way of introducing vyourself to. give

them something to break the ice, Iif
they are a fisher or hunter you give
them a fish knife. You are trained in
this manner not only may I say with
chemical companies, but I would say
with any type of selling companies.

Would vou tell me whether or not upper
management at Malter was aware of the
practice of giving inducements at the
time that you worked for them?

No doubt about it.

During the time that you had your own
companies and, 1f I recall correctly,
that's from 1975 up to the recent past?
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Recent past.

Can you tell me during that six,
seven-year period, whatever it might
be, what types of customers did you
sell to? :

I s0ld to municipalities of the road
department, sewer plants, parks and
grounds, industry, all types of
industry.

Can vou tell me what perc¢entage of your
customers were governmental in nature?

I would say in the area of about 70
percent.

70 percent of vour business was -~ of
your customers was with municipal or
other governmental agencies -or
departments or authorities?

That's correct,

Did you utilize a system of
inducements?
Yes.

What form did these inducements take?

Well, to put it generally, whatever,
more or less, it took to get the order.

Small novelty gifts?
Started with novelty gifts.

Larger gifts? -

Larger gifts. .
" Yes.

‘Can you tell'mefwhat-perCentage ofIYOur

governmental customers accepted gifts
or gratuities or cash? '

I would say 50 percent.

How Jacobs Tested Kickback Receptivity

Q.

I am interested right now, sir, in any
cash Kkickbacks or payments that vyou
made to any dgovernmental purchasing
agents. Can you tell me how that
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system worked whereby ydu paid
purchasing agents cash in return for
them buying from you?

How I d4id it?
How you worked. it, yes, sir.

Number one, as far as purchasing agents
I had no dealings with them. It was
the  municipality, perhaps, the
superintendents of the road department,
the superintendent of the sewer plant.
A proposal -~ I would suggest anything
they bought from me, they would get,
maybe, - 20 percent of the action. If
the bill was a thousand dollars, they
would get a couple of hundred bucks.

Was 20 percent your standard?
Right.

Who would first mention the possibility
of a kickback?

I must say I did.

Bow would you determine whether or not
to make a 20 percent kickback offer to
an individual who was purchasing your
chemicals?

You would be in a place, I would say,
vou know =-- 1in the interim of the
business, of being in the business I
just knew, more or less, containers
around from different chemical
companies, I knew what type operation,
what everybody had, what they were

"giving, 1f they were giving gifts or

whatever the case may be. I felt in my
mind that that gentleman would be
receptive to my offer, I would offer
on the basis of something -- I would
use like John or Joe, vou can throw me
out if you want, if you want to, but I
know you have got three years of lots
of gifts and if we can work together on
a cash basis, anything you buy from me
I will give yvou 20 percent of the bill.

Do I understand you correctly, sir,
that you would determine whether or not
to make this 20 percent cash kickback
offer to an individual by 1looking at
the chemicals or the chemical companies
he had been dealing with in the past?
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That would enter into the picture.

From knowing which companies were
selling to this particular individual
you knew the type of gifts or cash that
he had been receiving up to that point?

Yes. That would enter into the
picture.

Did.you ever utilize business cards in
your business? '

I had a dollar sign on one. I think I
was drunk at the time. I &id have one
under the Jay Chemical Company. It was
red. I should have made it green. '
I ask you to look_‘at what has been
marked as C~18.* - Do you recognize
that?

Yes,

That is your business card, sir?

Yes.

It's not very subtle, was it, sir?
Pardon me? No.

What did you explain to these
individuals who did not know what that
dollar sign stood for, sir?

They could be -- they could benefit
from that card.

For the record, sir, is that an
accurate reproduction of your business
card?

Yes, it is.

JAY CHEMICAL €0,

BEAVING 20L¥ COMASES. WONSTRY. WUNIGISELIVIES,

¢.0 BBE 273 . Bam JACORS.
BEAKRLTON. H.J. OROBY ‘ - GO2-983:-3073
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Jacobs Describes Deals With Weber

Q.

pid you ever have occasion to sell
chemicals to an individual by the name
of Gustav Weber?

Yes, I did.
Who is Gustav Weber?

BHe was a sewerage plant operator of
Beverly Sewerage Plant and Kings Grant
Sewer Plant and Borough of Collingswood
Sewer Plant.

What type of chemicals did you sell to
Mr. Weber?

Well, <c¢hlorobenzene, degreaser, weed
killer, paint, granular sewer solvent
for the 1lines. I believe the truck
wash, Just about everything a sewer

plant can use.

Can you tell me what years you sold to
Mr. Weber?

I would say starting about 1977 or 78,
in that area there.

Until when, sir?

Until about a year and a half ago.
Is that when he left for Florida?
Yes.

You sold to him right up until he left
Collingswood; is that correct?

Correct,

Did you ever pay &ny kickbacks to him?
Yes.

Cash kickbacks?

Yes.

What was the arrangement you had with
Mr. Weber?
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A. I must say this, that with Mr. Weber I
didn't -- I induced that. I presented
it to him and he accepted that so we
had  more or - less a 20 percent
arrangement. o

Q.‘ A 20 percent arrangement?

A, Jugt about,

Q. pid you have any arrangement with Mr.
Weber concerning the ordering and then
non-~delivery of chemigals?5

A, I think we did that once or twice, yes.

0. How d4id that work, sir?Lh

AL well, we wouldn't ship it and then I .
billed it out. That we would, more or
less, split the bill. '

‘0. You say that occurred how many times?

A, I think twice if I recall.

Q. How would you pay Mr. Weber?

A, Cash.

Q. Where would you get the cash?

A, I would go to the bank and get it and
cash a check or money in my account, I
would take it out. Usually I would
wait until I got the check,

You would get the check from the sewer
department or the authority?

o

A. Right.
Q. You deposit that into your account?
A, Yes,

Q. You would write a c¢check to your
yourgelf or teo cash?

A, Right.
Q. Where would you meet Mr., Weber to pay
him?

A, There was a little luncheonette we met
at the time in Beverly. He hasg come to
my house and that was about it, Maybe
in the car..
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Q. Over the period of years that you sold
to Mr. Weber how much business
dollarwise did you do with him in which
you paid kickbacks to him?

A. I would say possibly in the area of 6,
7,000, in that area.

Q. 6 or $7,0007

A. In aboﬁt that area of the gross

' business, just monies.

Q. Can you tell me whether or not Mr.
Weber purchased an excess amount of
chemicals, that is more than was needed
for the operation of the plant?

A, In my opinion he did.

Q. Why do you say that?

A. There were other containers that were
laying around.

Q. He was still buying chemicals when he
had containers that were unopened?

A. Yes,

Kickbacks at Pennsauken Sewer .Authority

Q. Did you ever sell chemicals to the
Pennsauken Sewer Authority?

A. Yes.

0.  When was that?

A. I sold them since about 1970 or '71.

Q. Was an individual by the name of Wilmer
Webb in charge of purchasing chemicals
from Pennsauken?

A. The 1last three or four years that 1
dealt with him. There was another
gentleman there before.

Q. Did you have an arrandement with Mr,
Webb concerning kickbacks?

A. Yes.

Q. ‘What was the arrangement with him, sir?

A.

There was -~- anything he bought would
be a 20 percent of the bill.
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Q. Basically it was the gdme artargement
you had with Mr. Weber that you Had
- with Mr., Webb; is that correct?

K. That's correct.

Q. When would you pdy him?

A, The sgame., I would, more or less, neet
him when I got the chedk, and told him
1 would call him when I received the
¢check and we would fieet and I would

give him the cash.

) The cash you would generate by wrltlnq
a chéck to cash or to yourself?

A. Yes.

Q. Over the period of years that you sold
to him how much business dollar-wise
did you deal with him in whieh c¢ash
kickbacks weré invélved?

A. Bbout 5,000, I would say.

Two Simultanecus Kickbacdk Payments

One of Jacobs's fore unusual reedllectidns was the time Weber
and Webb weére givén kickbacdk checks in edech other's preserice at the
chemical peddler's hHome. Jacobs's testimony ¢ontinued: .

Q: Was thete evér a time when you paid a
kickback to both Mr. Weber and Mr. Webb
at the same time?

A. Yes:

Q. Will ydu expls ,;Qw;.ﬁhét seeurred,
sir? e Tigban

Bver a year ago I

I could not travel

A. Last year, a . 1it
had an operatich a
or drive and I d hifn’ some material
and I ¢alled him; 1f they wanted to
stop up Hy house and if I wasn't there,
it he desired the monles I owed him, I
would Bé happy te give it to him, but I
did explaln I didh't have the cash and
I eouldn't gét to the banks But I said
if they wanted to take a ¢heck, he said
né problét,

Q.  They were willing to accépt a check for
this partieular kickbaek? -
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Will you look at the easel, sir, to
what has been marked as C-16. Can you
identify that, sir, and tell me what it
is?

Yes. That's a check that I issued to
Gustav Weber. It's in my handwriting.

Dated June 8, 19812

Correct.

In the amount of $175?

Correct.

Did you give that check to Mr. Weber?
Yes. o |

At your home on that date?

Yes.

Was Mr. Webb present when you gave Mr,
Weber that check?

Yes, he was.

I would like you to look, -sir, at
what's been marked as C-15. -

Do you recognize that, sir?

Yes, I do.

What is that?

That's a check I -ga_ve' to Mr. Webb at
the same tlme.:.They both came to my
home. - T '

That check is made out to Mr., Wilmer
E. Webb in the amount of $220°?

Correct.
It is dated June the 8, 19812
Right.

Was Mr. 'Weber present when you gave
Mr. Webb that check.

Yes.
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Let me show you, sir, what has been
marked as (C-67A and C-69A. Would vyou
look at these documents and tell me if"

What are those documents and please

C-67A is the order of two —-- Mr. Weber
at the Borough of Collingswood. The
order I had taken which pertains to the
giving of «cash; and C-69a is to
Pennsauken Sewerage Authority to Mr.

What is the date on those orders, sir?
One's April -- both are April the 22,
In fact, I had written the orders
You wrote the orders at the same time?

I recall we met in the diner the three

Did you ever do business with the

More or less, roughly, in the five-year
Who was the ©purchasing agent of
A gentleman by the name of Mike.

Iavecchia, I believe, is the last name.

Did you have a kickback arrangement

Q.
you recognize them?
A. Yes, I do.
Q.
refer to them by number?
A,
Webb.
Q.
A,
together, if I recall.
Q.
A.
, of us, and I wrote the orders.
Kickbacks at Magnolia Authority |
Q.
‘Magnolia Sewer Authority?
A, Yes.
Q. QOver what.period of time?
A. I would say -~ in my own business?
Q. Yes, sir.
A,
period,
Q.
Magnclia?
A,
Q.
with him?
a. Yes.
Q. Will you explain that arrangement?
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State Contract Number Sy

~30d -

This was :on :the ‘basis also of ithe 20
percent activity.

Did you :ever mnon-ship ‘to Mr. Tavecchia?

Well, when hie was buying at ‘the tlme

mostly types of copper ‘sulfate and I

would ‘bring .one iback .and order ‘two, @nd
+hen one would :go +to «me and one would
go to ‘him.

If I wnderstand what sou are saying
correctly, sir, he would -order ‘two bags

of a chemical?

Right.

You would deldiver one bag?
Right .

You would get paid for two bags?
Right.

And ‘then you would ‘split ‘that payment
50/50 with Mr. Iaveechia?

Yes .
How=then-did'thét“happenwfSir?

1 ‘would say -about four times, five
times.

What was the approximate dollar ‘amount
of business you did with Mr. Tavecchia
which 1nvolves k1ckbacks°

1 Would‘p9351'lyJ””“ $3 000 ‘area.

gRgp_Qiﬁl

Q.

dindustry  did

During ‘the 'course. of your employment in
the ‘chemical indystry 'or c¢hemical ‘sales
you  ever  gailn any
knowledge of schemes used by chemical

‘salesman oK chemical ‘companies

involving the wuse of State ‘contract

I have heafd. Thiere is '‘no conciusive
proof that 1 can give youy, but in my
travels -~ ‘this to me is ‘one of the

‘biggest rwip-offs -aroung. These

gentlemen go around and tease e,
having one number which constitutes
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like one item, and the customer would
feel ~-~ which I ‘have been told by
somebody, which covers their whole
line, which does not,

Did you say this State contract number
scheme is one. of the biggest rip-offs
around?

I am saying that in my activity in the
chemical business I would get very
perturbed about this because I couldn't
do it. I did not have a number and I
just felt -- this is my opinion. I am
not naming the company or whatever, but
I think this is done and it bugs me.

Can you tell me whether or not chemical
salesman who make use of State contract
numbers are selling their products at
the lowest price?

I don't believe so.
Why do you say that, sir?

I have been around where a possibility
of a dozen aerosol they are getting
$65, $70 a dozen, which I can sell 40,
45, . I think they get the highest price
around. '

You told us, sir, that gift-giving and
inducement-givirg and cash kickbacks
were common practice in your 1line of
business. Could you have remained in
business without utilizing such a
system?

It would be a lot of hard work.

Kickback Admissions Made to SCI Agent

Two recipients of kickbacks from Jacobs had admitted prior to
the hearings that he had paid them cash in return for buying his
These admissions were made by Wilmer Webb and
Michael Iavecchia to SCI Special Agent Richard Hutchinson during
of the Commission's investigation.

chemical products.

the course

testimony follows, in part:

Q.

Pursuant to your duties did you have
occasion on May the 5th of 1982 to be
at the Pennsauken Sewer Authority at
ten o'clock in the morning? :

Yes.

Hutchinson's
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What was your purpose in being there?

I was accompanied by Investigative-

‘Accountant Chris Klagholz, We were to

review the vouchers of the sewerage
authority in reference to § & 8
Research Company and at the same time I
was to interview Mr, Wilmer Webb later
that day, approximately one p.m,

Was anyone present with you whenever
you conducted the interview?

Investigative~Acct. Chris Klagholz.

What did he indicate his employment
history was? : :

He stated he was Thired at the
Pennsauken Sewer Authority in
approximately September of 1979. Prior
o that he worked at the Maple Shade
Water and Sewer Authority for
approximately 5-and-a-half years, and
prior to that employment he worked at
Lindenwold Municipal Ptilities
Authority for eight-and-a-half years.

Did Mr. Webb make any statements to you
during +the interview concerning him
accepting or being offered any gifts,

cash, checks or leans from any

chemicals salesman?

Yes, sir, he did.

What statement did:h

Initially he=d5f“

ndlcatéd“that Eo

ement «what, &£
Say., Sir?

I sgtated to shim that'I'didn 't rhelieve

‘him cand idin omy copinien the :was 1y1ng amnd

I proceeded ‘to guestion ‘him.

‘Did you ‘have -occasion to sexhibit to
‘him, sir, -what was previously marked .as
“€-15 ‘for :identification, -that :being @
reproduction of -a .check made cout to-him
4silgned by ‘Mr. ‘S8am Jacobs?
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Yes, sir. I specifically asked him if
he had received any cash or checks from
Mr. Sam Jacobs of S§ & & Research
Company. He indicated he had not. At
that time I confronted him with the
check that you see on the board and
advised Mr. Webb that in my opinion he
wasn't telling me the truth.

What did Mr. Webb say at that point?

He then stated that, yes, he did have
an agreement with Mr. Jacobs in which
he was receiving 20 percent kickback on
any order that was placed to S8 & S
Research.

Did Mr. Webb tell you where he was when
he received that check from Mr. Jacobs?

Yes, sir, he did. .

Where did he say he was?

He stated that he had called Mr.
Jacobs, had gone to his residence and

at the residence had received that
check. ‘

Did he state whether or not anyone else

was present when he received that
check? o

Yes, sir, he did. He was not entirely
certain, but to the best of  his
recollection he believed that Gustav
Weber, the superintendent of the
Collingswood Sewer Plant was leaving.
He wasn't sure whether he was leaving
or entering the apartment when Mr.
Weber was leaving.

Did Mr. Webb admit to receiving any
other gifts or kickbacks in any f£form
from Mr. Jacobs on other occasions?

Yes, sir. I asked him if he had
received anything else and he didn't
know. I advised him again that he was
not telling me the truth and, in fact,
I told him that he had met Mr. Jacobs
at the Pennsauken Diner on Route 130 on
occasion where he accepted cash. Mr.
Webb denied that. I again told him I
didn't think he was telling me the
truth and after a period of time he
stated that he did accept the cash and
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he received the cash in the,parking lot
of the diner,.

Now, turning your attention to May the -
14 of 1982 at ten-twenty-four in the
fmorning did you have océ¢asion at that
time and on that date to be at the
Magnolia Sewerage Authority?

Yes, 511:' .

What wasS your purposé in being there,
§ir?

I was to serve a subpoena duces tecum
uper Michael Iavecchia, the foreman for
the Magnolia Sewer Authority.

Upon meeting Mr. Michael Iave¢chia did .
he make any statements to you?

Naturally he wanted to know my reason
for being there. I advised him the
general scopée of the investigation that
I was conducting in the sewerage
auvthorities, muni¢ipal atilities
guthorities and I was primarily
interested at this time with regatds to
chemical purchases, &€hemicals salesmdn
and the gifts they wete giving.

Di¢ you inguire of Mr. Iavecchia
whether or nét he knew Sam Jacobs of §
& 8 Research?

He stated that hHe did bus1ness with
Mr. Jacobs throigh S & S.

Did Mr. JTavectchia make any statements
to you concernihg whether of not he had
teceived anything from Me. Jacobs?

Yed&, sir. T asked him what M#. Jacobs
gave Him. He denied he redeived
anything from Mr. Jacobs &and I informed
hifm I didn't think ke was telling e
the truth; and after & few seconds he
indicated that Mr. Jacobs gives him
dinners but nothihg elgé.

Did he admit to receiving anything else
from Mr. Jacobs?

I still indicated I didn't think he was
telling me the truth ahd after a few
séconds he also stated he gets a few
buzks at the time of sale.
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THE TESTIMONY —- FOURTH DAY
FRIDAY, JULY 30, 1982

Transition Statement

The final day of the SCI's public hearing began with what
Commissioner Francis described as additional evidence of the extent
to which mismanagement of authority and municipal sewerage plants
had permitted kickbacks and other misconduct:

Today (he said) we will expose yet another
scheme by chemical - peddlers to unload
chemical products of questionable value at

exorbitant prices and in excessive
quantities —-- this time to a municipal sewer
department. The Commission first learned

about this chemical sales scheme while
probing the records of certain local sewage
authorities which also had made purchases
from this seller. It was discovered that
this peddler's largest: customer was
Brigantine, so we will be focusing on his
transaction with this c¢ity as a prime
example of the wheeling and dealing at the
other facilities.

The Brigantine Rip—off

Jack Levin, who sold wastewater treatment chemicals -- chiefly
dichlorobenzene -- from his home in Philadelphia and a postal box
in Mount Ephraim, concocted one of the most blatant rip-offs
uncovered by the SCI's investigators. Although Levin dealt with
numerous authorities, his biggest customer was the Jersey shore
city of Brigantine. Therefore the Commission utilized Levin's
Brigantine scheme as a public hearlng exemplar of his chemical
peddling activities,

SCI Agent's Overview of Scheme

SCI Counsel Michael Coppola called Special Agent Wendy
Bostwick as the first witness in this episode to provide an
overview of the Commission's investigative findings in Brigantine.
She was aided by a chart which demonstrated that Levin during 1979,
1980 and 1981 was paid for more than 200 55-gallon drums of
dichlorobenzene ~- a highly carcinogenic pollutant -- that he could
not prove was actually delivered to the city.. Agent Bostwick's
testimony:

Q. During the course of your employment as
a special agent did you have occasion
te participate in an investigation
concerning chemical sales by Jack Levin
to Brigantine?
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Yes, I did.

Could you give us the focus of that
investigation?

The focus of that investigation was
whether or not the City of Brigantine
actually received the number of drums
of dichlorobenzene for which they paid
Jack Levin.,

Directing your attention to this
chart,* C-20, entitled T"Brigantine
Department of Public Works; purchases
of diechlorobenzene from Jack Levin
trading as Globe Star Chemical and
Consolidated Purchasing,” could vyou
give the Commission a brief explanation
of the chart and, first of all, do you
know who prepared the chart?

Yes; I prepared the chart,

Can you explain the chart, please?

THE CHAIRMAN: What is that ecolumn on

the left?

THE WITNESS: The first column on the
left represents the sales in 1979, the
sales of 55-gallon drums of dichloro-
benzene to the City of Brigantine,

THE ‘CHAIRMAN: I see the top figure 71

and than .another figure 44 and 27,
What significance are they?

THE WITNESS: The figure 71 drums
represents the total number of drums
that ‘the City of Brigantine paid. Jack
Levin through his two companies.

THE CHAIRMAN: What's the 44 drums?

THE WITNESS: The figure 44 dryms
represents the  number of drums for
which Jack [Levin ean provide no
substantiation o¢of “his purchase -of
dichlorobenzene for the purpose of

reselling that to Brigantine,

THE CHAIRMAN: What's the 272

T, Hext page.
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BRIGANTINE D.P.W. PURCHASES OF DICHLOROBENZENE
FROM
JACK LEVIN T/A

GLOBE STAR CHEMICAL & CONSOLIDATED PURCHASING

121 DRUMS
120 - :
110 — |
B . 106 DRUMS
80 —
86
B0 DRUMS . 84
71 DRUMS DRUMS
70 bt —
60 .
50
44
40 —t DRUMS
A7 ad FXEAXAXX
30 —— DRUMS XXXXXX
27 - XXXAXXX ) . b 9.9.9.9.9 4
20 DRUMS AXAAXX 20 AXANXXX XXAXXX
xxxxxx! DRUMS XAXXXX XAXXXX
10 L XXXXXX XXXXXX XXXXXX
XAXAXX XXXXXX XXXXXX
1979 - 1980 1981

XXX} NUMBER OF DRUMS OF DICHLOROBENZENE AVAILABLE TO BE SOLD TO
XXX BRIGANTINE BY JACK LEVIN, ' )

NUMBER PAID FOR BY BRIGANTINE.

| ’ DIFFERENCE BETWEEN NUMBER OF DRUMS AVAILABLE TO BE SOLD AND
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THE WITNESS: That represents the
number of drums which Mr. Levin can
substantiate,

THE  CHAIRMAN: As delivered to
Brlgantlne°

THE WITNESS: As purchaging the product
for resale to Brlgantlne.

THE CHAIRMAN: That ceolumn means that
of the 71 that's charged ot paid for by
Brigantine only 27 ¥y6u can find were
actually delivered by Levin?

THE WITNESS: Exactly.

EXAMINATION BY MR. COPPOLA:

0.

drims represen 8 fn the‘bot
'column, and tell OW

Dlrectlng your attention to the third
column in the yeatr 1987 can you tell us
what the figure 121 drums #epresents
and how you arrived at that figure?
The ‘subpoenaed records of fﬁxigantine
show ‘that they paid Tevin's two
companies for 121 55<gallon drums of
dichlorobenzene in 1981,

‘How much ‘did they pay him for those 121
‘drums?

'$88,179.

Could you explain what the flgure 37

“NQW,*WHat:ddes*thefﬁig'ﬁeWﬂmlr@pﬁe$£mtw
‘and ‘again ‘how «did ‘you ra¥rive :at ‘that
particular ‘figure?

"That Tigure -repregents “the 'number of
‘drums for “which "Mr. Tevin .can :provide
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no substantiation for his purchase of
dichlorobenzene for resale to the City
of Brigantine.

THE CHAIRMAN: That were paid for by
Brigantine?

THE WITNESS: That's correct. They
paid $728.75 per drum, so for those 84
drums for which there is no substantia-
tion, Brigantine paid Mr. Levin
$61,215.

Do you have a conclusion as to whether
or not those 84 drums were actually
delivered to the City of Brigantine for
use in their sewer systems?

Yes, I do.
What's your conclusion?
That those drums were not delivered.

Could you tell us what you base your
conclusion on? '

There 1is no substantiation that Mr.
Levin either purchased or delivered
those 84 drums. In fact, the records
of the City of Brigantine contain bills
of lading allegedly documenting the
delivery of 74 drums of.dichlorobenzene

and as t¢ the remaining ten drums,

there are no bills of lading.

With respect +to those 74 =-- with
respect to the bills of lading that
deals with 74 of those drums, isn't it
true that those bills of lading were,
in fact, fictitious?

Yes, it is true.

If your conclusion 1is accurate, what
would Mr. Levin's gross profit on the
sale of dichlorobenzene to the City of
Brigantine have been in the year 19817

For the year 1981 Mr, Levin's gross
profit would have been in excess of
$80,000.

For the year 1980 what would his gross
profit have been?
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BAa Approximately $73,000,
Q. And for the year WS?B?
A. Approximately $47,000.

Q. Who submitted the fictitious biils of
lading to the City of Brigantine?

A Mr. Jack Levin.

THE CHAIRMAN: I wonder about the word
"gross profit."” It seems to we oh the
testimony that you ‘have giveh ‘us that
y the profit only goes to the 37 drums in
z *81, to the 20 drums in "80 and o the
- 27 drums in '79, and the rest is pure
cheating, is that so?

THE WITNESS: That would be correct.

A TBE CHAIRMAN: It's hot profit, it's
- cheating?

THE WITNESS: That is correct.

0. During the course of your investigation
did you learn anything about the
chemical dichlorobenzene?

A. YeS; I dido
0. What did you learn?

A, I was told by officials of the New
Jersgey Department of Env1ronment‘l
Protection that the chemigal dickloro=
benzene is a priority pollutant and 1§ -
cancer-causing.

Levin's Dichlorobenzene "Sales”

Jack Levin testlfled that he owned the Censolldated Purcha51ng
Company headquarted at his residercé in Phlladel“' 'and the Globe
Star company at a Post Office Box E B Vo dy 4 that
these companieg had no. employees o
through these concerns that he &6 o) obé: . ar _
from 1978 through 1987 He explainéd that dichlorobenzens was
"used in sewer plants to eat grease and to dissipate - cértain
odors.".slnce the kind of records_Levln kept -= ox d;d‘”ﬁ keep -
were important to the SCI's inguiry, Counsel Coéppola asked him
about his. corporate paper work:
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From 1978 to the end of 1981 isn't it
true that you did not keep accurate
records of those companies; you didn't
keep account payables, wvouchers, cash
receipts or business expense records?

Yes, sir.

Isn't it true that you kept terrible
business records?

Yes, sir.

Isn't it true that you told us your
record-keeping system consisted of
stacking the paperwork on your desk and
when it got real big, you threw it in
the trash barrel to make room for the
next stack of papers concerning those
companies?

Yes, sir.

You also told us you did not keep track
of your records and in your own words
you told us because you were stupid;
you told us that, didn't you?

More or less.

Levin Quizzed about Amended Income Tax Returns

Q.

During those years 1978, '79, '80 you
didn't c¢laim the business income on
your tax returns at the time that those
tax returns were originally filed, did
you?

I filed amended returns.

Why didn't vyou claim the business
income during the year you earned it?

I didn't have an accountant and didn't
know what I was doing as far as
record-keeping was concerned.

You filed amended returns concerning
the income?

Yes, sir.

You filled those amended returns after
you were served with subpoenas by the
State Commission of Investigation in
19817
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No-w. I was in the process of doing it
before this investigation.

In 1978 you c¢laimed originally as
taxable income $%8,766. Isn't it true
that your amended return you reported
an additional $50,809 --

I am not sure.

Wwith respect to the year 1979 isn't it
true that you -originally réported
$6,335 as taxable income and on your
amended return you teported an
additional $64,6937

I don't remeimnber.

With respect to the year 1980, isn't it
true that you originally reported as
taxable income $5,515 and in your
amended return you reported an
additional $44,8617?

I am not sure.

THE CHAIRMAN: Do those figures sound
approximately correct, da they, to you
or don't you have any idea?

THE WITNESS: I don't have any idea
because my accountant is handling all

THE CHAIRMAN: You talk to him
occasionally, don't you? Yoou  know:
something about. what he iy doing?

THE  WETNESS: . -__i believe it's
substant ially correct.

Mr. Levin, I now hand you €-166, 167,
168, which are amended tax returns of
you and your wife for the years Y78,
%79, “80. Does: that refo yout
recollectian as to
income you reported? vayy those
records were received by the SCI Erowm
VG-

{(Witness confers with counsel off the
record. )

‘These are the ones that my accountant
made: out and I believe they are
substantially correct.
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It refreshes your recollection as to
the additional income you reported?

I believe so.

You maintain that you didn‘'t report all
of that income because it was a mistake
on your part? For instance, 1in the
vyear 1978 an additional $50,000; you
didn't know you had that money at the
time you reported your original income
tax figure?

(Witness confers with counsel off the
record. )}

I didn't know how much money I had made
during the year because of my not
keeping good records, and I didn't have
the money to pay them anyhow, so I took
the easy way out.

8ir, for the year 19281 the records of
Brigantine show you were paid $88,179
for the delivery of 121 drums of
dichlorobenzene. Your previous
testimony at the SCI and records of
various companies show you had in your
possession during that year 37

"55-gallon drums of dichlorobenzene for

resale to Brigantine. Would it be fair
to state that Brigantine d&idn't get
what it paid for?

No, sir, that's not true.

Levin Mixed Chemical Solutions In His Garage

Q.

Now, you just mentioned that you mixed
most of or a lot of the dichlorobenzene
yourself?
Yes, sir,

You mixed dichlorobenzene. Where did
this take place?

In my garage.

And tell us the procedure that you used
to mix it.
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Added the chlorobenzene +fo the drum
with an emulsifier, which is soap, and
then rolled it into my station wagon
and delivered it.

Did you put anything else into the drum
other than séome dichlorobenzene and
some emulsifier? -

Sonme solvents.
What about water?
A little water.

How much dichlorobenzene concentrate
did you put into the drum? :

Approximately four or five gallons
depending on how strong I wanted to
make it.

Puring previous testimony before the
Commission vyou indicated +that in a
55=gallon drum you would put one-third
dichlorobenzene, which was 18 gallons.
On another occasion you indicated you
put in 10 gallons of dichlorobenzene.
Now, could you tell us what is the most
accurate estimate of the amount that
you put in?

bDepends upon on how strong you want to
make it.

THE CHAIRMAN: How strong did you want
to make it and how strong did yvou make
it?

THE WITNESS: Anywhere between 10 and
18 gallons.

COMMISSTONER FRANCIS: Mr. Levin, what
was your test for determining when you
finished all this mixing whether it was
just right or not?

THE WITNESS: I didn't test it. ‘Only
if I got a wcomplaint I would make it
stronger. I never got any complaints.

THE CHAIRMAN: What kinds of equipment

do you have in your garage, an old tub
or 'something?
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THE WITNESS: \No. I had a drum and a
wooden rack that I used to lay it and
roll it into the station wagon.

THE CHAIRMAN: That's to load these
drums?

THE WITNESS: Yeah.

THE CHAIRMAN: I am talking about
mixing equipment. What did you have
there, anything?

THE WITNESS: You didn't need anything.
THE CHAIRMAN: Pretty simple?

THE WITNESS: Yes.

How much did the drum weigh when you
had it a1l mixed up?

Approximately 500 pounds.

After you mixed it up what 4id you do
with the drum?

Laid it over on its side and rolled it
into my wagon.

How did you roll it into your wagon?

I had a rack on the floor against the
wall at the same level as the back of
the station wagon. When you turn the
drum down, you have to just roll it
right on.

What kind of car did you have?

Subaru.

Subaru station wagon?

Yes, sir.

You did this by yourself or did you get

somebody to help you put it into vyour

station wagon?
Myself.

How many drums would you carry in this
station wagon at one particular time?

I could carry up to two.
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bid you take them in your Subaru two
drums at a time to the City of
Brigantine?

Sometimes one, sometimes two.

How many drums do you think over the
course of 1981 you delivered in that
fashien in yeur 8Subaru you were
driving?

I do not remember, sir.

Apart from your record do you recall
yourself in 1981, that was last year,
how many drums of dichlorobenzene you
delivered yourself to the City of
Brigantine?

No, sir, I don't regall.

THE CHAIRMAN: You haven't any vague
idea?

THE WITNESS: WNo, sir,

THE CHAIRMAN: Half of what you charged

for or one~third of what you charged
for?

THE WITNESS: I never thought about it.
THE CHAIRMAN: Think about it now. You
have had four sessions with us. Didn't
you think about it then?

THE WITNESS: Pive sessions, sir.

THE CHAIRMAN: Haven't you thought of
it in all that time?

THE WITNESS: ©No, sik.

THE CHAIRMAN: Think back and give us a
figure.

THE WITNESS: I can't remember, sir.

Levin Tries to Account for B84 "Missing" Drums

Q-

Mr. Levin, I diregt your attention to
that chart C=20. Youw see that number
on the bottom 37 in. the right-hand
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Yes, gir.

That represents the number of drums
that the SCI gave you credit for having
in your possession in 1981 to sell to
the City of Brigantine. Twenty-six of
those 37 came from Phoenix Labs. You
bought 26 drums from Phoenix Labs.
Eleven came from other suppliers that
you previously told us about and that
we checked out. We want to know where
the other 84 drums came from that you
were paid for by Brigantine. Where did
you get the chemical? Where did you
get the drums?

I obviously bought them and made them
and had them delivered,

If you obviously bought them and had
them delivered, we want to know where
you bought the chemical in 1981. 1It's
only last year.

I don't know what I had for dinner two
day ago. I couldn't remember all the
places where I bought dichlorobenzene.

We want you to tell us the names of the
places you bought it at.

You can buy it at Channel under Drain
Ease, which is chlorobenzene, see. I
believe T bought from other sources, at
conventions, people who had excess
where I just paid for it, whose names I
don't even know. I think even Lincoln
Supply here in the City of Trenton
sells chlorobenzene. I think I got
some from Philadelphia Chemical Supply
on Samson Street in Philadelphia, and
odds and ends here and there from so
many other places. I couldn't possibly
remember them all.

Channel; are you talking about Channel
Lumber?

Yes, sir.
Which store?

I bought it at several different
stores. .One over here in White Horse.
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Did you buy it from White Horse iﬁ
19817
I think I might have once or twice.
How much?
I don't recali.

In what form did you buy it in,
concentrated or in 55~gallon drums?

No, sir. It was not in 55. I think
they come in two, two—-and-a-half gallen
cans.

How many gallons did you buy there, 10,
20, 30 over the course of 19817

I don't recall.

Give us your best estimate.

I can't estimate if I don't recall. I
bought in too many different places and
too many different locations.

Was it a hundred gallons?

I don't know. I do not recall.

Lincoln Supply, where is that?

Lincoln Avenue in Trenton.

What form did you purchase dichloroben-

zene from Lincoln Supply in the yesr
198 1?7

I don't recall, sir.

Was it in concentrated form or was it
in the final 55-gallen container form.
where you didn't have. to mix?

It was in the concentrated form.

Did you have an account there?

No, sir. I always paid cash wherever T
bought.

How many times Jdid you go there in the
year 19871 to purchase dichlorchenzene?
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I don't recall. Maybe once or twice,.
Once or twice, How manv gallons did
you purchase - when you were there on
either of those occasions?

I don't fecall,

Was it more than a hundred?

I said, sir, I don't remember.

Okay. Philadelphia Chemical Supbly.
Where are they located? '

Sansom Street.

In Philadelphia?

Yes, sir.

pid you purchase dichlorobenzene again
in concentrated form or in the final
55~gallon drum form?

Concentrated form.

How many gallons did you purchase in
the year 19812

I cannot remember.

- Do you have any idea at all?

No, sir.

Do yvou have any records to back up what
you are telling us today?

No, sir.

Other than Channel, Lincoln Supply and
Philadelphia Chemical Supply, was there
any other source of dichlorobenzene
from you in the year 19812

I don't recall at this time.

Mr. Levin, vyou testified before the
Commission on four previous occasions
prior to today. Why didn't you give us
the names of those companies during
those previous times?

I didn't recall.
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Q. Are you telling us that you are just
recalling right now as you are sgitting
here these additional names?

A. They just came to mind at the time,
Q. Right now?
A, Yes, sir.

Q. If you mixed it yourself according to
your own formula at 10 gallons per
55-gallon drum, you would need an
additional 840 gallons to make up those
84 drums that were allegedly sold to
Brigantine, Can you show us where
those 840 gallons came from during the
year 198172

A. No, sir, I cannet., There are too many
places and too many sources. I cannot
recall them all.

During Levin's 11th hour effort to explain where he obtained
the dichlorebenzene £for the 84 missing barrels that Brigantine
bought in 1981, 8CI investigaters cenducted a telephone check of
the retail stores he named. The following testimony resulted:

Q. Mr. Levin, is it still your testimony
that in 1981 you purchased dichloroben-
zene in any form from Charnel? - Think
carefully before you answer the gues-
tion because you are under oath.

A. Yes.

Q. Well, we just called Channel and they
don't sell dJdichlorobenzene, Do you
have any explanation for that?

A. YesS.

Q. What's your explanation?

A. They don't know what they are selling.
It"s under the name Drain Ease. Ask
them if they sell Drain Ease.

Q. They do sell Drain Ease 1in one or
two-gallon containers and it 1is not
mixable and it is net conecentrated.
It's like liquid plumber.
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Did you use the Drain Ease that you
purchased from Channel in your mixing
process and then sell that stuff to
Brigantine in 19817

I don't recall. 1I really don't recall
because I had odds and ends laying all
over the place.

What is the name 6f the product that
you purchased from Lincoln Supply?

I don't recall the name of the product.
Is it Clobber?

It cculd have been.

Is it Wham?

I am not sure. There are 80 many

different brand names. I couldn't be
sure. '

Lincoln Supply has also told us they
don't sell dichlorobenzene. They sell
Clobber or Wham and it's like
hydrochloric acid, That isn't
something you so0ld to Brigantine in
1981, is it?

I don't think so.

That Philadélphia Chemical Company, do

you have a better name for that company
so we can check it out while you are
sitting here?

No, sir.

We checked Philadelphia Supply and all
variations. of that name. We can't find
it listed anywhere. Do you have any
other name you c¢an give us from
Philadelphia that you purchased
dichlorcbenzerne?

No. I haven't bought anything from
them for gquite awhile,. I don't know .
any other name.

Contribution to Brigantine GOP

Q.

You had $91,000 in cash in your hands
in the year 1981, Did you give any of
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that money ot any other money you had
from any other sourée to a Mr. Lakes?
NO;_Sif;
Mr. Lakes is who, w111 you tell us?

I believe "he is super1ntend””t of
publi¢ werks in the Clty of Brigantine.

Hé was the person yobu prlmarlly dealt
with in that ¢ity to sell youtr chemical

dichlérébenzene?

Yes, sir.

Did you ever make any conttibutions to-
any political party té the Clty of
Brlgantlne through Mr. Lakes in the
year 19817

I beliéve, to the best of ay
récollection; I think once.

What  was the . ambunt of the
conttibution?

I don™t recdall. I think it was $50.
Who did you give the check to?

To the City of == Republican Club of
City of Brigantine.

Who did you give the ¢Ehetk to, Wr.

Lakes?

I don't recall whetheéyr I mailed it in
oY ‘gave it to hin, I am not &ure.

I am hot surée. think I got & Yetter
from & fund raiser agking for a
contribution. -

when y@ur name was Jack Lev1n°
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I thought it would be a more ethnic
name to use in business.

The name William Ogden, is that name
familiar with you?

Yes. I think I used that once. I was
experimenting with names.

Only once?
I think so.

Think a little harder. 1Is it possible
that you used it 26 times, since I will
tell you right now we have 26 vouchers
from Brigantine with the name Ogden on
it?

I don't recall, sir. I know I used it,
but I don't recall how many times.

Why did you have to use three names,
Sam Williams and William Ogden and your
own name?

i think I liked the name Sam Williams
better. I think it sounded more
ethnic. I stopped using one and
started using Sam Williams.

In other words, you were concerned
about the ethnic background associated
with the name, so you used the name Sam
Williams?

. Yes, sir.

That was your only reason?
Yes, sir.

Did you tell Mr. Lakes that you were
using a fake name for that reason?

I don't recall telling him anything.
When you dealt with the people at
Brigantine, what name did you use to
introduce yourself?

I don't recall. I got very confused.

I am only a one-man operatlon and d01ng

everything mysel€f.
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Q. Are you telling us you didn't know who
' you were when you were dealing with
Brlgantlne° :

A. Sometimes I didn't. Sometlmes I would
put the wrong name down oh the wrong
voucher. < :

Q. Why was it necessary for you to use the

' names Globe Star, Congolidated
Purcha31ng, Jack LEevin, Sam Williams
and William Ogden in your dealings with
William Lakes in the Clty of Brigantine
to sell the same chemical during the
years '78, 179, '80 and '81? Why did
you have to do that.? '

A, It's a very 51mp1e explanation, I
started out using one company name for
chemlcals ang another chemical name for
other odds and ends and they got
1ntertw1ned and I got confused through
my own ignorance.

Q. When did you become confused because of
the use of the two. company names?

A. I became confused when one day I dldnﬂt
reallze what name I am supposed to sign
on what voucher and so I reorganized Y.
_ompanyg E

were dellvered to Brlgantlne. |
system, however, as the Commxss;,

alleged “dellvery Cof 77:

drhms to the Clﬂy.
| Q.  Now, prior EQ:EHQ:Yeaf 19871 you: were:
familiar with the. commen. carrier, a

real. common. carrier known. as ABA
Trucking, were you: not?

A. Slightly, ves.

Q.  Did: you. in 1981 ever use. AAR Trucking:
to. supply dichlorobenzene to. Brigantine:
from your. house°

&,  Never from. my house. I didn't; use. any.
' shlpplng companies, from my: house.

@. In a prior session before the SCI you
' were. shown. a. packet: of AAA: delivery
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tickets, bills of lading?
Yes, sir.

That represent a total of 48 drums that
were delivered to Brigantine or
allegedly delivered to Brigantine in
1981. Were these bills of 1lading
false?

I don't think so.

Well, they are all AAA Trucking Company
listed; they all have AAA Company
listed above the carrier. I will tell
you that we went to AAA carrier and we
asked them specifically about these
bills of lading and they told us they
were all phony. They are not their
bills of 1lading; that the salesman
listed on these bills of lading 4id not
exist and that they did not make the
deliveries of the 48 drums. What do
you now about these phony bills of
lading?

They are not really phony in that
respect, sir. I made them out because
I delivered that merchandise.

Why did you use AAA?

I think I testified previously that the
reason I was trying to straighten out
in my own mind in getting a system. If
you notice, I didn't put AAA Trucking.
I just put three A's. On some invoices
I didn't put anything. On some
invoices I put self-delivery. I was
going to use a system where I used
three AAA when I delivered myself,
three B's when I used somebody's wagon,
when I borrowed a van; three (C's for
something else. I got confused. In
that respect you might say phony. In
actuality they were not because that
was merchandise that was delivered.

Are you saying that with ABAA they
represent in your system the deliveries
you made yourself? :

I think so, but I think aiso the three
A's might have delivered some stuff for
me that year.
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Here's one that's taken from this
packet.

THE CHAIRMAN: Taken at random?

MR. COPPOLA: VYes, Mr. Chaitman.

It says AAA Trucking. Could yon say
why it says AAA Trucking since your
system ohly included the letters AAA
and not Trucking?

* Probably a fraudulent s1ip {sic]. Just

tried to fill in names so it would 10®k
more business 11ke.

Why did you have to have any system at
all sihce you were delivering the
goads? Why didn't you put in delivered
by sam Levin or Sam Williams or‘Wllllam

Ogden?

Sometimes I did many times.

I represent to yeu thdat -- not on these
tickets =- where you have ARAR listed as

‘the carrier, that represents 48 drums,

48 druams?

Yes, sir.

You didn't do that on these tigkets?

I wasn't thinking. ‘Like I said, T am
only a one-man operatlon.

”sed in this fashion

Were these tlckets
eiof Mr. Lakes from

with the knowl
Br1gant1ne7

No, sir. He had nothlnq to do wWith
them,

Didn't he ‘on ‘some ‘ogcasions -actually
sign ‘his name %o the delivery slip?

I imagine igo. I never paid any

attention to whoewver 'signed it.

‘What I-am-asking you is, -at the time +-=
Aaring the occasions that he signed ‘his

name to ‘the delivery ticket -was there
ayer a ‘conyvétrsation about thie
information that is on the ticket, ARA
Trucking? '
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No, sir. A8ll he was interested in was
that the merchandise was there.
So there was no conversation about AAA
Trucking at the time he signed the
slip?
I don't recall.

The AAA ones were delivered by you in
vour Subaru?

It could have been in my Subaru, could
have been in the van.

Whose van was that?

Whose ever 1 borrowed. I don't recall
whose I borrowed.

Can you give us any idea whose wvan you
borrowed during the year 19812

Mostly from Jack's Products.

On those occasions that you borrowed
the van from Jack's Products who would
drive the van?

Me.

Who would lcad the dichlorobenzene onto
the van at your garage?

Me.
Who would unload it at Brigantine?
Normally me.

When vOou were unloading it at
Brigantine, was anybody there?

Sometimes.

Did anyone see you unload the
dichlorobenzene from the wvan or your
Subaru?

I never paid any attention.

Could you explain your system of AAA

one more time? It was AAA and then
BBB?
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THE WITNESS: You mean the system that
I was going to try to do? I was going
to put three AAA On all the delivery -~
on the deliveries I made. Put BBB on
when I delivered by a van and CCC
delivered by a carrier, but I never
carried it through because I got all
confused.

Are you saying that BBB, then, would be

-associated with a delivery made by the

van?

Yes, but I never followed through on
it.

I will tell you that we never found any
delivery tickets ' in the City of
Brigantine with the carrier BBB on it,
but we found some ‘tickets with the name
Maislin, which is a trucking company;
it's called Maislin Transport. 1Is that
name familiar to you? '

Yes., I got constant bills from them
all the time.

We have some Maislin Transport delivery
tickets that represent a total of 26
drums. The people from Maislin had
told us that these are not their bills
of lading and that they didn't fill out
these bills of lading, and they did not
make the deliveries that represent the
delivery of 26 drums. They did make
some other deliveries for you but not
for these 26 drums. What do you have
te say about these tickets? '

I probably used it to fill in a
delivery ticket when I was making a
delivery of my own, I wasn't very
organized.

Why would you have to use the name of
Maislin Trucking? Why didn't you use
the name of BBB or CCC to follow your
system?

My system was ﬁever implenented. I
took the name that popped into my mind.
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Q. It was not BBB, but Maislin Transport?

A, Probably because I got a bill from them
recently and it was on my mind.

0. That's the only explanation that you
can give is that it is the first name
that popped into your head?

A, Yes. That's the honest explanation.

Q. Were you trying to mislead anybody by
using the name Maislin Trucking
Transport or AAA Trucking?

A No, sir. I just wanted my form to look
as legitimate when it is delivered by a
trucker as when it is delivered by
myself.

Q. Why did you have to make it legitimate
since you were delivering the product
and -it's the product that counts?

A, That's correct.

Q. Why did you have to make something look

legitimate?

A, I wanted to make it 1look like a proper
form rather than an amateur delivery
slip.

Q. For what purpose?

. A, For my own idiosyncrasy. I was trying
to upgrade my .image to make it look
more businesslike,

COMMISSIONER FRANCIS: Did you do this
upgrading of this system after you
received a subpcena from the SCI?

THE WITNESS: That had nothing to do
with it. _

Levin's Testimony Referred to Attorney General, U.S5. Attorney

Q. Mr. Lewvin, in conclusion, your method
of operation included the following:
The use of aliases, the use of two
¢ompany names, one with your house
listed as the  business address, the
other with a post office box as its
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address, delivered dichlorobenzene.
The use of fake delivery tickets with
fictitious carriers and people on it.
no business records to specify. You
claimed you .used your garage to store
and  mix <chemicals that have been
identified as cancer-causing. ~Isn't it
true that you did all of that so you
could be paid for dichlorobenzene that
you never actually delivered to the
City of Brigantine? :

RICHARD SLAVITT, Counsel to Witness:
I am instructing my client not to
answer that question.

MR. COPPOLA: On what grounds?

MR. SLAVITT: You have drawn
conclusions that there's been no
testimony to. You are testifying that
stuff has not been delivered. You ate
testifying that chemicals are carcino-
genic., We have no idea whether it was
or not. So you have drawn your
conclusions, Mr. Coppela, but I don't
think my c¢lient should have to answer
that guestion.

MR. COPPOLA: I have no further
guestions.

COMMISSIONER FRANCIS: Mr. Levin, while
you are here, I think you ought to know
and Mr. Slavitt ought to know the
Commission has determined that g
transcript of your testimony will be
ordered and will be sent to the
Attorney Genergl's Office for review as
to whether crimin&al prosecution 1is
warranted for fraud, at least, and
perhaps other offenses. The transcript
will also be sent to the U.S.
Attorney's Office for review as to
pessible income tax vielations. I
would suggest that you talk to your
counsel immediately after leaving this
chamber and 1if there is any change in
your position or you wish to  change
your testimony in any way, that Mr.
Slavitt talk . to counsel for the
Commission and maybe with our Schedule
we can allow an opportunity for you to
come. back.
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Public Works Superintendent's Story

The Commission next turned to the actual purchaser of
Brigantine's dichlorobenzene in an effort to track down the 214
drums that the city paid for but which Levin could not prove he
delivered, This final witness of the Brigantine episode was Harold
W. Lakes, the city's public works superintendent and former water
and sewer superintendent. Excerpts from his testimony follow:

Q. In the course of your employment have
you had occasion .to order <chemicals
including dichlorobenzene?

A. Yes, sir.

Q. Could you tell us for how many years
you have been ordering dichlorobenzene?

A. Dichlorobenzene has been ordered for
the City of Brigantine since I have
been in charge.

Q. You have been in charge since 19 what?
A. '75, I believe.

Q. Now, in 1981 didn't dichlorobenzene
make up the bulk of the chemicals that
were used in the City of Brigantine
sewer system?

A. The bulk of it, yes, sir.

Q. Have you heard anything bad about that
chemical prior to the end of the vyear
19817

A, I had heard that the D.E.P. wanted to
refrain from using it, ves, sir.

Q. In 1981 or at any time prior did you
attempt to find out from the state
whether or not this was a harmful
chemical? .

A, No, sir.

c. Why didn't you try and find something
ocut about it?

A, Because I had nothing official from the
state. I didn't consider it dangerous.
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THE CHAIRMAN: When did you first hear
that there might be something defective
or non-usable about that chemical?

THE WITNESS: It's been rumored, sir,
for about four vyears, I guess.

THE CHAIRMAN: Back in '76, '777?

THE WITNESS: Scmewhere in there, vyes,
sir.

Although you have heard rumors about
this product since 1976 you never
attempted on your own to check it out?

No, sir.

When you were first asked by the SCI
how much dichlorobenzene was used in
1981, yvou really didn't know, did you?
No, sir.

During 1981 did it ever cross your mind
to detemine how much was actually being
put into the sewers?

No, sir.

You didn't have any sort of a control
to help you to determine how much was
being used?

The control was at the discretion of
the men using it. If they needed a
little bit more, they would use it.

You didn't know how much was being
used?

I had an idea how much was being used,
yes,

Did the town want to know how much was
being used since they were spending in
1981, $88,000 for the product?

No, sir.

Did they ever reguest you kKeep records
concerning its use?

No, sir.
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Q. Did you have to account to anyone for
the use of that product in the year
198172

A. No, sir.

Q. Tell us how the product actually made
it into the sewer system, how vyour
employees used the product in 19817

A, Dichlorobenzene is diluted in water and
put in through a drip system into the
lift stations and treatment plant.

0. We have been told by others in the
field that odor can be effectively
controlled by scheduled periodic
maintenance, which would consist of
wash—-outs of the pumping stations with

water under a high pressure hose. I
should ask you did you know about that
procedure?

A, Yes, sir.

Q. Did you ever consider using it?
A. Yes, sir.

Q. Did you use it?

A, We had -- we used it very scarcely in
the past. Because of manpower and
worklcad we didn't have the time to put
in,

Lakes said he "guessed" that Brigantine had been dealing with
Levin's Globe Star Chemical Company since "sometime in the '60's"
-- but this was refuted by the Commission. His testimony
continued:

0. Who was in charge of ordering
dichlorobenzene in May of 19767

A, Me probably.

Q. I show you what has been marked C-161;
it's an exhibit. It's a voucher from
the City of Brigantine to Globe Star
Chemical, dated May 4, 1976, and we
have been told by the accounting
department at Brigantine that this is
the first time that Glocbe Star Chemical
was ever used. Would you like to look
at this wvoucher? I think it is signed
by yourself also.
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A, Yes, sir.

Lakes also testified that he associated Levin only with Globke
Star and that he didn't know Levin also operated Consolidated
Purchasing of Mount Ephraim. Lakes testified he made all of
Brigantine's dichlorobenzene purchases from Consclidated "strictly
through the mail™ and that. he never met or talked to anyone
connected with Consolidated. Even though he split the City's
dichlorobenzene purchases evenly between Globe Star and
Consolidated, Lakes testified that he never tried to get a cheaper
price from either supplier.

Lakes also indicated he knew nothing about New Jersey's
statutory requirement to¢o subject purchases above certain dollar
amounts to competitive public bidding. His testimony on this
subject:

Q. In the year 1979 §57,741 was paid to
Globe Star and Consolidated, Jack

Levin, by - Brigantine for
dichlorobenzene. The figure in 1980
was $77,247. The figure in 1981 is
$88,179. For those yvears -- well, Ffor

those years what was your understanding
of the bidding laws with respect to
chemicalsg?

A, I didn't know what the bidding laws
were.

COMMISSIONER FRANCIS: Let me interject
again. Did the Authorities Association
take any steps to put out any paper to
help explain what the bidding laws were
to any public works department or
sewerage authorities that you are aware
of?

THE WITNESS: WNot to my knowledge, sir.

Q. Were any of the sales bid of
dichlorobenzene?

A, Not to my knowledge.

Q. Did the City of Brigantine, anybody in
the accounting office or whatever ever
give you an explanation of the bidding
laws or ever guestion you about the
sale of this product in reference to
the bidding laws during the years '79,
'80 and *817 '

A, No, sir.
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Was it ever a topic of discussion in
any meeting that you may have attended
or any conference or any memoc that you
may have received, again the topic of
discussion being bidding laws with
respect to these amounts of money?

Not to my knowledge, sir.

What is the procedure now followed in
Brigantine with respect to
dichlorobenzene and whether or not it
should be bid?

They are bid.

Did that procedure come about as a
result of the SCI's investigation into
the purchase of dichlorobenzene?
Partly, plus the fact that we have a
new administrator and he is asking for
bids on all the items.

Do you still order dichlorobenzene or
do you still - are you still
responsible for ordering chemicals for
the public works department?

I am not responsible for ordering, no,
sir.

Do you supervise anyone who does do
that?

Yes, sir.

Do you now have an understanding of the
bidding laws?

Yes, sir.

Who advised you?

A vague understanding.
Who advised you?

The city solicitor.
That's a recent practice?

Yes, sir.
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- Lakes Can't Account for $6,700 Cash Deposits’

Q.

Mr. Lakes, a review of your personal =
banking records for 1981 showed cash
deposits in an amount ' of $6,700.°
Previously you were asked about that
figure and you .were not able to give an
explanation for the source of those
particular cash deposits. Can you give
us - an explanation at this date as a
source of the $6,7007?

1981 I made a loan against my pension
plan. My wife had a settlement on an
insurance claim.

Mr. Lakes, the settlement on the
insurance claim was not included in the
$6,700. We have allowed for it already
is what I am telling you. '

S8ir, I cannot account for deposits,
cash deposits in my account.

Did any of that money come from Jack
Levin? '

No, sir.

There was a check dated May 21, 1978,
Do vou know what check I am talking
about for $7607?

It was showed to me once before, ves,
sir.

It's made cut to William Lakes in the

amount of $760. Could you tell us --

and it's from Jack Levin. Could vyou
tell us what this check was for?

Yes, sir. I had done some work for
Mr. Levin on his trailer and I had made
a personal loan to him.

What was the amount of the personal
loan?

$300.

Would you please describe the
circumstances of the locan?

Mr. Levin was in ®Brigantine and he
approached me in the diner and asked me

if I could loan him some money; he was
short.
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Did he tell vyou what he needed the
money for?
No, sir.
And what d4id you say to him?
I said I would have to go home and talk
it over with my wife and that's what I
did.
What did your wife do?

She said for me to locan it to him and I
gave it to him.

Where did you get the money from?

She had it.

Was this cash or a check?

Cash.

How long were you gone? How long a
time did it take you to talk to your
wife, get the money and get back to
Mr. Levin?

15 minutes.

What was your financial situation in
April of 1978, if you recall?

Not the best, but not the worst either.

During that time period didn't you have
some overdrafts from your bank account?

They tell me I did. I don't remember,

Why did you 1loan him that amount of

. money?

It's what he asked me for and I had no
reason to doubt the man would pay me
back.

Was he a personal friend of yours?

No, just an acguaintance.

Did vyou get. any piece of ©paper,
promissory note? :
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No.

It was simply his word?

Yes, sir.

And he did pay you back?

Yes, sir.

Did you have to request that he repay
you? In other words, did you have to
go after him at all?

No. He said he would pay me the money
back whenever he paid me for the work I

did for him.

What about this work; can you tell us
about that?

Itf's insulation of pipes in a trailer
that he had somewhere down around Sea
Isle Clty or Cape May.

Purely insulating the pipes?

I had to remove some of the interior
walls and repair the pipes and insulate
the pipes.

What type of place was it?

It's a mobile trailer.

Did you send him a bill for the work?
No, sir.

How much would that be, $4607

Yes, sir.

Lakes Didn't Mention Loan Until:Later .

Q.

The first time you told us ébout it, -
didn't you tell us the whole $760 was
for work?
¥es, sir.

And, then, isn't it true that you had

_to‘call us back and tell us that it was
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some portion of it that was due to a
loan?
Yes, sir.
During the time gap while you were
refreshing your recollection as to the
$760 did you speak to Mr. Levin?
No, sir.
Any conversations with him about it?
No, sir.
When was the last time you saw him?

I believe the last time I saw him was
Flag Day. That's it.

This year?
Yes, sir.

Any conversation about this
investigation?

No, sir.

Levin or AAA Trucking Make a Delivery

Q.

A,

Did you see any deliveries?

I seen some. I don't know which ones
you are referring to.

You never saw Jack Levin actually make

a delivery, though?

No, sir.

What documents did you sign as to
deliveries that you received person-
ally? '

Same documents I signed when I didn't
see them delivered personally.

What would they be?
Either delivery slip or an invoice.
How were those deliveries made that are

supposedly reflected on the bill of
lading?
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By truck.
Would that be a common carrier?

The ones that‘ I seen delivered, yes,
sir.

Did you ever see Jack Levin drive any-
thing into your work area and deliver
dichlorobenzene?

Ne, sir.

COMMISSIONER DEL TUFO: bid you ever
see AAA Trucking make a delivery?

THE WITNESS: No, sir.

Is it fair to state that vou actually
didn't see the drums come off the
trucks in all circumstances?

Yes, sir.

Where is vyour office located in
relation to the drop-off area?

In the front of the building. The drop
off is in the back of the building.

Was there someone who brought the
delivery tickets into your office?

Yes, sir.
Would that be the truck driver?

Truck driver or Mr. Levin would come in
with a delivery ticket.

When Mr. Levin -came in with the
delivery tickets, did you ever check
them to see the information that was on
there, the trucking carrier?

- No, sir.

THE CHAIRMAN: ' He is asking if you ever
checked them against the receipts that
you signed? . .



Although Levin said that he had often delivered two drums at a
time by means of his Subaru car,
witnessed such a delivery and

delivery.

The Commission also questioned Lakes about Levin's testimony
that he had ocften loaded the 500-to-600-pound dichlorobenzene drums
on to a vehicle and unloaded them at Brigantine by himself.
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THE WITNESS: I never checked the drums
aganst the delivery receipts.

testimony continued:

Q.

How difficult do you think it would be
to unload a 55~gallon drum of
dichlorobenzene from the vehicle?

I don't know, sir.-

Do you have any idea?

I imagine it would be a little
difficult.

Do you think you could do it?

I don't know.

Do you think Mr. Levin could do it?
bgain, sir, I don't know.

THE CHAIRMAN: How much weight is in

" one drum?

THE WITNESS: Approximately 5 or 600
pounds. :

Does it ever occur that there is a full
drum of dichlorobenzene that has to be
moved?

Yes, sir.

How is the drum moved when it's in the
work area to some other place?

Usually moved buy a front-end loader or
a tail-gate truck,

How many people, employees are involved
in moving the barrel around to help the
front-end loader or get it onto the
truck you spoke of?

One person can put a drum on tail gate
of a truck or the bucket of a back
loader,

Lakes testified he had never
no employee had ever reported such a
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How do they do that?

Up endlng the barrel and rolling it in.
Could you do that?

Not téday.

Could Mr. Levin do that, in your

opinion? You do know him: you have .

seen him.

I 1maglne he might be able to do 1t. I

-don't khow.

THE CHAIRMAN: He didn't have the right
to use your mechanical equlpment at
that plant, did he?

THE WITNESS: No, sir.

You never let him use any of your

mechanical egquipment?

No, sir.

Could one person move those drums
around?

One person can move a drum of material
yes.

THE CHAIRMAN: Roll it or pick it up?
THE WITNESS: They can roll it. . They -
can leoad it to a truck and move it to
another location. :

THE CHAIRMAN: Move it up an incline?

THE WITNESS: WNo, sir.

THE CHAIRMAN: Have to .come downhill?

THE WITNESS: I would ‘say, yes, sir.

Do ‘you recall ‘testifying previously
before the 8CI ‘that it would take a -

fairly decent ‘size person to move a
55—-gallon drum?

No, I ‘don't remenber sﬁying:that;_
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Would it refresh your recollection for
you to look at your prior testimony?

What I am saying is if the person is in
good physical condition he can move a
55-gallon drum. I cannot now because I
have a bad back.

THE CHAIRMAN: I think you would adree
that one man without mechanical
equipment can't move a drum from the
ground of a floor or a garage into a
car all by himself, can he?

THE WITNESS: I wouldn't think so,
sir. I don't know.

THE CHAIRMAN: Unless he was Tarzan or
the equivalent.

Lakes Admits He Never Checked On Deliveries

Qo

With respect to the times that Mr.
Levin came into your office with
delivery tickets, is it fair to state
that you didn't go out to make sure
that the dichlorobenzene was actually
delivered?

It is fair to state that, yes, sir.

You testified that you never saw him
unload - anything; you never saw him
drive anything. At the time when he
came into your office with a delivery
ticket, why didn't you go out to make
sure that the drum was actually there
since there was no way that he himself
could do it?

I have no answer for that, sir, why I
didn't. I have no answer for that. If
he were to come into the office and
have something to be unloaded, I could
have signed it and called somebody on
the radio and asked them to come down
and unload it, I don't know
particularly con each instance.

THE CHAIRMAN: With Levin particularly
you recall that? °

THE WITNESS: I can't swear to that,
sir. - ' '
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Lakes and Fictitious Bills of Lading

Q_o

Do you recognize those as. delivery
tickets and vouchers for the City of
Brigaritine? o

Yes.

Documenting the delivery of a certain
amount of drums?

Yes, sir.

Does your signature appear on the first
one?

Yes, sir.

Is it true your signature means that
you acknowledde receipt of the freight?

Yes, sir.

The first 'ticket,' the first delivery
ticket, 1s the carrier indicated  as-
AAA? o

Yes, sir.

That trucking company AAA carrier has
told this Commission that they do not
use that type of form. They made no
deliveries to Brigantine in 1981. They
have no truck drivers by any of the
names that are set forth on those
tickets, Do you have any explanation
as to why your name appears on a
delivery ticket with AAA carrier on it
when they did not make the delivery?

Sir, all I can say is the delivery was
made that I signed for. I do not and
did not check the carrier on the slip.

Those were tickets that were brought
into your office by Jack Lev1n, is that
true?

I don't know if this was or not, sir.

Would you look at it and see if there
is anything on ‘there ‘that would refresh
your ftecollection. He told us that he
made those up and presented them to the
City of Brigantine. The first one has
your name on it.
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Yes, sir. I can't say that he brought
this in himself or not.

Do you have any idea who delivered
those drums if, in fact, they were
delivered, keeping in mind that they
are fictitious and AAA didn't make the
delivery?

No, sir.

Mr. Lakes, I show you what has been
marked C-186. Those are delivery
tickets that have Maislin Transport set
forth on them as the carrier. We have
been told by Maislin again that those
26 drums that those tickets represent
were not delivered by Maislin. 1Is that
the first time vyou are seeing those
tickets?

The first time this gquestion about it
as far as Maislin goes, ves, sir.

Could you tell us what you have to say
about those? Well, they are phony
delivery tickets? .
Sir, I don't know.

Some of them have your name on it?
Yes, sir.

I believe at least eight deliveries
have your name on the delivery ticket
itself. :

No idea, sir.

And vou sign the delivery ticket?

Yes, sir.

Without checking at the time that you
signed it that the c¢hemical was, in
fact, delivered to the plant?

Yes, sir.

COMMISSIONER DEL TUFO: Are you still
employed by Brigantine, Mr. Lakes?
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THE WITNESS: Yes, sir.

COMMISSIONER DEL TUFO: Don t you think
it's part of your obligatiocn ‘to check
to make suré the materials were:
delivered to the site? Yes or no?

THE WITNESS: VYes, sir. It probably is
my obligation. Espécially if T sign
the ticket.

3 0. To sum up, Mr. Lakes, you ‘didn't keep
track of thé amount of c¢hemical that
was Pput into the system; you didn't -
have to account to ‘anybedy in the
city. You had someé information to make
a conclusion on your own that the
chemical product was harmful. We have
£ delivery tickets that represent $54,000
that wére paid to Mr. Levin in 1981
that were phony. De you have anything
to say about those facts?

"

, A. Sir, the fact is the amount of
chemicals that was delivered 1is the
amount of chemical that was applied to \
the 1ift stations and whatever we used
it for.

Q. You don't know that for certain because
you didn't keep track of how much ‘was
being used and you never made suré the
stuff you paid for you received because
you didn't look to see 1if it was in
there?

A. My men told me what they were putting
in the 1lift stations, how much wvolume
they were using. -

Experts Testify On Authority Reforins

The final public hearing geg&ionh was hlghllghted by a ‘geries
of expert witnessés who testlfled about the problems uncovered by
the Commission's inquiry and suggested ‘how these ‘problems might be
reSOIVed As with all other hearing witnesses, the Commission had
spent considerable Executive Sessidn time with the experts prior td
the public Hearing.

Dr. Joseph V. Hunter
Professor Hunter is ‘chairman of Rutgers University's

Department of Environmental Science, with an ‘extensive background
in water pollution and in water and wastewater analysis. He has
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had practical experience in wastewater sampling and treatment and
has for some years taught evening college courses on preparing for
8-1 1licensure as a sewerage plant operator. As a result, Dr.
Hunter's testimony focused on sewerage treatment = and plant
operational problems:

Q. Is the key to the physical operation of
the plant the licensed operator?

A, Yes.

0. Is the education and licensing by this
state of operators sufficient to insure
that qualified people are operating the
multi-million-dollar sewage treatment
plants in this state?

A. It is initially. The operators in
passing the license have to pass
examinations and they have to have a
certain number of years of experience,
and the courses that they take give
them a certain number of years of
experience and credit for those
courses., But, unfortunately, that is
about where it ends,

Q. Are there any continuing educational
programs?

A, There are some, but most continuing
education now has just about started.
It's not something which has been going
on for any long period of time, and it,
unlike some of the other courses in
which they are taking things for the
license, these would be only taken by
the interest of the operators
themselves. They are not mandatory and
nobody has to take them.

Q. Are there any continuing educational
programs that are demanded by the
state?

A. Not that I know of.

Only Few Chemicals Needed to Treat Sewerage

Q. Are you familiar with the chemicals
used in sewage treatment plants? '

A. Yes, I am.



Enzymes

-352-
Generally speaking, are few chemicals
needed to operate a plant? :
Yes.

What chemicals are those that are
needed? :

The primary chemical that is needed in
almost every wastewater treatment since
disinfection is mandatory in New Jersey
in most cases is, of course, chlorine.

What other chemicals?

There it depends now on some -~- the
rest become somewhat more special
circumstances. In other words,

chlorine is almost always required.
The other ones may be required for
certain specific types of problemg.

Are of "Minimal Value"

Q.

A.

Dr. Hunter, what is an enzyme?

Enzyme is an organic catalyst which is
usually, normally, although we can
construct some of them, formed by
living organisms for the purposes. of
their cell growth and metabo¢lism,

And what do enzymes do? What can they
be vsed for?

They all do the same thing; they speed
up the rate of chemical reactions. In
other words, they make a chemical
reaction go quite rapidly that would
normally go quite slowly.

Do you have any opinion as to whether
enzymes are of any value to the
operation of a seweragde treatment
plant?

I would think they would be of minimal
value.

Doctor, we have received testimony from
an Arthur Cohen, an individual who 1is a
blender of chemicals, and also his
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employee, Daniel Deter. The testimony
was, in essence, that the enzymes that
were sold by Mr. Cohen were a
combination of eight pounds of salt to
two pounds of enzymes. Could vyou
comment on that combination?

THE CHAIRMAN: As to its use in a
Sewage plant?

There 1is absolutely no use and no
purpose to the salt in that, if we want
to talk about the salt first, the salt
could not help any process in the plant
and most assuredly could possibly have
an adverse effect on some processes in
the plant. The only role that the salt
could play in such an instance would be
as a filler.

Just to take up space?

Yes, so that for a given dollar you
receive a greater mass of material so
you think you're getting more,

Doctor, yesterday an individual known
as Jack Israel, in justifying his sales
of enzymes under a State contract for
automobile parts and supplies, claimed
that enzymes could be used to clean
drains and traps from automotive
greases and oils., Could you comment on
that?

I would be -- I would doubt extremely
whether or not enzyme preparations
would assist in degreasing hydrocar-
bon-type greases,

Dichloroberizene "Useless" In a Sewerage Plant

Q.

A,

Is dichlorobenzene a carcinogen?

It is toxic. I don't remember seeing
data that necessarily, necessarily,
linked it to cancer. Okay. It's a
fairly toxic material.

THE CHAIRMAN: How much use has it in a
sewerage plant or sewerage system?

THE WITNESS: I would not think of any
use that you would ever put it to.
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TBE CHAIRMAN: No use at all?

"THE WITNESS: No, because if you'wanted

to deal with odor control, if something
was coming into the plant and it had an
cdor, why employ & masking agent that

is toxic indoors to mask an odor when

you c¢an employ an oxidizing agent to
get rid of that particular odor if that
problem arises? And there are

"oxidizing agents, like chlorine,

peroxide and permanganate, which will’
work under those c¢ircumstances for
septic sewage.

Suggests an>Advisory Panel for Plant Operators

Q.

Doctor, do you have any recommendations
to this Commission regarding this
investigation? '

Well, to a large extent, one of the
major problems that we have is one of
education and one of a wastewater
treatment plant operator realizing that
it 1is wvery difficult for him to run
controlled experiments to really prove
something is of wvalue to him to a
wastewater treatmént plant. That
leaves the average operator susceptible
to. any snake-cil saleman that comes
around.

So my suggestions would be that there
would be some type of advisory group
for operators when they come down to
some 0f these particular problems. The
Environmental Protection Agency does
have a trouble-shooting manual, but
it's this thick, and most operators
would not have the expertise or even
the time te try to go through something
1ike that, considering all the other
things that they have to do. So my
suggestions would be, first of all, to
have either with the state or at the .
university, or at both, some kind of
advisory group f£or operators when
people like this come around and things.
like this occur, that they c¢an get
some., say, advice from people who have
no stake in the matter whatsoever.
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Secondly, inasmuch as operators only
really have to take the examinations
and so on at the beginning of their
career, it would probably be of some
assistance if some kind of requirements
were made for continuing education so
that they would, can be continually
upgraded so that they will be right on
top of the state of the art. Right now
it is up to the discretion of the
operators. Many of the operators are
on top of things and will go to all the
meetings of the state associations and
so on. But it's right now on a
voluntary  basis, and, in general,
voluntary things usually don't work out
too well or we wouldn't have automobile
inspection.

Walter Zizik, South Monmouth Regional Sewerage Authority

The next witness's expert testimony was based on a wide
ranging academic and practical background in every phase of
sewerage authority operations. Walter Zizik's experience included
service since 1958 as executive  director to five sewerage
authorities, one of which he served twice, and including his
present post as project coordinator at the South Monmouth
authority. The Commission was interested in his evaluation of the

autonomous authority concept: Following are excerpts from Zizik's
testimony:

Q. Do you, as someone having a long period
of involvement with the various aspects
of municipal utilities authorities and
sewerage authorities, have -an opinion
on the authority as a public entity?

A. Yes. In these first ten or twelve
years of my employment it developed
that the form of government that an
authority is set up under does not have
the checks and balances that we
normally experience in our form of
government as we know it.

FPor instance, there are absolutely no
rules or regulations governing the
setting or keeping of. a budget. A
budget can be overexpended with
impunity without any consequences.
Just so long as the bondholders are
satisfied they can receive their debt
service, then there 1is really no
control over what an authority can or
may spend. .
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There is no control or no body to which
a private individual may petition
should he feel aggrieved at the rates
he is being charged, and ‘this, I
believe, 1is contrary to our £o6rm of
government, '

And yet the use of the facilities in an
aréa is mandated. Is that correct?

In the field of water and sewage, yes.
There are other authorities, of course,
where Garden State Parkway Authority,-
if I don't 1like their toll, I don't
have to use their road., If I have a
sewer, and the only gameé in town is the
sewer authority, I must conneéct to
their sewer system-and pay their fees.

Do authority board menbers fully
involve themselves in the operations of
the authority?

I. think that is a dguestion of the
members who are appointed to the
authorities, I have definitely seen
members getting wvery much invelved.
Frankly, the ones I have worked with,
with the exception of one, did get so
involved. However, in general, I don't

think they do.

Can you give us your opinion as to the
percentage of authority board members
in this state that are competent board
members?

With the condition that you gualify
¢ompetency, I would have to say that 50
percent or thereabouts, in my opinion,
should not he member§ of authorities.

Do board members place too much
reliance on their consultants?

Board members must place réliance on
their consultants, if nothing else than
not to be second-guessed. Certainly if
an attorney for an authority advises
the authority that whdt they are doifig
is illegal; it would be foolhardy for
the 4duthority to fly in the face of
such advice. Certainly if ¢their
consulting engineer advises that they
should not do a certain thing, or
advises contrary that they should do a
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certain thing, they would be foolish to
fly in the face of that professiocnal
advice.

I believe, however, that the problem
comes in that many authorities do not
have competent executive staffs who
would be able to independently review
what  recommendations are coming from
the consultants: to be able to give a
completely unbiased or owner-oriented
opinion.

Would you agree, then, that authority
board members should not place total
reliance on their consulting staff?

I think the authorities should have in
staff and house an experienced
engineer, experienced in water
treatment if it's a water authority,
sewage treatment if it is a sewer
authority, who has the ability ¢to
review what the engineer is doing, as a
second opinion if for no other reason.

Mr. Zizik, do politics have any
influence in the operation of authority
boards in the selection of consultants?

Very much so.
Can you give us any examples?

Well, the most recent example is my
demise at Middletown Township. I had a
contract for three years that would
have expired in 1976. The politics-
changed, and it doesn't really serve
any purpose to at this time say what it
went from and to, suffice it to say it
changed, and immediately, . why, the
engineer, the attorney and the auditor
were replaced, and I was told, as
unsubtly as possible that I should look
for another position because I would be
replaced as soon as by contract
expired. Fortunately, I was able to
beat them to it. '

Would you agree that generally few
chemicals are needed to run and
properly operate a plant? '
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Relatively few, yeés.
Do you know what dic¢hlorobenZene is?

Yes. It is; in effect, a4 disinfectarnt
and a odor=masking &dgefnit.

Do you usé it‘ at the So6uth Monmouth
Regional plant?

Nd; sir.
WhY Hot?

We have an odo¥ problem and we uge
hydrogen peroxlde and that VEEY
effectively without any  probléms
haridles thé odors. '

Do you use erizymes?
No; I don't.
Why not?

I don't feel that a properly designed -
and Properly opeérated treatment plant
requlres the addition of enzymes to aid
in the process of bacterial aetion.
Thére is sufficient baéteria in the
sewerade that should not reéequirée any
aceceleration.

Is there any ¢eritral repository of
information &bout authoritieés in the
state, the nufibet of authoritiés, the
rated that they'vé charging, teéhnieal
information?

No, there is not.
Would that be heipfulﬁ

Yes, I think it would be helpful both
frofi the peint of view of we& in #%he
field and certalnly those people in the
State of New Jersey, other agencies.
#or instance, let's assume that all of
a sudden chlorineg was to be

discontinued because &f its effedt on.

the envirohment. I think it would be
nice if the state would be able to send
d mailgram to each and evetry authority
in the state of New Jersey, but
obviously they can't, because I don't
think theéey have a registty of them.
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Zizik Urges Nonpartisan Election of‘Authority Members

Q. Do you have any recommendations to this
Commission?

A, One. It would be my recommendation,
the manner in  which authority members
are chosen be changed from being
appointed by the governing bodies of
the municipalities to a non-partisan
election by the people of the
municipality, in a similar wvein as

" boards of educations are elected. 1
don't know if that's going to be the
answer because I understand that the
board of education election does not
draw too much of a interest. But, at
any rate, if then the people are going
to complain, and they haven't voted,
then I think I would have, at least,
the ability to say, well, you know, you
had your chance at the polls. Right
now, each individual authority member
is not accountable to the voting public
other than through the council that
appointed him or her.

Q. Could you continue, please?

A. Surely. - If, in fact, the first
alternative of electing members rather
than appointing is not viable or not
possible, I would then suggest that the
state set certain gqualifications for
authority members...I would sincerely
hope that the state set certain minimum
qualifications for the hiring of the
authority's chief executive officer...I
believe that each authority should have
a full~-service bookkeeper on staff to
perform all bookkeeping functions so
that the auditor c¢an then truly make an
independent audit that c¢an, in fact,
produce a certified audit...I firmly
believe that  bonds sold by the
authority should only be so0ld under
competitive bidding, similar to local
government bonds...I think that there
should be a uniform method of
accounting set up...I think no place
during the discussion I have heard or
read about has one important function
come to the fore and that 1is the
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selection of the trustee bank...Lastly,
I would strongly  reécommend that
authorities be placed under some type
of control similar to what
municipalities are ‘under, preferably
under Division of Loeal Government. '

N.J. Authorities Assoc;ation Leader

Although the leadership of the Authorities Assaciatlen of New
Jersey had not been supportive of the Commission's inguiry and
public¢ hearing, Mrs. Gail Quabeck, the &association's pre51dent, was
called to testify about her organization's activities and views,
Her opening Statement and excerpts from her testimony follow:

My regrét is that your format will hot
permit this Commission to know, as I
do, the hundreds of dedicated publie
servants, who as members of this
asgotiation have been, and will remain,
dedicated té the single goal of a more
effective wutility operation for the
people of this state. To this end,
this assocliation . has developed -
extensive and effective 1liaison with
state and federal regulatory agencies
and their personal. To this end, this
association has sought audiences before
any publie;, proper publie féfum such as
any legislative commiittees to make
known its views. Instead, and to our
dismay, we are calléd before this
investigative agency, an agency which
initiated these hearings by charging
that authorities are operated without
accountability and without oversight.
We who have actual résponsibility for
the operation of these authoritieés know
that these c¢harges &dre not true and we
know that the conteéemptible practicesd
: revealed here are neéither widéspread
' nor typical. This association will
: support any legislation = which
stréngthens and protects the financial
base of authority opérations, but we
will continue to oppoge all legislation
whic¢h, in the name 6f accountablllty,
effects a wholesale transfer of lo¢al
decigion=making to Trenton while, ina
fact, doing very little to make tHese
authorities actually accountable.

EXAMINATEON BY COMMISSIONER FRANCIS:

Qe In fact, your association is a trade
association, Ls it hot?
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That is correct.
It's a lobbying group?
In addition to many other things, yes.

What steps has the association taken to
document that the practices described
here are neither typical nor
widespread?

We have not taken any steps, but we
certainly have a proven record through
the past years of the efforts that we
have made to stimulate discussion,
education; we have presented
conferences, we have newsletters, and I
think that we have gained a reputation
for promoting professionalism in the
industry, and I am willing to stand on
that reputation at any time.

Let's talk a little bit about vyour
association. Are all the members of
the association municipal wutilities
authorities and sewerage authorities?

No, sir, they are not. Associate
members are not.

Who are some of the associate members
of the association? '

Engineering firms, attorneys, bankers,
industry suppliers.

Accountants?
Accountants.
Underwriters?
Underwriters, ves.
Engineers?

Correct.

Chemical companies?

I believe we may have one.
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Would some of those engineers that are
associate members be €ngineers who are
hired as consultants by the a55001at10n
-~ by authorities?

Certainly.

Would some of the underwritets be
people who do the underwriting for a
bond issue for an authority?

Certainly.

Would some of the financial advisers be
people who were hired by an authority?

Certainly.

So that those people who are associate
members may not at all times have the
same - interests at heart that the
aunthority does; isn't that true?

That my be true in some c¢ases, yes.
However, I think it's very important to
point out that the associate membership
does not control or set policy for the
Authorities Association. Pglicy is set
by a board of directors, and their
membership on that board of directors
is very limited to four out of twelve
directors.

Is. Malter International an associate
member? : ; '

I believe they may be.
Is Mayo, Lynch an associate member?
Yes, they are.

Is Kupper Engineering an associate
member?

Yes, they are. We have a hundred and
sixty some associate members, so the
few that vyou have named eertainly are
ot representative of the  entire
hundred and sixty.

How does that compare to the number of
full members?

We have BT authorities as members.
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So you have twice as many associate
members?
That's correct.
Is Mr. Porro, or has he been, counsel?
Yes, he has in'the past.

He was one of the founding members of
the association?

I believe he was one of them, vyes.

Now, T understand that the association
conducts seminars on various problems

Yes, we do.

~= that an authority might encounter in
its business?

That's correct,

And yvou send out a newsletter?

Yes, we dof_

And you take positions on legislation?
Yes, we do.

Is there anvthing else you do?

We do a wide variety of things. We
take surveys, statewide surveys on user
charges and salaries. We have
conferences, as you mentioned, but I
think it's important to note that those
conferences <cover a wide range of
things from the latest technological
development, to new legislation, to
labor relations, to new regulations,
and we try very hard to educate our
membership in every way that we can to
any new developments.

Do you know, does the association —- I
say "you,” talking about the
association -- does the association

know how many municipal utility
authorities and sewerage authorities
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there are in the state of at the
pPresent time?

No. As a matter of fact; we have beén
asked to provide that information to
the Department of Community Affairs;
which we found a rather strange reéguest
to a trade organization inasmuch as
every time an authority is created and
every time even a new fmember 15
appointed or reappointed, this

information is filed in  Tréntén.

Obviously, no one has been keeping
track of it. I kKnow autliorities, many
authorities, that for twenty years of
their existence  have filed this
information as well as their audit
report every year.

The Secretary of State is provided with
a copy every time a member of an
authority is appointed, and bond
counsel reviews. This has beern done at
any bond closing. It seems tO me
there's some lack in the state level
that they haven't been ablée to
accumulate this data; perhaps lack of
staffing.

Do you know what the amount of Fedéral
grahts to authorities has been £rom
1970 to thé presernt time?

I would have that information in my
office. I don't have it with e,
certainly. ‘

We had a witneéss hére testify that it
was in excess of §$1,500,000,000 in
Federal grants from 1970. Would you
dispute that? '

I would have no rteason to dispute
that. I believe you probably have that
information correctly.

Do you know the amount of state grants
to authorities from 1970 to the present
t ime?

I don't have that data with me, nd.

Would you disagree with a witress who
said that it was in excess of $150
million?
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I wouldn't disagree if it was a witness
who has that information.

Do you know what the amount of bond
proceeds that have been generated by
bond issues by authorities from 1970 to
the present time?

No, I don't. I don't think as
president of ‘this association I'm
expected to have all that data at my
fingertips.

I'm looking for help and for
information, Mrs. Quabeck. Do you know
what the total amount of user charges
from 1970 to the present time are?

No, sir.

In any event, you would not dquarrel
with a conclusion that authorities
receive by way of grants from state -and
Federal governments, and generated by
bond issues and by user charges,
enormous sums of money?

I would agree with that.

Would you agree that these bodies which
receive enormous amounts of money have
little or no regular  ongoing
supervision by a state or Federal
regulatory body?

With regards to financial control?
Yes.

I would agree with that, and we have
never taken any other position. We
have supported the idea that there
should be more fiscal oversight and
development of reasonable financial
controls over authorities and we have
never opposed that concept. On the
contrary, we have made every effort to
participate in the development of such
program. S :

Authorities Association's Views on Oversight

Q.

How, for example, would you help to
insure that there was greater financial
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responsibility and greater financial
oversight? Would you, the association
that is, for example, encourage the use
of a uniform aeccounting system?

Absolutely. We have supported that. I
believe that's in your records, We
submitted an agreement that we reached
to proceed and cooperate in every way
in the development of that. Our
agreement with Mr... Skokowski was that.
that would have to be a logical first
step. Prom there, when that uniform
accounting was in place, we would like
to cooperate in developing further
financial controls. He agreed with us
that it would be extremely difficult to
come up with any reasonable financial
gontrols until we had that uniform
system of accounting in place.

And these uniform accounting reports
would go to some state regulatory body?

That's correct.

Would the association also agree that,
if some state agency is to receive
uniform audits, it ought to have the
power to do something about what's
shown or not shown in those audits?

I certainly think we would support
further steps that would give them
power depending upon what power you're.
talking about. The- only legislation
that we have seen to date has gone far
beyond any legislation that could be
conSLdered reasonable.

So. that you are at least in agreement.
that there ought to be & unliform system
of accountlng, and  that those audit
reports ought to be filed with a-state.
regulatory body?

Very definitely.

And you are also in agreement that the.
state regulatory body that has those:
reports. ought, to have the. power to do
something about what's. disclosed in:
those reports. Isn't that so?

That's correck.
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So your quarrel, really, then is with
the extent to which a state regulatory
body c¢ould do something about what's
shown in finances of an authority?

Yes. Our quarrel was with a specific
piece of legislation -~

Well, okay. I don't want --

-- which was far beyond what you're
discussing,

Mrs. Quabeck, let me interrupt for a
second because I don't want to get hung
up in any dialogue between us or with
you, the association and the
Commission, on a specific bill. What I
am really trying to do is find out what
we can do to correct some of the
problems that we have seen here during
these hearings, so 1if we c¢an for
purposes of this question put aside
specific legislation.

I find that difficult, though.

X X X
You have agreed with us that a uniform
system of accounting ought to be
instituted. 1Isn't that so?

That's correct, we support that.

You agree that ought to be filed with a

state regulatory body. Isn't that so?

Yes,

You agree the state regulatory body
receiving that report ought to have the
authority to do something about it.
Isn't that so?

Yes, within reason.

So that I conclude, and I am hoping you
will agree with me, that the only
guarrel vyou really have, then, is the
extent of that authority over --

That's correct.
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Q. =— @ - particular municipal utility
authority?

A, Yes, yes.

0. Is there presently within the state any
bady that an authority can go to, say,
a new authority or an authority that is
encountering problems with which it has -
had no previous experience, any state
body it can go to get help, such as the
municipal government c¢an go to the
Division of Local Government in the
Department of Community  Affairs?

A. I should think they can go to the
Division of Local Government,
Department of Community Affairs,

Q. But, in fact, no such body exists at
the present time; isn't that so?’

A. No such body that ~--
0. No such capacity exists now in D.C.A.?

A. Evidently that must;, be true if they
don't even have a census of
authorities.

X X X

Q. Would you agree with me that many
members of municipal utility
authorities and sewerage authorities
receive their appointment on political
rather than the basis of merit?

A. I'm sure that's true.

Q. Has the association done anything about
that?

A. No, sir.

Q. Would you agree that many of the chief
executive officers of authorities
receive their appointments  on a
political basis and they are
unqualified for that job?

A. I couldn't make a statement as to how
many are qualified or how many are
not. I certainly would agree that I™m
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sure a lot of them are political
appointments, just as there are in many
other 1levels of government. This 1is
certainly not unique to authorities,
and it is also true of state
authorities as well as local
authorities. -There are appointments,
many of them political. It does not
necessarily mean they are not gqualified
individuals.

Would vyou agree that many of the
authority members have 1little or no
experience in running authorities with
the kinds of dollars we're talking
about and the kinds of technical
problems that an authority deals with?

That many do not have? I really
couldn't make a statement to that
effect. I don't know how many may or
may not have experience. I am
acguainted with some who have a great
deal of experience and expertise in
that area.

Has the association found that many of
the operators of sewage treatments
plants have little or no experience or
knowledge of the chemicals they are
using to treat wastewater?

I really have no knowledge of that, I
know that our association has taken a

~very active role in several committees

to develop licensing requirements and
regulations, and we  certainly are
always encouraging any kind of
participation we can at our conferences
and seminars from people who do have
expertise in various fields.

Has the association found that many
authorities lack any kind of inventory
controls or other system which would
enable the authority to know whether
excess amounts of chemicals have been
purchased or chemicals purchased which
are totally useless for treatment?

No, I would have no information on
that. I don't think a trade
association such as ours with no
full-time staff can be expected to
undertake those things.
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Has the -association looked into the
question of whether authorities are
paying excess spreads or  excess
commissions to underwriters for bond
issues?

No, sir, we have not.

Have you looked into the guestion of
whether people are working as both
financial advisers to an authority and
to the underwriters for that authority?

No, sir, we have not. When you say we
have looked into, if you mean have we
conducted a survey or an investigation,
that is not our function. Some of
these things that you're discussing are
certainly topics at our seminars, and
information that comes from our
seminars is published in newsletters,
but we are not an agency that would
undertake surveys oY things vyou
suggest. I'm really not sure what you
mean when you say have we looked into.

Well, you told us before about the
surveys you have taken, including one
on user rates. I'm trying to find out
whether you have conducted any
inquiries, surveys, or taken any steps
to find out whether, let's change it a
little bit, on a number of different
levels, whether authority  members
understand bond issues or whether they

have been subject to a situation where

excessive commissions have been paid.

I know that -- I have not undertaken a

survey, no. But we certainly had on
our program not too long ago a very
extensive ©program on one o©of our
seminars on bonding. We hawve not
undertaken a survey. I don't know how
you would take a survey to find out if
people understood it, anyway. '

X X X

Authorities Association Would Suppggt

Q. .

Let's go back to the question of
solvency. Would you agree that if a
system of uniform audits, uniform
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reporting audits is instituted, and
that goes to a state regulatory body,
that there then ought to be some
mechanism for that state regulatory
body finding out whether there are
danger signals in that financial report
that would cause alarm?

Absolutely. We fully support that,
yes. '

And further beyond simply recognizing
those red flags, the state regulatory
body ought to have authority to do
something about that?

I would agree with that. Again we come
down to the same thing as before; it's
the guestion of the amount of power..

The degree?

And degree.

How far they can go thereafter?

That's correct. We feel very strongly,
we don't feel power should be given to
the Local Finance Board which would

substitute their Jjudgment £for the
judgment of elected officials in

‘counties and municipalities.

X X X

Generally, would the association
support the same kind of oversight of
municipalities and counties that exists
now, that same review of authorities?
In other words, authorities would be
subject to the same kinds of review as
municipalities and counties? -

As I think I told you in a closed
session, I'm not an expert in county
law or municipal law. I don't know
exactly what - that review entails.
However, I don't think we would oppose
similar reviews, If you're talking
about budget review and that type of
thing, we probably would not. We would
probably support that.

And would you place the same
responsibility, the same accountability
on authorities that presently exists
for municipalities?
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Probably 1 would, yes.

Would _Yyou - agree

mun1c1pa1 utll Y
be subject to ¢

dﬁﬂ

Probably, yes, but there again, you're
maklng 3 general statement and I don't

Has the as Qc1@tlon, then, ever.
' any klnd of

Yes.

-= compared to =-
Yes, sir.
-= authorities?

have in

Well, then, I would think you would be
to answer th . i
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being filed with some state regulatory
body; and that you would support giving
that state regulatory body some
authority to do something about what
they see in those financial reports.

Yes.
Anything else beyond that?

We supported that as a first step, and
we reached agreement with the Division
of Local Government that, once the
uniform system of accounting was in
place, there should be then from that
developed, we called 1it, a red-flag
system of warning of those municipal-
ities which may be on the verge,
anthorities which may be on the verge
of financial difficulty. We were
unable to obtain or elicit the informa-
tion from the Division of Local Govern-
ment of exactly what steps they would
take from there on in. However, they
agreed that they could really do noth-
ing further with control until this
system was in place. So the agreement,
which I believe we filed a copy of it
with you, was that this should be in
place for a year or two and from that
point we would work to develop further
controls,

I venture to say on my own behalf, and
maybe other Commissioners would agree,
that we may be in more of a hurry than
that. :

Would vyou agree that the public

interest, in fact, demands the kind of
oversight we're talking about to
protect the public interest in view of
the tremendous sums of money that are
involved with authorities?

I would certainly agree that there
should be financial controls, yes,

THE CHAIRMAN: Madam, you said at the
outset that there were many authori- .
ties, sewage authorities and many, many
members of those authorities doing out-
standing work. I want you to know that

'in our announcement of these hearings

we made that same statement; we made it
four or five times during this pro- -
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c¢eéding, and we fully, fully agrée that
theéte are very many aithorities that do
an: excellent job and many firne excel-
lent péople serving those authorities,
Weé want rno misunderstanding of that.

THE WITNESS: Thank you. We do appre-
ciate that. Unfortunately, this is not
dlways what the media picks up, which
ig why I felt it important to make that
point.

THE CHAIRMAN: That's why we repeated
it 8o many times.

State DEP Supports Authority Oversight

Arnold Schiffman, Director of the Division of Water Resources
Department of Environmental Protection
should be

in New Jersey 8

teéstified that regulatory oversight of authorities

undertaken without sacrificing safegiards against water pollutien.

He testified in part:

Q.

To what extent does the New Jersey
Department of Environmental Protection
regulate and supervise the day-to-day
activities of sewerage authorities and
municipal utilities authorities?

We do not supervise the day-to-day
activities other than in terms -of
‘tompliance with out permits to
distcharge pollutants to the waters of
the state.

Does the WNew Jersey Department of
Environmental Protection supervise
‘construction grants?

Outr responsibility is 4in several
areals, We ‘supervise ‘the planning
aspects to make sure that what is built
fweeds to be built; we supetrvise the
design of the facilities since PFederal
ahnd ‘state dollars are paying for them;
and we do supervise items -such @as
payments, ©change orders, and general
‘dteas ‘dealing ‘with what we all the
“‘construction phase.

'Mbuid ‘you ‘agree ‘that wyour supervision
is ‘only to -a limited ‘extent?

In the ‘construction iphase, yes. In ‘the
‘plarning -+and -design, it's  of
'substantial ‘nature,
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Q. Does the Department of Environmental
Protection have any position regarding
whether there is a need for oversight
of authorities, the areas that need
oversight and the body thCh ‘should
conduct that over51ght°

A, The department has always had a concern
about the fiscal issues that have been
raised here, and  would certainly
support the need for oversight in the
manner that's been discussed here
previously. I would have one caveat,
one concern only, and that is; any body
at the state level that regulates the
fiscal aspects of a sewerage authority,
that there  be something that
specifically says that dollars shall be
made available to meet the terms and
conditions of permits and orders issued
by the department so that we don't have
to have a situation where we are
polluting the waters of the state, we
order it corrected and another
government agency says, well, there's a
preblem in approving the necessary
expenditures.

Sewerage Plant Construction No Longer Closely Monitored
George R. Goldy, qhiéf of the DEP's Bureau of Construction
Control, called for restoration of his bureau's once effective
construction inspection system at sewerage plant sites.: His
testimony: ST o
Q. and what are your duties?
A, My duties are to oversee the Step III
construction phase of the Federal, the
projects that are built - with the’
Federal and the state grant funds.
Q. Do you have any engineering background?

A.. Mechanical/industrial engineering. I
am a graduate of Drexel University.

Q. When were you hired by the D.E.P.?
A, In 1971.

Q. What p051t10n and what duties did you
have with the D.E.P.
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In 1971, when I was hived, I was &

senior eénvironméntal énginéer, and my
duties at that time were the review of
plans and specifications for e
séwerage facilities. ‘ .

Did you Dbecome invelved in  the
1nspect10n group of the D.E.P.

vés, I did. In 1972, February to be
exact, I was asked to form an
inspectién unit €6 inspédt the Federsl
and state-funded project. This was &t
the redueést of the then Commissioner;

Mr. Richard Sullivan, who wantéd the

ingpéction of these sites once a day.

When was the last yéar that that group
operated?

The last year that that group operated
wa&s 1980, The last full year was 1979,

Diring the last full year how large was
the staff of that group?

The staff of the greup in 1979 was,
beside myself, was three engineers, 27
construction inspéctors, and two
gnvironmental inspectors.

In the last full year of the opeération
of that gyoup what, if anything, 4id
that group do regarding sewerage
authorities and muni¢ipal utilities
authorities? ' '

In the last full year of opeératiot,
1979, we performed in é¥cess of 18,600
¢oristruction 1nspectlons, and in excéss
of 2700 environméntal inspections.

Whern  you say 1nspect10ns, what
gpecifically was doné?

This was when a representatlve of the'
gonstruction group visitead
donstruction gite on 'a daily bBasis
during the c¢ourse of the donstruction
6f the project, 6f éach contract of the
project.

Were thesge inspections announced?

fhey were not.
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Were they on a daily basis?
Yes, sir.
How many problems did you find?

Problems by our definition were, when
we visited the site, if we saw
something that was not in accordance
with plans, the plans and
specifications, it was a problem at
that time. During the course of the
year we found 137 recorded problems.
The year I'm speaking of, of course, is
1979, Of this 137 problems, 70 became
violations. When a violation notice is
written, the grantee, the engineer, the
Federal E.P.A. are all notified

" formally and it does put the . grant

funds in jeopardy.
What do fou mean by "violation"?

A violation is that when something is
not being built according to the
specifications and the drawings, we
have, of course, the right to go in
there and to tell them to go back and
correct it because we did, of course,
approve these specifications and
drawings prior to their starting
construction. '

Did there come a time when your
construction control group was
disbanded?

That's correct,.
Why was that?

In August of 1980 the group was moved
to the enforcement section of our
division. It was moved at that time
because the division was reorganized
and the construction effort was put
into enforcement and the inspectors in
that particular section were given much
broader responsbilities.

How many inspections are now conducted
of municipal utilities authorities and
sewerage authority projects?
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In 1981 there were 381 construction
inspections performed by the inspectors
from the enforcement section. :

This is from a 1979 number -- the
number was 18,000?

That's correct, sir.

What group are you presently in charge
of? '

I am still in chatrge of the Construc-
tion Control Group, which, of course,
is now staffed by twelve engineers.

Does that group conduct any inspections
of municipal utilities authorities and
sewerage authority projects?

We conduct under the delegation agree-
ment one formally announced inspection
per gquarter. We do get out there as
frequently as time will allow during
the quarter. However, it is far from a
daily basis,

And these inspections are pre-
announced, are they not?

The quarterly inspections are, yes.

When your inspection is pre-announced,.

what are your changes of finding any-

thing wrong?
Very slim.

Is there a need for day-to-day inspec- .
tion of municipal utility authority and

‘sewerage authority <construction pro-

jects?

In my opinion, yes, sir.

Do you have @any recommendations for
this Commission?

1 recommend that théy, very strongly,
that ‘they -‘consider ‘re-establishing -a

State ‘inspection unit to oversee ‘the

construction of ‘sewerage facilities in
this state, both funded and non-funded.
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Q. What was the cause of the problems, the
violations that you observed in the
years that you were conducting the
18,000 inspections?

A, The cause of the violations that we
were conducting «c¢an be attributed
almost across the board because the
projects and the gquality of the con-
struction on the project is contingent
upon the competency.of all the partici-
pants, both from the grantee and/or the
engineer and/or the contractor, and one
of the factors that we found, of
course, as a contributing factor was
the part-time authorities that are 1in
the state. I do not believe, in my
judgment, that the-authority members in
applying for a grant many times realize
the complex procedure that they are
involving themselves in.

Enactment of Authority Oversight Legislation Urged

The final witness of the Commission's public hearing was Barry
Skokowski, director of the Local Government Services Division in
the State Department of Community Affairs. Skokowski, who had
testified at the start of the proceedings, was questioned about his
recommendations for statutory regulation of authorities by the
S8CI's Executive Director James T. O'Halloran. Excerpts from
Skokowski's concluding testimony follows:

Q. Have you and vyour staff conducted a
study and compiled a report of
recommendtions with regard to MUA's?

A, Yes, sir.

Q. Would you give the Commission, please,
' the benefit of your recommendations?

A, Yes, sir. I recommend that legislation
be enacted similar to the concept
espoused in Assembly Bill 144 and
Senate Bill 1516 and 1517. I say
similar in  concept. There are
technical changes that we would
obviously like to see made. :

But the concept in those bills if
enacted would give oversight
responsibilities to New Jersey's Local
Finance Board and the Division of Local
Government Services in the Department
of Community Affairs. Some of the
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proposals in the pending bills of great
significance include the following:
And by the way, I should point out,
these proposals are very similar to
those proposals that effect municipal
and county governments and they are not
new, and where they are new I will
identify them for your review and
consideration, if that's okay with vyou.

One. We recommend a provision as in
Senate Bill 1517 that would allow the
director of the cognizant state agency
the power to summon local authority
members and employees in order to
review financial practices where
warranted, There are safequards in
existing statute and appeal procedures
to make sure that that would not occur
for minor reasons or to be of any small
nature. The practices would have to be
guite severe.

The bills before us would also require
the filing of local authority budgets
with the cognizant state agency and
would recommend, I would recommend, the
filing of authority resolutions
involving financial affairs.

XXX

I further recommend the public bidding
of bond issues similar to the
reguirements for municipal and county
governments outlined in N.J.S.A. 40A:2
et seq. An authority, however, should
be granted an exception to the public
bidding requirement only if it can
demonstrate that another funding method
was less costly and correct.

I further recommend the establishment
and maintenance in the cognizant .state
agency of an official registry of lecal
authorities, of their creation. I
should point ocut that every square inch
of the state of New Jersey 1s
incorporated and we know where the
governments are, Unfortunately, we
don't have that same situation with
local authorities.,

Additionally, I recommend that
financial advisers be prohibited from
also serving in the capacity of
underwriters for the same authority,
and, of course, vice versa.
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Also, there should be appropriate
disclosure of fees paid, underwriting
Spreads, and expenses of bond
counseland other fiscal advisers.

I also believe that we should enact
legislation - that would require
expeditious state approval when an
authority  has to renew temporary
financing instruments,

I further recommend the implementation
of a code of ethics for officials of
iocal authorities.

I also recommend that the state provide
technical assistance and training to
local authority officials regarding the
about-to-be-promulgated requirements of.
the accounting and financial reporting
that we are working on right now.

SCI's Concluding Statement?® Promises Continujng'Probe

Chairman Lane brought the four-day public hearing to a close
with a statement which promised continued surveillance and a timely
submission of its proposed reforms to the Governor and the
Legislature. The Chairman said, in part:

While these proceedings are at an end,
our investigation of regional, county
and local authorities, and sewerage
authorities in particular, will
continue with full force and vigor. In
fact, as a result of public reaction to
the highly professional press coverage
of the events which transpired in this
chamber, the SCI has already received
on a confidential basis a number of new
leads to managerial and operational
misbehavior at authorities other than
those examplars cited during the course
of this public forum. Meantime, the

*The Commission prefaced its c¢losing commentary with a public
tribute to Commissioner John J. Francis, who wound up his term at
the SCI at the conclusion of the public hearing. Speaking for his
fellow commissioners and the SCI Staff, Chairman Lane noted that
Commissioner PFrancis had since 1979 "played an extremely active and
effective role in many important investigations and has devoted
many hours at the SCI at great sacrifice to himself and to his law
firm. This Commission and the people of the state of New Jersey
are deeply indebted to him for the wisdom and dedication which he
brought to us and for his assistance to the SCI in bringing about
needed legislative changes. We are indeed sorry to see him leave.
We have all enjoyed very much our association with John Francis
over these years and wish him continued success in his career."
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Commission will, within a few weeks,
submit to the Governor and the
Legislature a detailed documentation of
its own corrective recommendations.

While I can only suggest at this point
the problems ocur proposals will attempt
to resolve, I c¢an say unequivocally
that our recommendations will be aimed
at a single overall objective; that is,
to remove the curtain of secrecy around
authorities that has enabled so much of
the misconduct disclosed at our
hearings to proliferate. '

An illustration of the need for urgent
action to make sewerage and other local
authorities more publicly accountable
for their conduct is immediately at
hand in this legislative chamber.
There are a number of bills pending in
the State Senate that, if enacted,
would authorize the distribution of
almost $100 million in additional
grants to improve, reconstruct or
replace 1local sewerage and public
utility facilities, with no adequate
system yet in place to assure that
these taxpayer dollars will be properly
spent,

One of these bills, Senate Bill No. 24,
would authorize a seventy-five~
million-dollar Local Water and Sewerage
Facilities Bond Act to halt what it
declares to be a "steady deterioration™
of aging facilities. We c¢an only
wonder, in view of the litany of trans-
gressions recorded at these hearings,
whether much of this costly deterior-
ation can be attributed to managerial
deficiencies and operational misconduct
of the closed-door authorities who run
these plants.

Further, there is Senate Bill No. 1421
which would disburse more than $15
million from a 1980 Natural Resources
Bond Issue to certain local government
entities, including some of the very
authorities whose misdeeds have been

confirmed by testimony at our hearings.

This bill, for example, would allocate
almost $3 million to the Cape May
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County Municipal Utilities Authority.
We recorded testimony only the other
day about the manner in which this same
authority spent excessive sums of money
for a sewerage plant site in the basis
of inflated values established by a
totally unprofessional appraiser who
saw no conflict of interest in serving
both the authority which bought the
land and the seller. This same bill
would also hand over more than one-~half
million deollars to the Western Monmouth
Utility Authority, the same authority
cited by witnesses at this hearing as
having secretly arranged a bond issue
financing deal that, as the alleged
result of a one-~hundred-thousand-dellar
bribe, generated excessive profits of
additional hundreds of thousands of
dollars to the underwriting company.
And there is yet another money bill,
Senate Bill No. 790, appropriating
almost §1,500,000 to establish and
annual subsidy for regional, county and
municipal utilities and sewerage
authorities in the form of a cash
reimbursement for up to two percent of
their operating and maintenance
expenses, While this particular bill
says it would require any subsidized
authority to be accountable for the way
it spends these funds, there |is

absolutely no provision for assuring - :

that such accountability will be
achieved. Based on the misdeeds of the
sewerage authorities c¢ited at these
hearings, this bill could mean only
that another million and a half dollars
of taxpayver dollars could be literally
flushed down the drain,

The Commission does not oppose these
proposed legislative appropriations.
There probably is an urgent need for
the rehabilitation of many of the clder
utility and sewerage plants in various

localities in this state. However,
based on our investigation of 1local
Sewerage facilities and - on the
dismaying evidence of authority

misbehavior recorded at these hearings,
the 5CI1 strongly questions the
propriety of handing out more millions
of dollars of public funds without
first establishing a centralized
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governmental mechanism for guaranteeing
that these tax dollars won't Dbe
squandered or stolen,

What kind of governmental mechanism is
needed to make the authorities at issue
here more accountable to the public?
We have heard a series of expert
witnesses whose testimony has included
dozens of suggestions for more strin-
gent oversight of. the construction,
financing and operation of sewerage
authority facilities,

State Local Government Services.
Director Skokowski and former State
Treasurer Goldman have endorsed

legislation pending in this Senate
chamber and in the Assembly down the
hall which would empower the state to
assume supervisory controls over local
authorities to the same extent that the
state now regulates the budgets, the
general spending and the debt limits of
all counties and municipalities in New
Jersey. The SCI is in full accord with
these views and will, in a subsequent
detailed report, specify which
provisions of such bills as Assembly
No. 144 and Senate Bills 1516 and 1517,
or which combinations of the contents
of these and other similar bills, will
in our opinion best assure that
sewerage and other 1local authorities
are operated for the benefit of the
public they are supposed to serve
rather than for the self-gserving:
special . interests of politically
partisan authority members, of
untrained and even dishonest plant
operators and of unsupervised and
unqualified contractors and financial
and other technical consultants.

Let me reiterate that we reaglize, of
course, that many local sewerage’
authority facilities ' are properly
managed and operated. However, our
public hearings have 1illustrated, by =
means of testimony given under oath,
that there also are too many.
black-sheep authorities doing business
in this state in a manner which.
viclates even the most minimal
standards of propriety and integrity.
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No 1local authority that is behaving
itself and properly serving its
taxpaying public can logically object
to laws that will reguire all
authorities to be more candid and open
in the manner in which they finance
their plants, appoint key personnel and
authorize, record and audit their
day-to-day operational expenditures.

X X X

In summary, the Commission has
demonstrated throughout four days of
extensive public hearing testimony the
multitude of ills that plaque sewerage
authorities. In this final public
hearing statement we have indicated the
course we intend to pursue both in
connection with a full exposition of
our recommendations and a continuation
of our investigation. The law which
governs the operation of the SCI
requires that we submit recommendations
to the State Senate and Assembly within
60 days after the conclusion of a
public hearing. We plan to transmit
such recommendations well within that
deadline. We hope our lawmakers will
view these proposed reforms with the
same sense of urgency that we ourselves
feel, The Commission plans to work as
assiduously in pressing for expeditious
enactment of its reform proposals as it
has in exposing the problems they would
resolve to public view.

Finally, the <Commission wishes to
commend the hard work and profes-.
sionalism of its staff members who have
contributed so much to the SCI's inves-
tigation and hearings. 1In particular,
we want to publicly recognize the
valiant efforts of our lawyers,. Mike
Coppola, Bob Geisler, Jim Hart, Gerry
Lynch; our investigating team's special
agents, Wendy Bostwick, Joe Corrigan,
Bob Diszler, Mike Goch and Dick
Hutchinson; our investigative account-
ants Art Cimino, Honey Gardiner and
Chris Klagholz; and our secretaries,
Cheryl Calcecse, Carol Nixon, Emma
Raywood and Diana Vanderhoff. They
have done a magnificent Jjob and. we
thank them for it. ' :
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RECCMMENDATIONS IN DETAIL

Preface

The Commission's recommendations on county and local
authorities were submitted to Governor Thomas H, Kean and to the
Legislature on BSeptember 22, 198Z. Transmittal letters to the
Governor and to Senate President Carmen A, Orechio and Assembly
Speaker Alan J. Karcher stated .as follows:

This Commission respectfully submits the
enclosed draft of recommendations based on
its public hearings July 27-30, inclusive,
on the subject of county and municipal

sewerage and utility authorities. This
transmittal is in accordance with the
statute governing - the Commisgsion's

operations, N.J.S5.A. 52:9M-1 et seq, which
states in Section 9M~-4:

The Commission shall, within 60
days of holding a public hearing,
advise the Governor and the
Legislature of any recommendations
of administrative or legislative
action which they may have
developed as a result of the
public hearing.

Under that provision the deadline for
transmitting these recommendations is Bept.
28. This time frame prevents us from
including our full report on the public
hearing with this enclosure. Although that
report may contain more details, the
enclosed draft represents the Commission's
essential proposals for making local
authorities more accountable to the public
and to the taxpayers they are specifically
created to serve.

You will note that the draft is prefaced
by a brief summary of the Commission's views
on the need for implementing these proposed .
reforms as expeditiously as possible. The
Commission also suggests in the draft that
the cost of funding these proposals need not
necessarily add to state government's
current budget problems. o

The Commission of course is prepared to
cooperate fully in any discussions of these.
recommendations and in connection with any -
subsequent decisions to implement them.
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Recommendations

The Commission's recommendations address N pending
legislation, 2) bond financing, 3) State assistance to authorities
both of a general and fiscal nature, 4) upgrading of authority
membership standards, 5) upgrading of authority executive staffs,
6) expanding the Division of Environmental Protection's
construction monitoring obligations, 2 penalties - for
noncompliance, and 8) funding state oversight of authorities.

Pending Legislation

$—-1517 and Al44: The Commission recommends the enactment of
Senate Bill #1577 or Assembly Bill #1144, except that it is opposed
to a provision empowering the State Division of Local Government
Services' Local Finance Board to dissolve an authority.

The Commission agrees with the declarations of legislative
intent in these bills that State approval of project financing by
authorities and State supervision of their internal financing
conduct is necessary "in order to assure their financial stability
and integrity." These bills would carry out such legislative
intent by requiring:

- State approval of the creation of an
authority. :

- State. approval of project financing.

- State approval of annual authority
budgets.

- State approval of financial audits and
other fiscal reports to be submitted
~with prescribed uniformity.

These legislative provisions are in accord with the
Commission's belief that the 8tate should exercise the same
successfully tested supervision over local authorities as it has
had over the financial conduct of counties and municipalities since
the 1930s. The Commission therefore also subscribes to other
provisions of this legislation that would empower the State to take
effective remedial action to resolve local authority financial
emergencies.

As for the 1legislative provision empowering the State to
disgolve an authority, the Commission regards this as unnecessary
and impractical., The Commission does, however, support provisions
that would empower a local governing body, or bodies, to dissolve
an authority of its or their own creation, subject to certain
stringent conditions specified in the bills, including the honoring
of outstanding bond covenants and other contractual obligations.
In such circumstances, the State Local Government Services Division
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would automatically -assume a dominant monitoring roll under its
present, long-established powers to regulate the financial afairs
of counties and municipalities.

Authority Bond Financing

The  Commission recommends that local authorities be required
to adhere to all of the competitive public bid procedures laid down
by the Local Bond Law (N.J.S.A. 40A~1 et seq), except that the
State Local "Government Services Division may at 1its discretion

permit an authority to negotiate the sale of bonds. The Commission

notes that both S-1517 and A-144 would permit neqgotiated offerings
under close monitoring by the Division's Local Finance Board. The
Commission believes that State supervision of authority financing
should be supplemented by additional regulatory requlrements for

‘negotiated bond transactions, including:

-~ Submission by an authority of the names
of prospective underwriters +to the Local
Finance Board. :

-- Identification by an authority of all
other key -individuals or entities involved

in a bond sale -- including but not limited
to paying agent, trustee, auditor and
financial advisor -- to the local Finance

Board prior to the actual transactions.

-—- Filing with the Local Finance Board of a
transcript of all details of any negotiated
financing, including an accounting of the
disposition of proceeds and the amounts and
methods of payments of fees and/or
commissions. Such a filing should be
structured according to a standardized
format prescribed by the board and should be
.a publlc record.

The Commlsslon recommends that the Local
Finance Board vpromulgate 'a regulation
prohibiting a financial advisor or any other
advisor to an authority from serving in any
capacity as an underwriter, or vice versa.

The Commission recommends that the Local
Finance Board proscribe the payment of fees
"on a per-bond basis or any other basis that
could provide incentives for promoting a
larger bond transaction than ~might be
necessary. Fees to bond counsel, financial
advisors and other professionals acting on
behalf of an authority should be paid on a
per-hour or per-project basis.

The Commission recommends that the approval
of the Local Finance Board be required
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before an authority can renew any temporary
financing instrument.
State Assistance to Authorities
The State Division of local Government Services should provide
assistance to local authorities of a form and nature relevant to

- their particular needs, problems and obligations, including:

1 = Cede. of Ethics

A model Code of Ethics should be compiled.
to whieh all authority members and officers
must subscribe under oath, with provisions
for hearings of alleged violations and
penalties for noncompliance, including
fines, suspensions and dismissals.

2 - Standard Audit Guide

A Standard. Audit Guide to enable
authorities to .comply with State
requirements for uniform accounting and
financial reporting should be promulgated
and continually updated. This manual, which
is presently being developed, should
accommodate the particular financial
concerns of various types of authorities and
should reflect the requirements of the
accounting profession, the investment
community and all related Federal and State
laws and reqgulations. Such a manual should
include an early warning system for
detection of impending financial or
operational crises of authorities.

.3 -~ Technical and Professional Training

Provision should be made for technical
asgsistance and training of appropriate
authority members and .administrative and
opesrational staff executives in connection
with new statutory requirements for uniform
accounting and financial reporting as well
as with related existing laws such as the
Local Public Contracts Act. A training
program should alsc be instituted for
Pivision officials and employees who will be
responsible for assessing uniform authority
financial reports and budgets, particularly
from the standpoint of detecting threatened
fiscal or operational emergencies.
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4 - Registry of Authorities

an official Registry of Authorities, which
should include their type, the extent of
short~term and long-tyerm indebtedness, user
fees or charges, the total of the most
recent annual budget and esgtimates @of
revenues and expenditures, the number of
‘employees by title or ijob classification,
and the most recent annual salaries of
executive directors and 1licensed plant
operators, should be established and
maintained. A registry filing fee of $50
should be assessed, All fees in connection
with this registry requirement should be
applied against the cost of establishing and
maintaining it,

' In order to increase the stability and inteqrity of project
and operational financing of local authorities, the State Local
Government Services Division should:

1 - Offer bond financing advisory
" assistance to authority members and
staff executives ineluding but not
limited to the preparation and
distribution of guidelines explaining

all facets and procedures of debt
financing. Such guidelines should
emphasize areas of potential error
and/or  abuse in ° undertaking bond

- financing transactions.

2 - Periodically distribute a continuously
updated 1list of pertinent technical
publications, including those of the
New Jersey Municipal Finance Qfficers

Asgociation,
3 - Expand  the free technical debt
management assistance - currently

~available to local governments to
encompass the specific concerns of
authorities. Z

 -U9gradiﬁq;Authofity Membership Standards

TheLCommiséion was appailed by publiC'héaring téstimony that
‘demonstrated the inferior quality of appointments by certain local
or county governmental entities to the authorities these entities

created. The hearings ~demonstrated that an appointive process
based too often on political connections rather than on merit
generated sorely inadequate upper-level policy quidance,

ineffective managerial controls and blind reliance on often
incompetent staff. The testimony also confirmed that the absence
of any requirement for public accountability shielded for too long
the misconduct that some unqualified authority members part1c1pated
in at worst or closed their eyes to at best,
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Membership Composition

The Commission recommends that, in the
evéent the State assumes responsibility for:
the creationn of- authorities, any new
authority's membership be required to
include a professionally accredited engineer
and at least one other member who is 1) a
lawyer with an acknowledged professional
background in governmental, corporate or
bond law, or 2) a - fully qualified
representative of the financial community,
or 3) an individual with proven academic
credentials and experience in business
administration. :

Financial Disclosure

The Commission recommends that failure to
comply with a statutory requirement that
authority members submit personal financial
disclosures designed to prevent conflicts of
interest at a time and in a form prescribed
by the State Division of Local Government
i Services be subject to mandatory fines of a
’ substantial nature against both the affected

member and the authority itself., Copies of
such disclosures should also be filed with
the appropriate office of the Division.

Upgrading Authority Executive Staff

The Commission recommends that the gquality of executive
directors, plant operators and other key administrative,
professional and technical staff emploved by authorities be
upgraded by the following Division actions:

Mandate Employment Qualifications

Minimal but nonetheless exacting
" qualifications should be mandated by the
Division for appointment of executive

directors or others with similar
responsibilities for overall administrative
supervision of an authority plant. A

college education, with an emphasis on
business adnministration or - engineering
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should be necessary, as well as a specified
amount of previous working experience in
sewerage and/or utility operations. A
proven career background with a facility
should be acceptable as an alternative to
the requirement = for a specialized
educational background.

Requalify Licenéed_operators
Licensed plant operators should be
“required by the Division to periodically
requalify for licensure,

Expand Training Programs

Presently inadequate programs for training
: and gualifying sewerage and utility
enployees for licensure as plant operators
should be expanded. Such an expanded
program should emphasize continuing
education for already licensed operators who

must requalify at stated intervals.

Reguire Purchases by Competitive Bid

All authority employees with responsi-
bility for purchasing materials essential to
the operation of sewerage or utility plants
must be required to subject all such pur-
chases to competitive public bids.

The Division should establish a list of
pre-qualified vendors of chemicals deemed
essential for the adequate operation of
treatment and purification facilities.

The Division should establish training
seminars for authority purchasing agents to
assist them in determining the actual
effectiveness of chemicals currently belng
marketed for waste water treatment.

~State DEP Construction Honitoring

- . The Commission recommends the immediate restoration of the
DEP's former construction inspection service and the resumption of
this unit's responsibility for monitoring publicly funded projects
on. an unannounced, daily basis,. The Commission points out that
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since this service was curtailed in a reorganization process in
1980, according to testimony at its public hearing, there were only
381 construction inspections durinag 1981, compared to 18,600 con-
struction inspections and more than 2,700 environmental inspections
during 1979, the last full year of the department's former inspec-
tion service.

Penalties for Noncompliance

Audit Filing Delays by Authority Members

The Commission recommends that £ines of
$100 daily be assessed against authority
members if they delay, without just cause,
the filing of annual audits beyond the
prescribed four months following the close
of a figcal year. These fines would be a
personal liability of the individual
authority members affected.

Audit Filing Delays by Authority Auditors

The Commissicon recommends that fines of
$100 daily be assessed against any authority
auditor who fails, without Jjust cause, to
comply with the Division's annual audit
filing deadline. Such fines would be a
personal liabilityv. In addition, the facts
of such noncompliance should be referred to
the Board of Certified Public Accountants
for hearing action and possihle sanctions by
it. o ‘

Funding State Oversiqght of Authorities

The Commission recorded public hearing testimony indicating
that, under present state budget limitations and restraints, state
funds would probably not be available to pay the cost of proposed
state oversight of authorities or to restore the previous system of
monitoring authority construction grants. However, because of the
importance of its recommendations to the taxpayers of New Jersey in
general, and the captive clients of authorities in particular, the
Commission felt it had an obligation to at least suggest how its
recommendations to make authorities more accountable to the public
could be financed on a self-supporting basis.

Department of Environmental Protection

The Commission recommends that a portion of every State grant,
loan or bond issue allocation for the construction or rehabili-
tation of a local sewerage or utility facility bhe earmarked to
finance inspections and other monitoring of such construction
activity. The Commission particularly hopes that sufficient funds
can be realized from this program to finance a resumption of the
effective construction inspection system that was in operation
under the supervision of the DEP's Bureau of Construction Control
prior to 1980.
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The inciusion cf bond issues for construction or rebuilding of
sewerage and uvtility plants 1in the above recommendation would
increase the credibility of such bond issues when they are
submitted@ £for a public vote. The Commission emphasized 1in its
statement concluding the public hearing that legislation was
pending whieh would allocate millions of dollars of state bond
issue proceeds to the same local sewerage and utility authorities
that were cited during the hearings for mismanagement, misconduct
and other aberrations,

State Division of Local Government Services

The Commission neavrd publi¢ hearing testimony which indicated
it would cost upwards of $250,000 a yvear to fund the legislative
proposals reguiring Division supervision of the financial affairs
of authorities. '

The Commission's recommendations would require  the state to
provide valuable professional gquidance ~-- financial advice,
technical assistance and training programs -~- that would improve
the stability and protect the integrity of all authorities in New
Jersey. These proposed services by the Division would otherwise be
obtainable by authorities in most instances only at great cost.
Therefore the Commission feels that a fee system should be enacted
that would enable authorities to share in the cost of funding these
services to them with minimal financial dislocation.

A Self-sustaining Fee System

The Commission recommends as the most reasonable method of
developing a self-sustaining financing of its reforms the levying
of vyearly £fees against individual authorities according to a
schedule that reflects an authority's size, its need for wvarious
State services and other considerations.
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