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e ————————— , from the Committee on Governmental Affairs,
submitted the following

REPORT

INxTrRODUCTION

Arson-for-profit is a raajor and growing crime problem in the United
States. For years, experts close to the problem have warned of its
dangers. Nevertheless, the crime has grown to the point where it now
constitutes a serious menace to the social and economic well-being of
the Nation and its citizens.

A report by the National Fire Prevention and Control Administra-
tion, entitled, “Arson: America’s Malignant Crime,” quotes the alarm-
ing conclusion reached by one State fire marshal: “If we continue to
do nothing in terms of a collective and unified approach to this prob-
lem, the incidence of arson will increase to a degree that eventunal
solutions will be next to impossible.”

It was with these thoughts in mind that the United States Senate
Permanent Subcommittee on Investigations in November 1977 au-
thorized a preliminary inquiry into arson-for-profit, focusing on the
dimensions of the problem, the response of the Federal Giovernment,
and the people and techniques utilized in the performance of the
crime.

On August 23-24 and September 13-14, 1978, the subcommittee held
public hearings on arson-for-profit in the United States, taking testi-
mony from “torches,” insurance company employees, local and State
law enforcement authorities, arson victims, and Federal officials who
bear much of the responsibility for controlling this rapidly rising

| erime.

14Apson: Amerlea’s Malignant Crime,” Natlonal Fire Preventlon and Contro? Ad-
minigtration, September 1876, p. v. N
(1)



‘7

 Axrson has .been .described by, Senator .John .Glenn ¢ a “raging
criminal epidemic?; by Senator Sam Nunn as “an-attractive crime to
commit’’; and by Senator Charles H, Percy as “a national scourge that
threatens to get worse unless a unified effort is launched.” A

The arson plague has already rivaged hundreds of thousands of
commercial and residential acres in New York City, Chicago; Phila-
delphin; Boston, Detroit, and other metropolitan areas.-Block: after
block-of scorched and gutted structures stand vacant and useless. They
arve silent testimony to the destruction. In the South Bronx alone, some
30,000 buildings have been destroyed by fire in the past 10 years. In
Chicago, the number of arson incidents nearly trip}ed between 1974
and 1977, while dollar losses jumped 150 percent.

Long thought by the'public-to be a sporadic act of greed, arson has
evolved over the past decade into a way of life in many metropolitan
areas. The postwar exodus of commerce and the middle class to the
suburbs has left core-city areas occupied largely by economically mar-
cinal groups and failing businesses. Unable to draw sufficient income
from their propervties, many landlords and businessmen cut costs by
allowing them to deteriorate. Some find arson to be a short cut to
solvency. Others view arson as a lucrative investment; big profits
can be made through arson following the purchase and.deliberate over-
insuring of rundown, low-cost, urban real estate. _

Free-flowing insurance dollars now fuel a thriving trade in arson-
for-profit, often involving businessmen, landlords, insurance agents,
and law enforcement authorities as coconspirators.

When a spate of fires snddenly invades a block or a neighborhoud,

a mood of defeat and pessimism tightens its grip on the vesidents. An
exodus begins. Resulting tenant vacancies-squeeze landlords to the
breaking point. Businesses relocate. Vacant and semivacant buildings
become playgrounds for five-prone vandals. Over time, whole neigh-
borhoods become ghost towns for the most desperate.of the poor,
unemployed, and elderly. As bnildings burn and commerce flees, finan-
cially stricken cities steadily lose their tax bases, making public serv-
ices mcreasingly harder to fund. Arson fuels this vicious cycle. The
Chicago Tribune, in a three-part series on arson’s effect on the city,
reported: o : :
Dorothy Maeda was born in a house on the northeast corner
of Rockwell and Hirsch Streets, and 54 years later, lives 3%
blocks froin. there, In vecent years.-* **, shs has seen the
neighborhood * * * hecome pocked with boarded up build-
ings, seen it lose nearly a third of its people, seen vacant lots
appear like a rash. “Is-a lot of that due to fires”? “Are you.
kidding®?? Maeda said, “A# of that is due to fires.” 2 ‘

. Bstimates by the American Insurance Association indicate that 240,-
000 arson fires oceurred nationwide in 1977, costing some $1.6 billion.
The.dollar.loss represents a more than twofold increage sirice 1970.
Arson incidents rose an estimated 70 percent during the same 7-year
period. A recent sirvey by that association noted that reported arson

fires have almost doubled in the 6 Veais between 1971 and 1977.° Based -

3 Chieago Teibune, June 8, 1978, n, 17, .
-?»Stlenhénvﬂ.aWebster, Kenneth E:. Mathews, Jr., “A Survey of Avson and Arson Response

Capabilitles in Selected Jurisdictions’” U.S. Department of Justﬂlcg,v Law Entjqrccmep@,;

Assistance Administration, February 1979, p. 1.
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on reports filed by fire and police authorities across the country, these
figures, alarming as they appear, may actually understate the magni-
tude of the ¢urvent problem. o

Most experts concede that a satisfactory statistical picture of the
arsen problem has not yet emerged. In its year-long study of arson,
the Illinois Legislutive Investigating Commission (ILIC) evaluated
reporting techniques and attempted to verify the soundness of current
statistical estimates, Thomas Flampson of the ILIC testified before the
subcommittee that “neither the method of detecting arson; nor the
method of establishing the statistics ave uniformly applied throughout
the country” (p. 203).* The ILIC concluded that “accurate, meaning-
Tul arson statistics are not currently available.” ¥ '

An unknown, but undoubtedly quite substantial, number of arsons
go unreported each year. Without skilled investigators, it is often
difficult even to demonstrate that arson has oceurred. Bvidence may be
consumed by the fire itself or scattered in the ensuing cleanup.
Local law usually requires: that the fire be listed as accidental or
natural unless proven otherwise. Few States and localities have
enough trained investigators to detect most arsons. The average fire
department assigns only one staff member to its arson unit for every
$2.5 million in the department’s budget.® Volunteer firemen, compris- -
ing approximately 80 percent of the Nation’s firefighting forces, are
even more likely than professionals to overlook evidence of arson. A
1976 report, by the Aerospace Corp. contends that at least half of fires
labeled “unknown cause” may actually be drson.”

Arson’s enormous potential profitability has attracted the attention
of organized crime. Testifying before the subcommittee, San Jose
Police Chief Joseph McNamara called arson “ a visible manifestation
of the traditional techniques of organized crime * * *” (p. 183).
Angelo Monachino, who participated in 11 arsons as a “soldier” in the
Rochester Mafia, when asked by Senator Percy if organized crime is
becoming increasingly invelved in arson-for-profit, replied that “It
is my belief, yes, sir” (p. 60). And Gary Bowdach, a knowledgeable
witness on organized crime matters who committed four gangland
arsons within 1 month, asserted that a professional torch could easily
clear more than $1 miliion in 1 year. “Arson-for-profit is about the
easiest thing there is to get away with * * *”he added.®

tRefers to page numbers in the printed hearings of the Permanent Subcommittee on
In\*estigntioxxspegtltled ‘“Arson-for-Hire,” Aug. 23-24, Sept. 1314, 1978.

s Arsons, Illinols Legislative Investigating Commission, May 1978, p. 7.

8 Webster, Mathews, op. cit., p. 2.

7 “Apgon and Arson Investigation : Survey and Assessment,” Law Enforcement Assistance
Administeation, October 1977, . 14,

8 Organized Criminal' Activities: South Florida and U.S. Penitentiary, Atlanta, Ga.”
Hearings before the Permanent Subcoramittee on Investigations, August 197§, part 1, p. 89.




1. Arson Wit ImpuNiTY

The enormity of the problem, and its nationwide scope, was most
+ graphically demonstrated to the subcommittee during tﬁme testimony
f three self-admilted arsonists. These torches, two of whom testified
under aliases for their own protectioi; #nd one of whom wag in the
Tederal witness protection program, detailed their own involvement in
this crime. T v : ‘
“MICHABL SMITH?

Mr, “Smith” of Minneapolis, who confessed to setting more than 100
buildings afire, perhaps suinmed it up best when he told the subcom-
mittee on August 23

* * * there are hundreds, possibly thousands, of arsonists
out around the country who know what I know. They know
that insurance companies are quick to pay off on losses, even if
arson is suspected.

They know that some greedy businessmen will stop at
nothing to get their money out of a failing property and think
nothing of 2Tlir:lng a torch to do it. It has also becoms big busi-
ness for some, They know that law enforcement agencies, for
the most part, are ill-equipped to detect an arson, much less
put together enough circumstantial evidence for an arrest or
a conviction.

They know that in many States laws discourage the sharing
of information between insurance companies and law enforce-
ment agencies concerning possible arsons (p. 14).

All three witnesses testified that the possibility of apprehension was
of little or no concern when they contemplated a torch job. Officials in
the insurance industry readily confirmed this lack of law enforcement
activity. George Clark, vice president of Cravens, Dragen and Co., of
San Francisco, testified that “the arsonist is not pursued by law en-
forcoment” (p.136). )

Michael Smith supplied a personal description of this seeming lack
of law enforcement diligence. ITe testified that, for years, the Min-
neapolis Arson Squad had no idea that only one person was commit-
ting the numerous arsons which he perforined. The arson investigators
believed Smith’s jobs were really the work of two arsonists, whom they
called “the lightning twins” (p. 18).

He was finally caught because he made a mistake in trying to burn
a house in a neighborhood where residents had learned to be alert and
watchful. They reported his nocturnal entry into a building to authori-
ties. Thus, it was not the diligence of the arson squad which led to his
downfall; rather it was the alert citizenry. o

After his apprehension, he told the arson squad how he set his fires.
They refused to believe that the method he outlined would work, much
less that he could have set as many fires as he did. The “lightning
twins” of Minneapolis were in reality one man, a self-described loner.

()]
51-011—79——2
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Entry
Like the other two arsonists who testified, Smith’s enty, into the
arson business was not something he sought. Rather, it came about
almost by happenstance. o
While working for n construction company, he began associating
with a real estafe broker'swhic would buy, tefurbish, then sell small
homes in various sections of the city., Smith’s 1ifes,tyie had given his
landlords cause to evict him from several apartments, lavgely because
he frequently hosted raucous, late-night, parties, He was looking for
a place of his own. The realtor suggested that he move into one of his
unrchabilitated: homes and live there rent-free while refurbishing it.
After the building was sold, the realtor' would reimburse Smith for
the time and materinls required for the renovation. .
Smith did high caliber work, and word of his proficiency spread in
the real estate community. Through his work, he came in contact with
many real estate brokers and other businessmen. One day, during &
conversation with a broker, he was told that the man had made a mis-
take in the purchase of a small house.. “I.Lold him that doctors hury
their mistakes ind sug@ested that a-broker could burnhis mistake,”
the arsonist told the subcommittee (p. 12). While Smith testified that
he did not advance himself as the candidate to do the burning, the
broker asked him if he would see to it that the building was torched.
He agreed to do it, and leveled the place. For his work, he was paid
$500 Ey the grateful broker, who collected the cost of the burned stric-
ture from the insurance company. ‘ ’ ‘
Smith repeated this experience many times—in his vecollection more
than 100 before his own carclessness caught up with him. He
comiented : ' - :

A. professional arsonist today is in a seller’s mavket. Many
husinessmen and speculators who know their way arvound can
call an arsonist to provide instant liquidity of their property
the way the average person telephones a reservation to a res-
taurant. It isjust that easy (p.11). -

Asled by Senator Percy how much money he earned. from this enter-
prise, Smith veplied that “It was a bunch” (p. 17). Onc fire alone
yielded him $4,500 (p. 34).

Smith’s background in home building enabled him to quickly iden-
tify the weak points in a building’s tonstruction. He boasted that he
never had a failure—meaning that not one of the buildings he torched
remained standing. So confident of his prowess was he that Smith
stated in response to a question about whether he could level the Dirk-
sen Senate Office Building in which he was then testifying, “I would
take the whole inside out of it without any trouble” (p. 21). -

Techaiique . . . L .

Smith sajd his method of operation was simple. After receiving his
downpayment and a ley to the targeted building, he would visit the
site in the afternoon. Then:

* # * Toavoid suspicion as I entered the structure, I would
carry & dropceord over one shoulder and perhaps a tool case in :
my hand sc that neighbors would not be suspicious of any-

.thing. I would appear to be simply a construction worker
doing some refurbishing,
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Once inside the building, I wonld check the location of heat
vents and duets, and where the furnace and hot water heater
was. I would also note where space heaters, if any, were lo-
cated, Having cased the place, I would leave witey about 10
minufes; thrning over in my mind the best way to huin it to
the ground (p. 12). : ‘ ‘

He successfully employed two technigues in his trade, which he plied
at night, atter devising the best way to. level the building in thé
aftérmoon. . ' ‘ )
_ One wag to remove the safety switch from the gas hot water heater
n the building, then snuff out the pilot light after turning up the
water heat control to high., Gas would flow thronghout the Buildin g,
eventually renching a pilot light at the kitchen stove or furnace. An
explosion would result, folJowed by a five that would destroy the build-
ing. By measuring: tho.cubic feet in the structure, he could estimaté
how long it would take for the leaking gas to veach o five point, He
could bemiles away by the time the five actually started. :

In buildings heated by hot air ducts, Smith used another method.
He would pour flammable lquids into the ducts and when. the liguid
reached a point closer to the furnace, it would start a chain-veaction
e(:xp%%s)ion through the duct system, igniting the entirve structure

p.13). _

When asked what he would do after setting up a building, the ar-
sonist replied that he went home to bed, and never Gad any trouble
falling asleep. Flis time-delay systems afforded hint plenty of oppor-
tunity te be well away from the building before it went up in smoke,
He noted :

I remember one oceasion that I sef one up about 1 o’clock in
the afternoon. It went off at 2 o’clock the next day, and I was
in Nashville, Tenn., and had been theve since 7 o'clock that
morning. * * * T dvove, If T had flown, I could have been
anywhere in the world (p. 30). :

ANGELO MONACHINO

Whereas Smith was a loner as he went; about destroying property
for profit, Angelo Monachino of Rochester, N.Y., was dvery bit a team
player. His team was the niob of Rochester, an organized crime family
which nsed arson as a vehicle for income—just as it cowrited on revenne
from extortion and gambling in that western New York city.

Monanchino was o “soldier” in the mob from 1971-1975, performing
numerous tasks, many of them illegal. In 1975, he weat into the Fed-
eval witness provection program, cooperating with Federal and local
prosecutors in numerous criminal actions against individuals with
whom he formetly associated. He obtained immunity from the IFederal

Government in exchange for his testimony (p: 43).
Soldier's life ‘

Monnchino began associating with members of the mob in 1968, As
a building contractor always looking for new business, Monachino
made the acquaintance of Patrick Marrocco. proprietor of a restaurant
and night club in Rochester, known ns Tl Morroceo. Tt was at Bl Mor-

rocco that Monachino met Eugene DiFrancesco, who was associated
with Frank Valenti, said to be the “Godfather” of the Rochester mob.
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Valenti is currently serving a 20-yesr prigon sentence at a e -,.m;l
penitentiary in S}g’l‘ingﬁe].(’i’, Me. Monachino believed his. growing
friendship ‘with DiFrancesco would lead to contracting assignments
through Valenti n{l‘,\d his associates. Over a period of time, Monachino
biained their confidence. . " L.

° ‘He learned that the mob was involved in gambling and extortion in
the Rochester aven, but that Valenti scrupulously avoided potential in-
come sources that many organized crime families find too promising t?
resist—drugs and prostitution. In characterizing Phe Rochester boss
attitude towards Prostitution, Monachino said: “Frank never liked
that because * * * he always felt that nobody should make a living
off a woman” (p. 58). .

But Monachino learned that the boss considered arson-for-profit a
useful and “legitimate” source of income for the mob, and regularly
dispatched his men to set buildings afive in the Rochester area..

Monachino noted that the mob carefully decided which buildings to
set afire in order to insure substantial proceeds. The fire at the Tl
Morrocco restaurant itself typified the mob’s modus operandi, (This
was the first fire handled by the mob of which Monachino had personal
knowledge.) - Valenti encouraged Marrocco to malke sure that all the
insurance policies on the restaurant weve paid up before the building
was tovched. The witness said that owners of properties scheduled for
mob arson attempts were advised to “get as much insurance coverage
as they could so that the payoffs would be substantial” (p. 88).

He noted from personal experience that property owners seldom
had difficulty increasing their coverage. ¥e also said that loss adjust-
ments were generally fairly high. This was because company adjusters
were never commissioned to handle these claims:

We would always instruct the property owners to get a
private adjusting company to represent the interests of the
owner of the building which had burned. These adjusters
would get a percentage of the settlement under an agreement
with the building owner (p. 38).

The payoff to the mob was handled in the following manner, the
witness said: :

* % * If a businessman wanted his place burned by us, we
would demand 25 percent of the final insurance payment for
the loss, with 25 percent of that up front.

In other words, we would take 61/ percent, of the insurance
value of the property in cash before we did anything. This
payment was a way to test the owner’s good faith, Then, after
the fire and the insurance was paid, we would require the
building owner to make up the difference between what he
paid us in advance and the amount needed to satisfy 95 per-
cent of that payment. The mob split the payment with 25 per-
cent to the people who did the fire and 25 percent to the man
who brought the assignment in. The rest would go to Valenti
who paid out other expenses. That was how it was supposed

to happen * * * (p. 33-39). "

¥
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Murder . , : : :

In -all, Monachino knew of or participated in 11 different fires for
the mob. While these fives might have produced substintial sums for
the organization, the witness testified he received only $700 for his
role (p. 39). He didn’t complain because “it wouldn’t do much good
to complain anyway.” One of his coconspirators on the fives, Vincent
Massarro, did complain about the low rate of return.. Asked what
happened to Massaxro atter he complained, Monachino responded that
he was killed, In an exchange with Senafor Nunn, Monachine velated
the circumstances of the killing : o

Sendtor Nunw. How was Massarro killed ¢
My, MonacuiNo. He was shot.
Senator Nux~. By whom?
Mr. Monacuxwo. DiFrancesco.
Senator Nuxx. Where?
Myr. MonacHiNo. In oy place of business, my shap. .
* * # * * * *
Mr. Moxacmmvo. I was talking to lim and Gene came out
from tlie office and shot him (p. 52).

Given his considerable experience in the construction industry,
Monachine explained it was natural for the mob to turn to him for
advice on getting buildings afive. He obtained the assistance of Mas-
sarro in setting up these fires. Then his employee in the construction
firm, Massarro, would be paid a full day’s wage while he was setbing
up the five (p. 39).

System

In most of the fives set by Monachino, or other members of the

Rochester syndicate, he said the following pattern would be followed :

In most of the fires that we set, we would take battery acid
carriers, which were square cardboard boxes with plastic con-
tainers inside, and pour flammable liquids, such as gasoline,
paint thinner, kerosene, or alcohol into them. Then we would
take some twine and make a handle for the battery acid
carriers and coyer them, Then even during daylight, we could
wall into o building with no one being suspicious, since no-
body could tell that we were carrying lquids into the
building.

Wo would also carry in filament paper, measuring 8 by 11
that was used for development of photographs, We would cut
them in 2-inch sirips and lead them from one jug of flam-
mable liquid to others placed at various points in the building.
We would also sometimes use toilet paper as streamers, run-
ing the fa,per from one ?,ug to another, We would use 1 by 2
strips of wood, to help kindle the fire. We would also strip
the plaster off the walls so that a good draft could be de-
velop through the 2 by 4 beams snpporting the walls. We
would-open certain_doors or cluse certain doors to draft the
fire upward through the building, Some windows would be
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blocked off. Sometimes we would cut holes in the floor to help

* the-fire. move through the building more quickly, To get the

- fire. going,, we would use a couple of Pedach haskets full of
-, excelsior and place the excelsior near a candle that we would
4 «-placeonthefloor. = . - TT o T T T e
" 'Whenever ‘we bought a batch of candles, we would time

we
.1 them to see how, long it would taks to' burn down to the floor.
. +.Once we knew that, we would be able to figure how long it
... would take before the fire would go off. " When the candle.
" burned down to where the excelsior and filament paper were,
the fire would start, moving through+the streamers of toilet -
paper and filament paper; to the flammable liquids, igniting
the floors, the walls, and finally bringing down the entire
structure (p. 39). : . S :

Monachino regarded timing as very important. Ofteri, the fires were
planned for 2 or 3 o’clock 1 the morning, becatise there would be
little traffic along the roads at that hour and therefore there would be
few passers-by to report the fire before it got a good start: Also, he
noted; “there were fewer firemen, on duty during those hours. In rural
- communities, where we sometimes set fires, there were only volunteer
firemen available, and they were asleep when our fires started” (p.40).
- "Monachino had been told by DiFrancesco that “a high official in the
(Rochester) fire department was on our side.” This official, whom he
did not-name, often showed up at the fire scene after a building tar-
geted by the mob had been destroyed. This official would arrange “to
have the cause of the fire written off as something other than being
suspicious or incendiary” (p. 40). Monachino testified that the assist-
ance of the fire official helped the conspirators obtain quick settle-
ments from the insurance company, since suspicious causes were rarely
ascribed to most of his arsons, B -

Not only was the hour important to mob arsonists in Rochester, but
the witness said they also purposely selected bad weather days. *

- * ¥ ¥ Srow, rain, and' freezing weather made it harder
for firemen to get to the blaze. When it was freezing, the hoses
would sometimes freeze up and the water spraying the fire
would freeze before it did much good in putting out the fire.
- Often in freezing weather, fire hydrants WOII% be inopera-
tive. A. windy night was & good time to set fires, because, once
the fire moved through the roof, the wind would accelerate the
speed of the fire. - ; : R

We were never.concerned about rain or snow putting out
a fire because we set them so well that there was no chance
that the water would ever put them out (p.40). . . - . -

Like Smith, Monachino was not in the arson business for the thrill

of it Financial remuneration was his primary motive (p. 47).. :
And like Smith, he believes that just about any building ‘can be
taken down by an efficient arsonist: ... T
* . Mr. MoxacHING. There is no such building that is fireproof,
- Sénator Perox.Nosuch? -~ ;.- gt 5 1s ﬁx:ep?qgf. :
 Mr. MonacHINO, Not to my knowledge. . o
Senator Peroy. In other words, it just takes a little more
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ingenuity, little more set up, little more preparation, but you .
- can burn any building down. 0ol sl
ir, MoxacHmNo. Jf you tmake up: yonr mind-to; yes, you . - -

BN ca,n(p.)50). R TR RS ¢ PR X IR e
" Monachiné had as little fear of-apprehension:during an arson-at-
tempt as Smith. Even in -jurisdictions with functioning arson squads,
there:f\)xfér‘e mever any detailed investigations of suspicions fives, he said
(pMoxmchino, a “soldier” in.the, Rochester mob,. testified that the
organization had been engaged in arson-for-hire for many. years. He
said that there might have been a few individnals plying the trade of
arson in the Rochester area in.addition to the syndicate activity in this
field. He emphasized that a large demand for ‘arsonists-exists in
Rochester. . . T

H s ey ““»

A Sgom wapns® T

In many ways, the stéry of “Joe Willis” is pérhaps the most alarm-
ing of all, First, it underscores the ease with which an unserupulous
landlord can have his properties burned, with virtually no’risk of his
being caught. Perhaps inore importantly,'it highlights the way -this
vicious crime: can ‘involye innocent young victims and destroy their
lives. REE c T T e e T e
" Willis, of Philadelphia, told the subcommittee that in his-midteens
he left his family home to live alone in an-apartment, The apartment’s
owner, a former employer of Willis’ father, owned numerous proper-
ties in Philadelphia- (p. 68). o o T .
Willis was unemployed, but the landlord quickly found odd jobs for
him. ‘The landlord put him to work on other apartments he owned in
Philadelphia’s inner-city. The two had a kind of barter arrangement :
Since Willis often lacked the cash:to pay his rent, the landlord would
accept his work on the properties in liew of rent. Occasionally, the land-
lord would pay: by cash or check for work Willis did on these
properties. s R
.- Semetimes, the landlord’s odd job assignments would slack off -and
Willis would fall behind on his rent. In 1976, the landlord, noting his
tenant was then $200 behind on.the rent, told him that he was unable
to rent out one of his. apartments and he wanted it burned down. “He
said he didn’t want it anymore, and in exchange for burning the house
down, he would cancel out my $200 debt,” Willis testified (p. 70).
Still o teenager, Willis did not believe that it was illegal for the
owner of a building to have it burnéd down. “I simply figured that the
building was his, he could do anything he wanted to it” (p. 70).
. There was nothing sophisticated in the way he approached his first
arson job. Instructed by his landlord to use gasoline, he purchased
somelate one night-at a gas station near the abandoned apartment
house, climbed onto the roof, peeled back the:tin sheeting blocking
the entry to the back window, entered, poured gas thronghout the
building, 1it a match, and left. The house burned down and the next

day, Lifs landlord gavé him $150 and ‘also excused the back rent. “He

o

said Thad done a good job” (p.70).
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Some months later, at the direction of his Jandlord, Willis began
working in an anto parts store, From that vantage peint, he watched

the comings and goings of people in the neighborhood, some of whom

rented property: frony.the landlord. When one particulat tengnt moved
out,-Willis advised the landlord that the apartment house was vacant.
The landlord directed him to set the place afire at about 4:30. p.m.

When I asked him why around that time, he said because
- of the-traflic. It would be like very busy around that time and
»t?h(js fire engines would have a problem getting to the fire (p.
That. property also burned down, and Willis was able to stay in his
apartment. ‘ ‘ :

However, the handyman assignments were few and far between, and

for a time there were no more arson jobs to do. As a result, he was
forced to go on welfare and fell still further bekind on his rent.

He was searching for a way to “demolish onr relationship, Like, if I
had: some place to go, I would have went, but I had no other-place to
go” (p. 12). He realized that he had become a type of indentured
sexvant to his landlord, but felt he had no option but to continue. He
was trapped by his depencdency o the landlord.

At that point, the 5a‘ndlord’s operation became apparent to

The landlord approached him about tlie. possibility of canceling ‘out

his entire debt through an arrangement designed to defraud the in-
surance company. Willis explained: ' |
“ ¥ ok he offered to give me a house forabout $1,400 and after
I had signed papers putting the house in my name, he told
‘me ¥ * * that the house wounld be insured for about $5,000 and
© that the cost of the house for me to him would be like $1,400. -
What I could do after I signed the papers or put the house
in my name, what I could do was burn the house down and,
réceive the insurance money, which would be about $5,000,
pay him and the rest would be mine (p. 73).

Hovwever, the landlord later decided not to go through with this
operation and never gave Willis the paper to sign. ‘ ‘
Willis was eventually caught in the act of setting afire another of
his landlord’s homes. He later began cooperating with local and Fed-
eral law enforcement authorities. Using a body recording device while
talking to his landlord, he was able to obtain sufficient information

to demonstrate to the authorities that the landlord “was the moving.

force behind these fives” (p. 74). Willis is carrently serving o 5-year
suspended sentence for his crimes; the landlord received a 9-month
jail sentence in Federal court for mail fraud with 2 years probation.?

Willis testified that he had to have a couple of drinks before he
could work up. the nerve to set fire to the buildings. Like Smith and
Monachino, he got no thrill h'om'setting.’thesef fives. It was just, as
the withess said, the “need for money” (p.78). ’ '

o Willl’ sentencing record, along with hig iandlord's convietion, are in the sealed.files of
‘the gubcommittee. -~ ' . : . S

Willis.

RPN
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In summary, although they worked in different cities and came from
different backgrounds, all three arsonists who testified before the sub-
committee stressed similar points. None expressed any concern that
the police might catch him while setting an arson. All emphasized
that they recognized the enormons financial returns that could be made
through arson. '

51 011 -79 —~-38



O TIL ANATOMY OF A CoONSPIRAGY

As tragic and-ominous. as these cases are, they veflect only part of
the grim picture.: The examples presented in the previous section de-.
tailed the personal involvement of three arsonists. But arson-for-profit
frequently involves carefully constructed relationships among many
individuals. In fact, as the subcommittee léarned, when an arson con-
- spiracy is formed, a problem develops that requires the utmost dili-
gence and perseverance of Federal and local law enforcement agencies.
~On occasion, as Willis indicated, the eonspiracy is nothing more than
an. ad hoe, informal arrangement between a building owner and the
torch. Sometimes, however, arson. conspiracies involve numerous in<
dividuals from all walks of life, who depend-on insurance payotfs
~from deliberately set fires.as a relatively steady source of incorne.

For examplé, an arson ring operating in the Symphony Road area
of Boston involved 383 conspirators. Operating from 1973 to 1976, the
group set at least 35 fires and caused more than $6 million damage.
Liocal law enforcement officials described it as.a “massive conspiracy
to burn Suffolk County for profit.”** This conspiracy was. comprised
of'a varicty of officials; including a retired State fire marshal, a retired
captain from the Boston Arson.Squad, lawyers, insurance adjusters,
loaii eompany officers and real estate agents. This conspiracy was no,
simple agreement between a-landlord and a torch. It was-a massive
and sophisticated’ systém that threatened to déstroy a sizablé drea of
a major city. L T B A PP
- In_an effort to understand the dynamics of a major arson con-
spiracy, the subcommittee carefully examined the operations of one of
the langest arson ringsever uncovered by Federal investigptors.

- 'This .eonspiracy, operating in’ and around Fampa, Fla., resulted in
guilty werdicts against 16 defendants on Federal charges of conspir-,
acl:iyi _racketeering, and mail fraud. Three other defendants pleaded
;g"Th’e February 1978 convictions were the culmination of a 2-year
effort by the Organized Crime Strike Force in Tampa. The investiga-
tion demonstrated that the conspiracy had been operating for 4 years
in Tampa, “defrauding major insurance companiés of hundreds of
thousands of dollars,” two Strike Force attorneys, Eleanor Hill and
Eades Hogue, testified during the subcommittee’s hearings (p. 110).

' B _  NO PRECEDENT '

Hill, Hogue, and William James, the other Federal attorney work-
ing 'on’the case, had little in-the way of precedent to guidc'ti)eh-f in-
vestigation. A A S

7 'The criminal arson business in the Tampa area, though ap- .
+ . parently thriving, had not previougly beén pinpointed as a, ..

.30 4he Symphoiy RoAd Fire' Murdérs;” Ren Hartifett; Nations Citfes, February 1978.~
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target area by Federal law enforcement 'Lg,encms in keeping -
with the notion that arson was traditionally considered to be

a State or local offense, nor by previous: Stmte mvestlga,tlons
on.arsen,

Hill and Hogue said in a. ]omt stanement p1esented to the
subcommittee.

Little, if any, pucedqnt existed for plosecutmn of an en-
tire arson “euterpmse’ * % % encompassing not-only the street
level arsonist, but also the businessmen and property owners.
whose finances and realty provided the basic economic incen-
tives for the * * * arson industry (p. 111) '

Aided by information provided from' an 1nsurance 1nvest1gat01 the
Federal prosecutors identified Willie Noviega, a well-known T'unpa
arsonist, as the key to successful prosecutmn After considerable ne-
gotiation with the Federal prosecutors, he agreed to cooperate.
-.r“luouah his-help, the prosecutors were able to “turn” two other con-

viracy participants, Victor Arrigo, a part-time arsomst and Joseph
duter T*nnpa insurance ud]uster (p- 112)

' CONSI’IRAL‘ORS e

\Toueda,’s opemtmn attlacted many persons ‘

‘As with any successful, self- supportmg busmess enterpnse,,
legitimate or otherW1se, much of the attraction of the entelpmse
lay in ‘its: potential “for* extmvag,ant proﬁt at, little: or no. risk,

IIlll and Ho gue said. .

“The’ ability of the entelprlse to offer such results stemmed
from its hlbhly specialized yet interdependent infrastruc- ‘~;' :
tureevery community of interest needed to" msure continued -
sucéess was plesent (p- 112) o

In describing. the ¢ onsplmcy, the' plosecutors noted that there were
several street- level arsonists ‘whose services were.sought, by property.

owners. They, in turn, had access to realtors “who prov1ded not only.
ample tips on Jocating low-cost. and oftentimes substandard housing
for burning, but also “the financia] resources .with which to: purchase
such property.” Two prominent 'l‘ampa businessmen helped “to.legiti-
mize, at least on the swiface level, the redl estite transactions. of the,
enterprise through a bm,mcre of papex woxk,” ‘the prosecutors pomted.
out (p.112), .

None of the enterprises would have kaed hovvever, without the '
assistance of Joseph Carter, desctibed as “6is of Tampa's most well-
Inown and highly efficient insurance ad]uaters” (p-118). . .

Carter, now serving a 5-year sentence ‘for his 1nvolvement “per-
formed seveml nnportant functions,” for the conspiracy, Ms. Hilland
Hogue said (p. 113). He. steered property.‘ owners-to. insurance.
companies likely to pay off with little orno investigation, He arranged
that the property be insured for the maximumy, return by. providing
for over-evaluation of property.’ And; Tie, msured the final ¢ollection
Ly personally supervising and takmg part in’ the elaims- process and
final payment. Cartel, who test:ﬁed .before. the Subcommittee, noted
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“While .our group was’ wmkmg smoothly, we had. an arson erapire”.
(p. 88).. Hisparticipation was no less:important than that of two
full-time officers of the" Tampa Fire Department, John Lostracco and
Jimmy Farina, who were “simultaneously. not only customers ‘of the
enterprise, reaping the illegal profits.of arson,” but also provided an
inner connection fo local law enforcement which had the responsi-
bility for investigating the fires that the conspn ators set. Summanznw
the arrangement, M. Hogue and Ms. Hill said :

# % * gyson in Tampa was a highly profitable buqmesq,
suppm ted by a peculiarly spccmh?ed netivork of individuals
‘Whose gérvices combined to guarantes the contn ;ued successful
operation of that business (p. 118).

While none of the arsons focused upon by the Federal Strike Force
in Tampa resulted in Per%nal injury, the greed of the tonspirators

~ drove people from their homes. The' burnmo- of a frame home'in a

rundown ares of the city was one of the: most egregioug examples of
the consplrators’ operations. The house was owned by Bessie Mae
Williams, ‘an elderly, blind, black woman delinquent in her mortgage
payments to realtor Sam M'Lrtmo, one of the conspirators. One day,
working on orders from Martino, Noriega drove the woman to Mfu-
tino’s 1e:x1ty office, where Martino threatened to kick her out unless
she sigued over the property to him. For $50 she sold the house to
the realtor. Noriega then assumed a $1,900 first mortgage, which
Martino continued to hold, while the remltor took out a second movt-
gage on his newly acquired pxopel ty for$2,500: - ‘

“@AL the time' of this transaction, Noneo'a and Martino had bus a
single purpose in mind—to burn the plopexty and collect oh the
insurance proceeds,” the prosecutors testified. Subsequently, the torch
and another associate bought out Martino’s interest in the first mort-

gage. They then took out $38 000 worth of fire insurance to cover the
1e31dence, even though it had been cited for building code violations
by the city’s Bureau of Minimum Housing. Two' attempts were made
to burn down the building; the second succeeded on Easter M onday,
April 15, 1974, The i insurance company pmd 5p97 000 to the new owners
of the plopeu;y (p-113).

‘Asked by Senator Chiles how a building - purchacod for $50 could
be insured for $38,000, Carter ez\plamed “Bec’mse they did not
inspect:the bmldmg RO (p.91). .

The'subcommiittee summoned the: ad111ste1 to testlfy in order to gain

“a better understanding of the motivations of a:conspirator and the

operation of the consplracy Carter. is- presently mcalcerated in a
Federal pnson .
ROLE OF THE ADJUSIER-

Calter S testunony made 1t abundantly clezu' that arson-for-profit
is a virtually risk-free.and lucrative enterprise, offering a financial

. temptation to even the most law-abiding. c1t1zen who suddenly finds
~himself in financial straits, .

Carter described himself as )ust such a victim, as he. outlmed his

_insurance career before the subcommittee, He began working in claims
-adjustment in 1951, first handhng storm loss and automobﬂe accident
. damava clmms Lven before, commg to Tampa, he told the subcom~
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- mittee, he was aware that a claims adjustér:“could make extra money
by giving claimants the benefit of the doubt on insurance settlements®
‘(p- 86). When claimants would come to hiny asking for hig assistance
“In approving & payment equal to the value of the.maximym coverage.
‘under. a policy, Carter testified, “I would always refuse any such.
“temptation, and I believe that I had a-reputation for being a fair but
“tough adjuster” (p..86). E TR Lo ;
But, he testified, his superiors did not respond when. lie reported
sthese incidents; in fact, he was— o : .

-+ eventually divected to stop reporting such offers. I drew the
impression from- all’ thig that adjusters for some insurance
companies are frequently approached by claimants to award
them  more insurance noney than is actually deserved

- (p. 86). - B " .

Describéd by the prosecutors as one of the best-known adjusters in
‘the Tamps area, Carter learned that in Tampa, “many properties
were overingured and insurance agents were not above adding $1,000
or $2,000 to a policy, since they received additional premium commis-
sions” (p.86). o . ; o :

He also noted that many of the properties covered had numerous
code violations and that the owners of the properties had no intention
of improving them. Since the companies seldom checked on individual
properties covered, “owners would routinely tell the insuver that their
buildings, while in fact vacant, were tenant-occupied” (p. 86).

Before his involvement in the insurance fraud plot, Carter took the
manney in which properties were being covered quite seriously. On one
occasion, he showed a map of the City of Tampa to insurance com-
pany executives. : ,

To give them an idea of what the company’s exposure was,

I went through the map with different colored pencils, show-

ing them where poor and substandard dwellings were located

_and where safer dwellings were Jocated. T told them to insure

more in the safer areas and I believe that my advice helped
the company considerably (p. 86). E

Carter eriticized insurance agents, who also serve in many instances
BEHLD,
as underwriters for their companies: . : :

* % o Often, the way it werks is that a building owner will
coms into an agent’s office, give him the address of the struc-
ture, how large it is, and what kind of coverage he wants.

*The agent will then tell him how much'the premium is; the
building owner will give him a check, and the pronerty owner
is immediately covered under a binder.until the company
‘issues a policy. Thus, the agent in many cases does not inspect
the property. In my experience as an adjuster-in Tampa, I
was appalled at the number of buildings on'which I adjusted

.. five and other tyrt - of loss which were unbelievably over- -
- insured (pp. 86-87). T
“ Another fact -which quickly -occurred to Carter was that many of
" the five; losses he adiusted were caused by arsonists. Qccasionally,
- when he advised the claimant that the company would refuse payment
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because of-an obvious arson, the ¢claimant sould ;get in touch with the
local office of the State insurance commission. This agency would even-
tually advise the adjuster to pay off ot the questioned claim unless he

‘could actiially prove the claimant caused the arson (p. 87).

Carter testified that one of the principal claimants in these suspicious
fires was. Paul Guarino. He began to cultivate Guarino in the early
1970%, “as o sort of stool pigeon,” in order to learn who was setting
the fites (p.87). - oo o

Guarino would tell him if hé or others were involved in the fire. If
it was not the handiwork of Guarino, he would go tothe insured and
threaten him with exposure. The adjuster would “tell him that I knew
there was an arson and insist that he accept-a lower payment * * *,
By this method I saved thousands of dollars for the companies” (p. 88).

Thiough Guarino, the witness testified, he met Willie Noriega, the
major Tampa torch in the conspiracy. ,

About that time, in 1973, Carter began experiencing heavy gambling
losses at the dog tracks, often betting as much as $900 a night. Before
his gambling losses occurred, the adjuster had resisted -Guarino and
Noriega’s offers of money in exchange for advantageous settlements.
Once he was short of cash, howeyer, Carter was more vulnerable.

In November 1973, he finally gave in to the conspjrators, agreeing
to help them settle a fire loss of some $4,200.

I told them that I would no longer work for nothing; that ..
I wanted a piece of the action, I settled the claim involved for
Iess than it was worth, but guided them through the prepara-
tion of the proof of loss; amount of insuranee on the building,
and the contents, even though I knew it was arson (p. 88).

He insisted that he be paid “up front.” : ’
©_With Carter assisting.the group, a system was developed. He would.
identify the companies that : o

- would be the best onesto appronch about getting higher cov:
ernge on buildings they owned and wanted to torch. I would
sfeer them to the companies with the most liberal claims
payment policies, companies which also paid in a hurry. These
were companies which had trust in me becaunse I usually settle
claims for less than the face amount of the policies,

he explained to thesubcommittee (p. 88). )
Carter summed up the operation of his gronp this way:

* * * our group had all the elements participating which
would have allowed the conspiracy to continue forever, if it
had not heen broken up by the strile force. We had the insur-
ance adjuster, an important figure because everything has got
to be handled through him; we had accommodating insurance
agents, the torches, and the fire department all apparently
working to defraud the insurance companies (p. 88).

In explaining how the insurance companies handle the considerable
financial losses that arson entails. Carter said that “it comes-out of the
hide of the consumer.” In his opinion, insurance companies pass on the
loss, through higher insurance rates for everyone. He also argued that
the increased cost of insurance premiums makes it virtually impossible
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for some people in areas with a high incidence of arson to obtan
insurance coverage. .
Criticizing the insurance industxc?' for not inspecting more of the
‘properties that it insures, Carter said
It would be an extremely wise investment and if they were
really concerned in protecting the customers, this is money
that they should spend * * *, Putting it simpf , I think they
are penny-wise and pound-foolish,

‘When Senator Nunn questioned Carter on the relative capabilities
of an organized conspiracy, the witness responded ;- :

* * * if n group of unscrupulous people with these partic-
ular elements which I have mentioned here—the insurance
adjuster, the agent, officials, torches, and owners of build-
ings—did, in fact, get together under the present investiga-
tive system that fire departments * * * have, I don’t think
that they could possibly prevail against an organized system.
- It is ‘my opinion that organized crime in this country,
syndicates, are becoming well-acquainted with the amount of -
moneys. that could be made out of arson-for-profit cases
(pp. 99-100). ‘ '

SUMMARY

The subcommittee concluded that these conspiracies were a critical
factor in the development of arson-for-profit as an increasingly seri-
ous problem in America. The sophistication of these organizations in
pinpointing and committing these profitable arsons has made the task
of law enforcement agencies an exceedingly difficult one. However,
the subcommittee recognized that without the financial incentive, this
crime would substantially diminish. Therefore, the subcommittee did
not limit its investigations to those who actuaily committed the.crime,
but also studied the insurance industry in an attempt to discern how
the financial temptations could be reduced. The problems of the profit
in arson-for-profit is the subject of the next chapter.
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" IV. Tue Rowe oF TR INsuraNcE INDUSTRY

In pursuing its investigation, the subcommittee heard members of
the insurance industry testify about the problems they face in trying
to discourage arson-for-profit. James McMullen, director of security
investigations for the Farmers Group, Inc., a Los Angeles, California-
based insurance company, told the sibcommittee that arson-for-profit
succeeds throughout the United States for many readily apparent rea-
sons. He said that insurance is easily obtainable “for amounts in excess

‘of the real value of the insured property.” He attributed this to

“jrresponsible insurance agents who value their sales commissions
more than the rigk to their companies, By valuing profits above prin-
ciple, they abrogate their moral if not legal, obligation to protéct the
company against unreasonable risks,” McMullen testified (p. 129).
e suggested that law enforcement agencies should receive better
'?uppggl)‘; from criminal courts, “which deal too leniently with arsonists”
. 129).
‘ pHe also recommended that insurance company officials and law
enforcement investigators be exempted from civil damage suits or
criminal action for disclosing information to appropriate officials.
Such immunity would permit the insurance industry to cooperate on
o much grander scale with the law enforcement community.

SCREENING

Testifying about arson-for-profit schemes throughout the United
States, McMullen was asked by Senator Chiles if precoverage inspec-
tions of all properties—to assure the company of their insurability—
would be economically sound.. , ' ‘

MeMullen veplied that the cost “would be nominal.” He said that an
inspection could be performed for $25 per unit, “and considering the
size of this arson problem, that is not much money” (p. 181).

OVERINSURANCE

McMullen said that most arson-for-profit cases involved deliberate
overinsurance. While principally blaming the profit motive of the
agent, McMullen— a veteran of 37 years in the insurance claims busi-
ness—was also critical of adjusters,

* * * considering my observations in many years in this
field, it is my opinion that probably about 25 percent of
adjusters would succumb to proposals to participate in a
profit through conspiracy * * * (p. 132).

He noted that the average adjuster makes “somewhere less- than
$17,000 o year,” prompting Senator Chiles to remark: “In some in-
stances he could make that in one contract, adjusting one claim.”
McMullen acknowledged that this was true (p.182).

' (21) ’ '
51-011—70——4
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LITIGATION TXIREAT

Also testifying on insurance company procedures was George Clar’ ,
Pacific Coast vice president for claims for Cravens, Dargen & .0
This company provides general agency services, including premium
collection, policy issuance, and claims adjustment ob' the West Coast
for several insurance companies. ‘ o o

Clark seconded McMullén’s criticism of present State laws ‘which
often make it impossible for insurance companies to pass on to law

enforcement agencies this suspicion concerning individuals who may:

be involved in an arson insurance fraud, Clark said : .
* * % Tf we instruct cause-of-loss investigators to send
copies of their reports to district attorneys, it looks as if the
big insurance companies with unlimited funds for investiga-
“tion are trying to put the policyholder in jail. If we volun-
- tarily shave tlie material and the district attorney dismisses
the case, we ave wide open for a civil suit, Punitive damages
in sonie States yill be the price we pay for shaping this valu-
able information with law enforcement authorities (p. 135). "
Clark. recommended that Immunity laws be passed to allow insur-
ance companies to release information to law enforcement authorities
involving suspicious fire claims. The ‘immunity would cover liability
for civil or punitive damages forrelease of such information (p. 136).,
Clark also criticized law enforcement agencies with respect to arson-
for-profit. Senator Chiles noted that, in previous meetings with the
subcommittee staff, Clark had indicated that, were he a criminay, he
would be an arsonist. Clark elaborated: ‘

* k% it seems to me that my experience with arson cases
or suspected arson cases recently has been that the arsonist
is not pursued by law enforcement.-* * * There seems to-be

. a lack of interest as far as law enforcement is concerned. If
~ the loss is insured and if the property owner is made whole,
iihg_ seem to lose some interest in pursuing the criminal (p.

Clark also disputed some of the testimony from torches who indi-
cated that they always insured no one was in the properties that they
were to burn; he noted that human lives are often lost in arson cases.
In one recent instance, in an Alaska motel, T

* % 4 A volling ball of fire came down the stairway, past the
desk. People started ranning to rooms, pounding on the doors
to get people out. There were a numnber of employees there.
Yet, they were unsuccessful in getting everyone awakened
and aroused to the extent they could escipe, and there were
three very tragic deaths that occurred as a result of that fire
(p. 137). : ‘

Similarly, the recent arsons in two New Jersey tenements which re-
sulted in more than 40 deaths stand as tragic testimonials to arson’s
devastation. . ‘ , ‘

' STAFF STUDY AND INDUSTRY RESPONSE

In May 1978, thé swubcommittee~é11bmibted a questionnaire to 15 of
the Nation’s largest fire insurance companies. This questionnaire was
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designed to ascertain whether business practicés and attitudes within
the private insurance market may contribute to the upsurge in arson-
for-profit. o n T
',’I‘Ee ‘Yesponses to the questionnaire, as well as the results of inde-
pendent vesearch’ conducted by subcommittee staff, were presented
in the “Staff Study of the Role of the Insurance Industry in Dealing
with Arson-for-Profit.” This report, published in February 1979, rec-
ommended that: =~ = = s ; ‘
Insurers should require routine risk reviews prior to cov-
erage, including property inspection and background checks
on applicants; : .
Insurers should serutinize current policy and claimg chal-
lenges, develop effective arson investigation teams, and make
more frequent civil challenges on arvson fraud; o
Companies should develop in-house investigative expertise
and be prepared to pursue arson investigations; ..
Insuvers should work together with government officials
ltow,ard modifying privacy Jlaws and fair claims practices
aws; : :
Coﬁnpz’mies should investigate the pessibility of serious = -
corruption in the ranks of claims adjusters; and »
Companies should retain and share information on the -
number, value and Jocation of all arsons and suspicious fives, -
as well as information concerning the owrners of such
properties, o '
- Copies of the staff study were distributed to all companies which
completed the original questionnaire, as well as to others in the in-
surance community. The 15 companies responding to the question-
naire were asked by Chairman Nunn and Senator Percy to comment
upon the'recommendations made in the staff study.

The response from the industry was mixed. The majority of the
responding companies praised the staff study for focusing attention
on the arson problem. Significantly, no company that commented on
the study challenged its central premise that the insurance industry
must take a leading and highly visible role in arson prevention and
detection. ‘ :

Willinm G. Walton, senior vice president of Royal-Globe Insur-
ance Cos., wrote Senators Nunn and Percy : ,

- "We believe the committee has identified most of the seri-
ous arson problems which insurers encounter. We agrce with
most of the report’s conclusions * * * we concur that further
progress is necessary.. ' :

The companics did argue in their letters to Senators Nunn and
Percy that the good intentions of the companies are frequently
thwarted by laws which tie the hands of any company wishing to
pursue a.suspicious fire involving potential fraud. Almost without
exception, the companies argued that the existence of privacy lawsand.
fair claims practices acts, coupled with lack of immunity statutes in
most States, inhibit effective arson prosecutions. Fair claims practices
acts establish guidelines for insurance companies in adjusting claims
by policyholders so asto assure prompt settlement unless the insurance.
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company can demonstrate a- good-faith belief that the.insured has at:
tempted to-defraud the carrier. B TP

The companies also asserted in their letters to Senators Nunn and
Percy that competing social priorities—the need for privacy-of:per-
sonal information submitted by policyholders versus the need for
such data expressed by law enforcement units-—make a.-full-scale
attack on arson very difficult. S C

Throughout the course of its investigation, the subcommittee has
been aware that the eradication of arson-for-profit: will not happen
overnight. It is true that existing laws frequently make it difficult
(but not necessarily impossible) for the insurance companies to im-
plement antiarson measuves they have heretofore not employed.

The subcommittee is not convinced that the insuranceé industry is
doing everything within its power to curtail the arson problem.

For. example; the subcommittee staff conducted interviews with
housing code inspection commissioners in cities across the country.
These nterviews revealed that fire insurance companies have not
availed themselves of the valuable information existing in the files of
the city governments with respect to housing code violations of prop-
crties whose owners seek insurance coverage. This information, avail-
able to anyone with a legitimate interest in a particular property,
could assist insurance companies in protecting themselves. against
writing policies on fire-prone properties. Major cities, such as New
York and Boston, have computerized their code violation files, mak-
ing retrieval of the information a simple, one-step process.

The subcommittee believes that insurance companies do an inade-
quats job of educating themselves about the properties that they in-
sure. Many companies have argued, with some justification, that it
would be prohibitively expensive to thoroughly inspect every property
prior to coverage. Although precoverage inspections would present
the companies with the best opportunity to learn about a property,
there are other means available. Rather than examining all risks, in-
surers could minimize their inspection loads by obtaining information
from building code authorities. Such research could alert companies
to possible motives behind sudden requests for sizable increases in
coverage.

In an attempt to learn what steps the insurance industry could take,
the subcommittee staft requested Boston Housing Code Commissioner
John Vitagliano to examine his files in order to determine if they con-
tained information which would be valuable to an insurance company
sincevely interested in preventing arson. Vitagliano discovered that
of the 178 arsons in Boston in 1978, 39 occurred in buildings with
some type of code violation. Significantly, 20 of the arsons took place
in buildings that had what the commissioner termed “very serious
violations.” He said a very high correlation exists between arson and
code violations; he considered it extvemely unlikely that a random
shmple of 178 buildings would reveal 20 with serious code violations.
Ho concluded that an inspection of code violation records could help
an insurance company identify those buildings most likely to be tar-
gets for arsen. : ' ‘

Based ‘on this information, it might be advisable for the insurance
industry to examine the possibility of using housing code violations
records as a source of valuable arson controlinformation, - oL




‘There are ojfer uncertaintics as to the degree of effort exerted by
insurance cosfpanies in performing arson investigations. Some com-

anies claim they investigate all suspicious fires and insurance claims.
%ut:there,are significant. differences between companies as to what
constitutes. an investigation. There can be no doubt that companies
which advertise their antiarson efforts, as some do, are seeking to re-
duce the attractiveness of arson-for-profit. But it is also true that an
aggressive investigative effort by all fire insurance companies, in con-
cert with a media campailgn, is even more desirable. _

One firm taking an aggressive stance on arson investigation is MEA
Insurance Co. of St. Louis. This company has 30 trained investigators
who. automatically investigate every claim against the company ex-
ceeding $3,500. The company trains these inspectors to look for the
telltale signs of arson and insurance fraud. The subcommittee ap-
plauds these efforts and urges other companies to consider adoption
of similar procedures in an attempt to curtail the rate of insurance
fraud. o ' ‘

S SUMMARY

The subcommittee recognizes that the insurance industry faces a
formidable task in combatting arson. The subcommittee believes that
the insurance companies must make the prevention of arson and ve-
Jated insurance fraud a top priority item. Without a concerted effort
by the industry to pursue all avenues of investigation, arson-for-profit
will continue to be a lucrative, eriminal enterprise. The subcommittes
reaflirms its conviction that the insurance industry plays a critical
role In providing an incentive for arson-for-profit, and the subcom-
mittee concludes that the industry must work diligently to remove
that incentive. -



V. Locat; Law ENFORCEMENT PROBLEMS

The primary burden for detecting and investigating arson-for-
profit schemes falls upon State and Tocal law enforcement agencies
throughout the United States. Representatives of these units testified
before the subcommittee about problems they have encountered in this
area, Their testimony served to reinforce the evidence already col-
lected by the subcommittee which indicates that arson-for-profit is
out. of control. Key points made by local law enforcement spokesmen
were these: o e ISP
In some cases, organized crime has moved into .the ‘arson-for-
profit racket; L S e T

" The ways in which an arsonist can:set fire to a property are
practically unlimited ; S L T e e e
Prosecutors are often reluctant to bring arson conspiracy cases;
when they do, they frequently assign the least experienced staff
members to handle cases which require sophisticated prosecutorial
experience; »
- Sophisticated laboratory analysis of fire scene residue is often
unavailable, further complicating the task of:the local arson
units; o ‘ - S
Sirl,ce many fire departments fail to list highly suspicious fires
as arson, the number of reported arsons is misleadingly low.
Fire departments frequently lack the expertise and sciéntific
equipment to properly determine whether a five was the result of
an arson; and o s S
~Local Jaw enforcement agencies receive little help in fighting
arson from the Justice Department’s Law Enforcement Assist-
ance Administration. oo ‘

In defining the problem, Leonard H. Mikeska, chief arson investiga-
tor for the Houston Fire Department, described arson as having
reached “epidemic proportions” (p.176). :

ORGANIZED CRIME ..

When law enforcement officials speak of organized crime today,
they no longer speak only of the Mafia. “Organized'crime’is not limited
to any one ethnic or racial group in the United States,” said Joseph
D. McNamara, Police Chief of San Jose, California’ (p. 183). Chief

McNamara: advised the subcommittee that: L
older organized crime networks expand into nontraditional
quasi-legal activities, traditional organized: eriminal activi:
ties, narcotics, gambling, loan-sharking, prostitution and
pornography, are inherited by other population” gtoups
whichyin turn, become new organjzed crime groups.. . * 1. -

An example of this; Chief lv_IcNamalm’te’Stiﬁéd,;ihvleeQ .the Hells

Angels motorcycle: group. While attempting to’ take’ over ‘legitimate
. o NP < (21) . [ SR T S
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businesses in Santa Clara County, Calif., they allegedly burned down '
some of these establishments in an effort to intimidate those reluctant
to let the Angels take over. Chief McNamara said: '

this is & classical organized crime technique and that is why I
referred * * * to the fear that these newer groups, as or-
ganized crime is moving into higher Iévels, more sophisticated
business crimes, that this activity is being taken over by -
motorcycle gangs and by some of the newly emerging groups
- moving into those aress (p. 192). T S
A more traditional type of organized crime arson operation was
recently uncovered ‘in Chicago, according to Ronald Ewert, acting
exécutive director of the Illinois Legislative Investigating Commis-
sion. Ewert, tastifying before the subcommittee, said that “there is
no doubt that organized rings contribute to arson-for-profit.” .- °
He reported on two known organized crime members recently con-
victed of establishing four dummy corporations for the sole purpose
of burning the buildings they owned for the insurance, The individ-
uals, Anthony Tinghino and Barry Tucker, collected nearly $75,000
before their convictions for bribing investigators and insurance com-
pany adjusters (p.203)." ‘ ‘ '
; ST s T TROHNIQUES
“Tire officials continue to be amazed at the ingenuity of some arson-
ists. Houston Chief Arson Investigator Mikeska testified before the
subcommittee: o :

. There seems to be no end to the imagination of arson-
ists * * * In my experience, if a torch wants to bring down a
building, even against some of the best security, he can suc-
ceed. By using elaborate timing devices which set off the fire-
long after the arsonist has departed the premises, he can effec-
tively establish an alibi by being anywhere when the fire
begins (p. 171). CoTe

Mikeska outlined a number of different fire-setting techniques uti-
1ized in the Houston area in recent years. Among them:

In a warehouse protected by burglar alarms at all entry
points, a torch broke the skylight, spread flammable liquid
into the building by using a pressurized insecticide sprayer,

. and then ignited the building by dropping a match inside,
Some arsonists have filled:large balloons with.flammable.
liguids, tied the balloon to a string nailed to the ceiling in a .
building targeted for destruction, then set a lighted candle
under the'swinging balloon. When the balloon stopped swing-"
ing, it settled over the flame and exploded. - S

. One aisonist turned ‘on an electric radio, and wrapped it
tightly ifi.a blanket. Eouis later, the blanket-began smolder-
ing, setting the building on five. The arsonist had departed
long before. o ' -

Another torch affixed a kitchen match to the bell striker on
- -a telephone .so that it would vibrate when the phone rang.
Hae 7laced a piece of sandpaper close.enough to the match so

“that when the bell rang, the match rubbed the surface of the
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sandpaper and started a fire, Long after he set up the fire
hazard, the torch called that phone number, successfully set-
ting a fire in the building (pp. 171-172).

PROSECUTORIAL PROBLEMS

Because of the extreme difficulty in proying that a fire was caused
by arson, law enforcement officials must depend upon sophisticated,
experienced attorneys to prosecute arson-for-profit cases. As Hous-
ton’s chief arson investigator explained to the Subcommittee :

Arson is not like a murder or a burglary, where all the
prosecutor really needs is two competent witnesses to make
his case. Arson erime prosecution requires careful develop-
ment of circumstantial and scientific evidence (p. 173).

However, Mikeska noted that only rarely will the Houston district
attorney assign his most experienced attorneys to arson cases.

More often than not, the prosecutors assigned to handle our
arson cases are too young and inexperienced to win these
cases. They try hard, and they devote much time and effort
to doing the best that they know how. But what is needed
are skilled, experienced attorneys.

He said that the arson squad in Houston “could keep. two prosecutors
busy full time advising on development on arson-for-hire cases and
try them in court.” However, none is assigned to the arson squad
(pp. 178-174).

SCIENTIFIC ANALYSIS

Mikeska also told the subcommittee of the difficulty his men often
encountered in making evidence taken from fire scenes available for
court cases. Since the fire department depends upon the Houston Police
Laboratory to analyze this evidence, and that laboratory often has a
lengthy backlog, it “often takes as much as a year and-a half to get
around to our samples for analysis,” (p. 174) said Mikeska.

ATson cases occasionally have resulted in an acquittal because of the
absence of a chemical analysis report. As Mikeska explained:

* % * The arson investigator, when it comes time to testify
about the nature of the substance he discovered at the fire, 1s
therefore unable to offer laboratory proof that the material -
was flammable. If he testifies that the substance smelled like .
gasoline, a smart defense attorney can quickly destroy the -
investigator’s credibility through a series,of questions de- -

_signed” to show that, without chemical analysis of the -
material, it cannot be shown to a certainty that the material
was, in fact, gasoline (p. 174), U
Likewise, the Tllinois Legislative Inyestigating Commission’s:1978
report, entitled “Arsons,” found weaknesses in the Illinois State erime
laboratory’s arson detection'techniques. We. mention. thosg .findings
here, not to criticize that particular facility, but to highlight the cur-
venit lag in-bringing te bear -the bestavailable.expertise.,on:arson
investigations. - +: - - V I SRT LT SO
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Pursuing an independent inquiry of a 1977 fire in the ITumboldt
Park area of Chicago, the Commission gathered six debris samples
from the fire scene to be tested for accelerants. Eacli sample was:sliced
in half; one half of each sample was sent to a private testing labora-
tory in Chicago, the other half to a State crime laboratory. Although
both facilities employed a gas chromatograph for analysis, the private
Jab used more sophisticated and sensitive equipment than the State’s.
The results reflected this difference. While the State laboratory de-
tected no accelerants on any of the samples, the private facility found
traces of paint thinner on all six and concluded that the fire “must
have been of incendiary origin” (p. 199).

UNDERESTIMATE OF ARSON INCIDENTS

The. exact number of arsons throughout the United States is un-
Iknown. But indications from some recent statistical veports in Texas,
provided to the subcommittee by Mikeska, strongly suggest the exist-
ence of many more arsons than fire departments actually report.
“Many fire departments lack the professional expertise to even deter-
mine the cause of the five,” said Mikeska: He noted that in San An-
tonio, the fire department reported 69 arson fires in 1970. “But this
relatively low number was because the city lacked any trained arson
investigators,” he said. In 1971, under a newly hired fire chief, an
arson squad was created, and by 1977, San Antonio’s reported arsons
had increased to 662, a 1,000 percent increase in 7 years. “In other
words, the crime of avson is largely undetected in Texas, and I think
tl:e)problem of under-reporting is nationwide,” Mikeska stated (p.
171). :

Some other statistics he presented to the subcommittee compared
arson reporting in two West Texas cities having similar economies
and populations. In 1977, Amarillo and Lubbock both reported ap-
proximately the same number of fires. However, the incidence of arson
in Lubbock was 15.2 percent—571 incendiary fires of a total of 8,747,
but only % of 1 percent in Amarillo—11 incendiary fires out of
3,263. Mikeska, interpreting those figures, concluded : “the firefighters
in Lubbock are better skilled in arson detection than those in
Amarillo” (p.171).

I’ROBLEK\IS WITH, THE LAW ENFORCEMENT ASSISTANCE ADMINISTRATION

Perhaps the most frustrating experience for local law enforcement
agencies in dealing with arson is the Law Enforcement Assistance
Administration’s (LEAA) lack of concern abeut this crime. LEAA is
the agency within the Justice Department responsible for disbursing
Federal funds to local law enforcement agencies to assist them in deal-
ing with problems that the agencies are unable to fund on their own.

Mikeska told of the difficulty he experienced in obtaining prompt
laboratory analyses of suspicious debris. He had asked LEAA au-
thorities in Texas for help in ebtaining funds to set up a laboratory to
handle arson investigation, but received no help.

On another occasion, the Texas Law Enforcement Assistance Ad-
ministration office sponsored an arson training program in Austin. The
curriculum for that program was largely developed by members of the
Houston Arson Squad, who also served as instructors at the sessions.
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These courss were attended by police officers and firemen from
throughon' “exas. Despite the fact that most of the program was de-
veloped by the Houston Arson Squad, and the program was designed
primarily to assist firemen, LEAA only paid the expenses of police
department employees. “Iivery fire department employee who went,
including men from Houston, was required to pay room and board dur-
ing the session,” Mikeska related. Summing up his feelings about
LEAA, Mikeska reported that the “Federal performance in dealing
with the raging arson problem is abysmal” (p. 174). . i

Police Chief McNamara of San Jose provided the subcommittee with
another example of LEAA’s lack of interest in arson. In September
1977, at a conference in the San Francisco Bay region convened by the
Justice Department’s Organized Crime Section, attended by Federal
and local law enforcement and fire officials, Chief McNamara had a
lengthy discussion with Thomas E. Xotoske, in charge of the Justice
Department Organized Crime Strike Force in San Francisco. Kotoske
noted the need for a regional arson intelligence system in San Fran-
cisco/San Jose area. Kotoske asserted that:

important intelligence information relating to arson con-
spiracies was probably being lost * * * because California
police have traditionally viewed arson investigations as pri-
marily a fire department responsibility. * * * intelligence
gathering on arson suffered because fire agencies did not
possess )police intelligence gathering and sharing capabilities
(p. 193).

Chief McNamara then sought the assistance of LEAA in obtaining
the funds needed to establish a regional arson intelligence system. He
was confident that, since the chief organized crime prosecutor for the
Justice Department, on the West Coast supported the system, LEAA.
would seriously consider the proposal. Moreover, McNamara, told the
subcommittee :

I knew that LEAA had previously recognized the threat of
organized crime which would be the focus of the arson intelli-
gence network’s activities.

* & *® * sk * *

Unfortunately, neither the fact that a Federal strike force
attorney was recommending it, nor the fact that LEAA had
previously funded such projects, made any difference. LEAA.
advised me that there was no way it could help through direct
f(inariglém)l assistance for an arson intelligence network

P- .




VI. I'eperar, EnForcEMeENT RoLe

Although local law enforcement agencies bear a major portion of
the responsibility for dealing with arson-for-profit, there is substan<
tial authority under Federal law for several law enforcement agencies
to join in the battle against this crime. ‘

Arson itself is not a Federal crime unless it occurs within special
maritime or territorial jurisdictions of the Federal Government or on
property administered by certain Federal agencies.*

Nevertheless, Federal agencies can pursue arson investigations if
they relate to crimes within the jurisdiction of an agency. Most Federal
arson inguiries begin during an investigation into Federal crimes ac-
companying arson.

Four Federal law enforcement agencies investigate crimes fre-
quently associated with arson incidents, They are the U.S. Postal
Service, the Federal Bureau of Investigation, the Internal Revenue
Service and the Bureaun of Alcohol, Tobacco and Firearms (BATE) in
the Treasury Department.

The T.S. Postal Service has power to investigate arsons when they
involve interstate transport of explosives; mail fraud; use of fictitious
names or addresses; and mailing of injurious articles.* '

The FBI has jurisdiction over arson or property destruction-type
crimes within special maritime jurisdictions,® It can investigate inter-
state transportation of explosive or incendiary devices.* Mail fraud or
fraud by wire, radio or television can be investigated by the FBI.*®
It can also investigate flight to avoid prosecution,!® destruction of
Government-administered property,’” destruction by fire on Federally-
owned or leased land or land in the public domain.’® Interstate travel
in aid of racketeering, with an arson connection, can also be investi-
gated by the FBIL.2?

The Internal Revenue Service may probe arson incidents under
statutes relating to its power to proceed against persons conspiring to
defraud the United States, by uttering fraudulent statements, or by
failing to pay taxes, file returns or supply information.

The BATT has authority to investigate interstate explosives trans-
port, unlawful acts involving firearms or other destructive devices.*

All these agencies may investigate patterns of activity thought to be
violating the Racketeer Inflngnce and Corrupt Organizations Act
(RICO).2* Arson is one of the crimes specifically listed in the RICO

118 U.S.C. 7,
1318 U.8.C. 842-845: 18 %Si%.6§341; 18 U.8.C. 1342; 18 U,S.C. 1716,
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‘statutes which may constitute a proscribed pattern of rackete 1ng
-activity.

The subcommittee asked the General Accounting Office to review the
activities of these Federal agencies to determine Tow effectively they
‘were performing their legislatively-mandated task of investigating
and prosecuting avsonists. On April 4, 1978, the GAO reported that:

. The Federal Government has not considered arson-related .

. crimes an enforcement priovity; therefore, the Government
does not have a unified, coordinated program specifically de-
signed to prevent, detect, investigate, and prosecute these
crimes -(p. 398). : :

The GAQ, in analyzing the activities of the U.S. Postal Service,
FBI, Internal Revenue Service and BATF, found that the agencies
failed to collect data which would demonstrate that the problem was
severe. Nevertheless, the Justice Department told the General Acccount-
ing Office that “no evidence existed to support the contention that
arson-related crime is a serious national problem or that a greater
Federal effort is warranted” (p. 399).

The General Accounting Office called on Attorney General Griffin
Bell to “take the lead in developing information needed to assess the
seriousness of the arson problem and, based on the result, develop an
appropriate Federal law enforcement strategy” (p. 402). Senator
Nunn, then subcommittee vice chairman, and Senator Percy, the rank-
ing minority member, released the GAO findings to the public. At the
time of release, the two Senators commented :

The GAO report is discouraging in view of evidence al-
ready being developed by the staff that arson-for-profit is on
the rise and that local fire and police agencies are having an
extremely difficult time in bringing violators to justice.

The General Accounting Office did note, however, even though there
appeared to be little interest on the part of these law enforcement
agencies in arson-for-profit, that BATFE and the Postal Service had
begun to show signs of becoming more aggressive in the field (p. 402).

LAW ENTORCEMENT ASSISTANCE ADMINISTRATION

A second GAO report, submitted to the subcommittee on April 24,
1978, focused on the activities of the Law Enforcement Assistance
Administration.

The information contained in this report suggested that the lack of
interest cited in the other four Federal agencies examined in the earlier
study also prevailed at LEAA (p. 409). Analyzing LEAA’s funding
activities over the 3 years 1975 to 1977, the GAO reported that LEAA
had spent less than 1/10th of 1 percent on arson control programs.
LEAA allocated approximately $1.7 million for arson programs, out
of a total ~t $2 billion dishursed to local agencies. The majority of this
allocation went to New York City (p. 418).

In July 1978, shortly after the subcommittee released the GAO
report concerning LEAA. that agency issued a press release sum-
marizing the results of a 1977 study it had commissioned on arson-for-
profit. The $90,000 study by the Aerospace Corp. had originally been
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published in October 1977. It documented a 325 percent increase in
building fires between 1965 and 19)75, and reported that in 1975 alone,
arson losses amounted to $)4 billion. This destruction also claimed
1,000 deaths (including 45 fivefighters), and 10,000 injuries (pp. 368~
369). & ‘
' L)EAA’S 10-month delay in issuing the press release on the-Aero-
space report was the subject of questioning directed to James Gregg,
Acting Director of LEAA, during his testimony before the subcom-
mittee on September 14,1978, - ‘ : o ‘
“Tt is a very, very small administrative problem here,” Senator
Percy said. e ST e s
# % % You have a report. You commissionéd it. You gave
the money. They make the report. They deliver it to you. You
could assign an intern to do this * * * Just boil it down, get
it out. Giet a press release out on it. That is not a competing
priority. What you are really saying to me is this thing is so
far down at the bottom of the barrel that you can’t even assign
an intern to synthesize the report, summarize it, put a press
release out on it (p. 370).

Gregg denied that the 10-month delay in issuing the press release
suggested a lack of interest in arson on the part of LEAA. He testified
that there were “some problems with GPO [Government Printing
Office] and the time it took to get the documents published by GPO
accounted, in part, for the delay” (p. 370).

However, according to Stephen Boyle, Director of Legislative
Affairs for LEAA, the report had been published by the Government
Printing Office in October 1977 and then distributed to law enforce-
ment agencies around the United States. '

Other indications of LEA A’s lack of interest in arson problems were
brought to the attention of the subcommittee. Houston’s Chief Arson
Investigator Mikeska testified that his unit needed two prosecutors to
handle arson-for-hire cases, additional training for his squad, access to
a laboratory, and funds to pay informants. He told the subcommittee
that the LEAA “should be the place to go to obtain such assistance,”
but noted that “previous experience with LEAA in Texas leads me to
lzelii}:Z )that arson is not a crime that the agency cares too much about”

p. 174).

le‘ing testimony before the subcommittee, then-Acting LEAA
Administrator Gregg claimed that LEAA had actively supported
arson-control programs around the country. One example he gave
concerned an LEAA grant to the Massachusetts attorney general’s
organized crime unit. This grant, according to Gregg, made it possible
for that office to move against a large arson-for-profit scheme,

Senator Percy, however, noted that Steve Delinski, chief of the
Massachusetts attorney general’s criminal division,; had informed the
subcommittee staff “that at no time did anyone in LEAA advise or
even encourage use of this money for arson control” (p. 365). Senator
Percy pressed Gregg on this point:

* * % what this subcommittee is trying to obtain is evidence
as to how high in priority the Federal Government is placing

A
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this, and it is entirely to the credit of Massachusetts that tifey
took these funds and used them for this purpose.

- It was not LIBAA that had anything to do with their de-
cigon and their judgment.

Gregg backed away from taking the credit; commenting “I am sure
in 1976 with respect to this program that tlie information you got on
that is correct” (p. 365). _

Senator Percy also emphasized his belief that the establishment of
¢rime laboratories to handle arson cases is an appropriate avenue for
LEAA funding. Senator Percy noted that subcommittee staff had
been informed that LEAA had denied a vequest from the Massachu-
setts State fire marshal to establish a State fire marshal’s crime

laboratory. Senator Percy asked :

We have been informed that the Massachusetts State fire
marshal’s crime laboratory is so poorly funded that em-
ployees have to buy test tubes and other equipment out of
their own personal pockets in the later months of the
year, * * * Ts this another example of how LEAA is assisting
States to deal with the arson problem? * * *

Gregg responded :
To my knowledge, at the national level, we have not di-
rectly funded laboratories that exclusively deal with the

problem of arson. However, we have had an extremely keen
interest in the general quality of crime laboratories (p. 366).

Senator Percy asked Gregg if it was reasonable to expect that LEAA
would now encourage State LEAA planning agencies to:

give a high priority to requests for arson assistance in view of
the enormous upsurge in arson that this subcommittee has
documented and the ease with which criminals in organized
crime syndicates can get away with arson-for-profit (p. 270).

Gregg replied, “We will be happy to work with you on a statement of
this sort and I think we can come very close to the one you read.”

Within days, Gregg advised Senator Percy that he was sending
letters to every State and territorial LEAA planning agency en-
couraging them to fund arson control grant requests submitted by
local law enforcement agencies. The letter, which went out on Septem-
ber 28, 1978, reads as follows:

The Law Enforcement Assistance Administration is in-
creasingly focusing attention on a problem of national con-
cern—arson, one of the fastest growing crimes in America.
LEAA efforts have centered on assistance in establishing or
strengthening arson investigation wunits, training arson in-
vestigators, improving crime laboratory capabilities and
Initiating research.

Growing interest on the part of the Congress and the
criminal justice community has increased public awareness of
the cost and scope of arson. I was pleased to note the resolu-
tion dealing with arson which was adopted at your recent an-
nual meeting of the National Conference of State Criminal
Justice Planning Administrators. Particularly encouraging
was that portion of the resolution which urges each State
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planning agency to support the concept of “an incréase of
pre-service and In-service training of fire fighters and police
officers to more readily identify suspicious fite * * * )”

On September 14, 1978, T testified before the Senate Perma-
nent Subcommittee on Investigations regarding anti-arson
efforts of LEAA. Attached is o copy of my prepared state-
ment for your full information. During the course of my
testimony, the Subcommittee requested that LEAA ask all
State planning agencies to increase their vecognition of anti-
arson efforts.

I therefore urge all State planning agencies, in a manner
determined appropriate by each State, to increase the em-
phasis on anti-arson efforts in State plans and through alloca-
tion of block grant resources. A

T also call your attention to the September 1978 issue of the
LEAA Newsletter which contains a number of items on the
subject of arson and National Fire Prevention Week, October
8 through 14,

Through our cooperative efforts, I am sure we can help
local jurisdictions reduce the serious problem of arson that
many of them are facing.

Since the issuance of that letter, subcommittee staff in May 1979
checked with five departments in seven major cities across the country
to determine the degree of follow-up by LA A.

In each of the cities—San Francisco, Los Angeles, Phoenix, Chicago,
Boston, New York and Washington, D.C.—the report was virtually
the same: None had heard from LIEAA dirvectly. One fire chief said he
had been advised about the availability of LEAA funding for an
arson research project by his city’s police chief. New York, one city
which has received LEAA funding for arson control programs, ob-
tained the money through the city’s police department. LEAA’s past
history of treating police departments as the only law enforcement
agencies worth dealing with is a critical obstacle to effective arson
control at the local level.

The previous failnre of LEAA to deal with the fire service agencies
no doubt contributes to the absence of funding programs in this field.

Apprised of these problems in the field, LEAA told subcommittee
staff that a new program is being developed that will provide action
grants to city fire departments. LEAA also advised the subcommittee
that a mailing list of local fire service agencies is currently being:
developed.® Once this list is ready, LEAA will be in a better position
to communicate directly with the fire departments, thus eliminating a
hindrance to Federal-local cooperation.

DEPARTMENT OF JUSTICE POLICY

Although the Justice Department had told the GAO that arson was:
not a serious problem, it Jacked the figures.to document this claim.
Apparently responding to the GAO’s determination that the Federal
law enforcement agencies had enmeshed themselves in a self-fulfilling

= Interviews week of May 14, 1974, with Henry 8. Dogin, Administrator, LRAA, J..

Robert Grimes, Assistant Adminlstrator, Oftice of Criminal Justice Programs, and Judy-
0O'Cennor, Program Manager, Arson Unit.
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prophecy, the Department advised the subcommittee that it would now
begin accumulating reliable statistics to determine the extent of the
arson problem. Addressing this issue before the subcommittee, Robert
L. Keuch, Deputy Assistant Attorney General for the Criminal
Division, said:
It is very important we think first to determine our statis-

tics, purticularly the scope of the problem. We have attempted

to imitiate programs that will result in more meaningful data

(p. 329).

Maz. Keuch also assured the subcommittee that the Department “and
in particular the Criminal Division, is continuing to veview the
totality of Federal efforts and resources for contending with crimes of
arson.” And, he added, “The magnitude and seriousness of the prob-
lem are, you may be sure, fully appreciated” (p.381).

FEDERAL BUREAU OF INVESTIGATION

The Federal Bureau of Investigation also signaled to the subcom-
mittee a more serious attitude about pursuing arson profiteers. Donald
W. Moore, J1., Assistant Director, Criminal Investigative Division of
the Bureau, assured the subcommittee:

As part of its overall campaign against organized crime,
the FBI is firmly committed to the allocation of our available
investigative and supportive resources to assist in the pro-
tection of the American public from the growing organized
arson-for-hire problem on a national level (p. 348).

Prior to Moore’s appearance before the subcommittee, FBI Director
William Webster sent a memorandum to each of the 59 Bureau offices
around the country directing them to increase their emphasis on arson-
for-profit cases involving organized crime. The August 2, 1978, memo-
randum reads as follows:

U.S. DEPARTMENT OF JUSTICE,
Feperan, Bureau or INVESTIGATION,
Orrice or toe DIrEsToR,
Washington, D.C., August 2, 1978.

InvesTIcATION OF ARrson MATTERS

The continued emphasis on target quality organized crime
cases makes it incumbent to highlight the FBI’s significant
jurisdiction in major arson and related viclations.

Unlike many other covert criminal activities, the impact of
major arsons has a direct visible effect on the lives of the aver-
age citizen. Insurance preminms are raised, property is de-
stroyed, people are killed or maimed, and the quality of life in
the area affected by arson is considerably diminished.

Title 18, United States Code, Section 1961-1968, Racketcer
Influenced and Corrupt Organizations (RICO) is an effective
means to curtail mob-run arson rings. In addition to arson,

- there are several other related unlawful acts covered by this

§
i
5
f
¥
i.




39

statute. Among these violations are mail fraud, fraud by wire,
obstruction of justice, bank fraud and embezzlement, and local
felonies including murder, extortion, and bribery.

An example of a quality RICO-arson case recently investi-
gated by the Tampa Division of the FBI in close cooperation
with the local Federal strike force resulted in solving hundreds
of arsons, the conviction of 19 individuals, including insur-
ance adjustors and others who were sentenced to substantial
jail terms. Additionally, over $350,000 was divected by the
jJury to be forfeited by the defendants coupled with the seizure
of their related corperations. Thus, the entire pattern of
arson-oriented racketeering activity was terminated through
successful prosecutive action.

In order to implement a cohesive, meaningful approach the
FBI is instituting an action-oriented program and an ongoing
assessment, as to the magnitude of this problem within each of
their respective field divisions.

1. Their efforts will be to determine identities of pro-
fessional torches (arsonists), including their modus oper-
andi, physical description, past criminal activities,
clients, and related necessary data.

2. Establishing effective linison with the police/five
and related agencies delegated primary responsibility for
arson investigations. During the course of this liaison
determine if there is a pattern of major arson activity
conducive to a qualitative RICO investigative approach
with particular emphasis placed on substantial organized
crime activity.

If such & pattern of major ovganized avson exists in a field
division and the FBT has jurisdiction, appropriate investiga-
tive effort should be promptly initiated.

Each field office should record its progress in establishing
increased major organized arson coverage.

It has been determined that arson investigations nced not
stand alone but often form a valuable part of a RICO investi-
gation encompassing a number of other racketeering activities.

If good judgment prevails in the selection and investigation
of key arson violations, it is anticipated that the FBI will
contribute substantially to the fight against organized crime
in an areq of concern to a large segment of our population (ex-
hibit 14, pp. 340-341).

Moore told the subcommittee that the Bureau was currently investi-
eating arson violations “from coast to coast” (p. 349). e also noted
that Director Webster had authorized extensive arson training pro-
-grams for agents and that FBI resources were available to assist local
police officers in handling arson-related evidence. “The FBI pledges
a cooperative cffort with other Federal and local authovities in the
total unified campaion to eradicate arson-for-profit as a major national
‘problem,” he testified (p. 350).

On a related matter, however, the FBI objected to establishing arson
as o class T crime in its uniform crime reports—a goal that Senator
‘Glenn had been pursuing for some time. Paul Zolbe, Director of the
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Uniform Crime Report Section for the FBI, joinetd Mr. Moore in
responding to Senator Glenn’s questions about the Bureau’s historic
resistance to defining arson as a crime as seiious as burglaries, rapes
and murders. ;

Zolbe acknowledged to Senator Glenn the fact that the FBI had
never changed the crime index since its credtion in 1930. Zolbe agreed
that arson 1s a serious crime, which is the fivst criterion for inclusion
within the UCR.

Senator Glenn noted that a second criterion for categovizing a
crime as a class I is its volume. Zolbe also agreed that arson was
oceurring across the United States with increasing frequency.

The third area used in determining whether a crime should be class.
I is reliability and uniformity of reporting to the police. Senator
Glenn said :

* ok Tf there is not exactly uniform reporting of avsons,
and I suppose this would be an adequate reason for not includ-
ing arson, isn’t it a proper vole of the I'BI * * * to try to
come up with some minimum basic uniform standards for
1'@1)01'tieng that would include arson or include new serious
crimes?

Zolbe disagreed that the FBI’s responsibility for statistically docu-
menting crime included arson. Fle maintained that the Bureau felt at
this time:

%% the most reliable data source would be the fire service
community, or as in the case of offenses in the crime index,
they are more likely to be reported to law enforcement. That
is why I would suggest that law enforcement just wouldn’t
have the arson offense information (p. 357).

Senator Glenn then noted that the fourth eriterion is the likelihood
of reporting and that the criminal act veveal itself as such at the time
it is recorded. Noting that some arsons were not immediately detect-
able, Senator Glenn said that the FBI included in its automobile theft
fignres statistics that were not immediately reported.

Summarizing his view of this requirement for having the crime be
reportable as soon as it is completed, Senator Glenn commented :

Ok * time of reporting to me is a completely ridiculous
requirement. What is important is that a crime has occurred
and we should be looking into it whether it is recorded within
5 minutes, 2 hours, 20 days or 1 year.

To me it is a erime and we should be dealing with it if it is
occurring in quantity that is causing serious concern, damage
and loss across the country (p. 357).

In response, Moore assured the Senator that “the FBI is certainly
aware there is o definite need to record statistical data relative to
arson” (p. 358).

However, throughout a lengthy exchange of views on this matter,
the FBI remained adamant in its resistance to establishing arson as o
class I crime. As o result of FBI intransigence, the 95th Congress:
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passed legislation mandating the reclassification of arson as a class I
crime.
TREASURY, POSTAL SERVICR

The Treasury Department also acknowledged that arson has become
a “growing problem.” Assistant Secretary Richard J. Davis testified
that:

There can be no doubt as to the seriousness of the arson-for-
profit problem. It has been characterized as the nation’s fastest
growing crime; its cost is felt in human suffering as well as
i extraordinary economic effects such as the loss of homes,
businesses and jobs * * * (p. 372).

‘Within the agency are two units with primary responsibility in deal-
ing with arson-for-profit—the Bureau of Alcohol, Tobacco and Fire-
arms and the Internal Revenue Service. John G. Krogman, Acting
Director of the BATH, testified that his agency is now taking steps
‘(‘to q_gtrressively attack the problem within the limits available to it”

p. 377).

lKl'ogman cited the creation of task forces in 23 cities. These task
forees involve agents from BATT, FBI, the U.S. Postal Service, and
local police and fire investigative units. He reported that task force
investigations have begun on 75 different cases since the first unit
was established in Philadelphia in 1977.

Trar less encouraging was the report from the Internai Revenue
Serviee, which conceded that it had not established a specific arson
program; moreover, no one in the IRS was monitoring arson inves-
tigations. Nevertheless, William B. Williams, Deputy Commissioner
of IRS, acknowledged that, as a vesult of information developed at
the hearings, arson appeared to be a potentially lucrative income
source.

Senator Percy questioned Williams about the IRS procedure for
investigating individuals who may have fraudulently obtained funds
through fire loss insurance claims without declaring such funds as
income. The Senator noted that the subcommittes had heard testimony
about a major arson fraud conspiracy in Tampa, in which 19 indi-
viduals were sent to jail (p. 388). Willhams wag unable to confirm that
Tampa IRS agents were pursuing the convicted Tampa conspivators.
Senator Percy then pointed out that the Organized Crime Strike
Tovce attorneys who handled the case noted that the IRS had not con-
tacted them to obtain information necessary to pursue tax fraud ac-
tions against those convicted. Senator Percy asked Williams to provide
additional data on the Tampa matter. On October 30, 1978, Williams
advised the subcommittee that the relevant testimony from the sub-
committee hearings was being forwarded for evaluation to appropri-
ate service centers. Williams added :

I can assure you that the IRS views arson-for-profit as a
serious problem, and will take all the necessary steps to see
that it veceives appropriate attention in our balanced tax

" administration system (p. 388).

24 Publie Law 05-624, sec. 14,
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The subcommittee also examined the arson-related activities of the

U.S. Postal Service. Chief Postal Inspector C, Neil Benson testified -

‘that his agency was “beginning to be aware” of the magnitude of the
arson problem (p. 383). He observed that the Postal Service had made
some changes to deal with the arson problem, but that until 1977 no.
separate count of arson investigations had been made. In that year,
of 197 investigations undertaken by the Postal Service, 30 were arson-
rvelated and resulted in 83 arvests. From January to June 1978, 17
grson-related mail fraud investigations had been undertaken, result-
ing in 16 arvests (p. 384). ‘

Senator Glenn, in question submitted to Benson, asked whether the
number of investigations conducted by the Postal Service accurately
represents the total number of arson mail fraud cases. Responding by
letter, Benson answered :

% % % T am inclined to believe that there may be many such
cases unreported to us, in spite of our efforts to encourage

3

such reporting of suspected arvson-related mail fraud. * **

" In responding to a question involving the rcle of organized crime
in arson-for-profit, Benson commented :

Undoubtedly, organized crime will, or already has, moved
into the lucrative area of arson-for-profit. Some of our cases
have indicated that possibility (p. 386).

Thus, it appears that the Federal agencies with line responsibility
for law enforcement activities regarding arson-for-profit have begun
to focus more resources against the arsonist and his conspirators, but
there are still sexious problems.

i
i
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VII. Arsox’s Homan Torr

The subcommittee’s arson-for-profit investigation and hearings con-
firmed the immense economic damage which arson imposes on the na-
tion. For example, the subcommittee learned that in Los Angeles alone,
incendiary losses between July and December 1978 were $10.5 million.
This is an annual rate which more than doubted the property losses of
the preceding year. ) ,

But arson 1s all too often viewed as merely a financial and property
crime. Less attention is paid to the fright, physical injury, and long-
lasting emotional scars its innocent victims suffer. Arson fives now kill
approximately 1,000 Americans each year, injuring 10,000 more. In
addition, arson brings terror, dislocaticn, and financial ruin to thou-
sands of families. As Senator Percy observed during the subcommit-
tee’s hearings, “No amount of money could repay these victims for the
loss of their homes and emotional security, and for their struggles
following the fires to reestablish their own well-being and that of their
families” (p. 141).

FACT OF LIFE

Arson is an everyday fact of life in some urban areas. Nevertheless,
when the cry of “fire” rings through a building, even the most hard-
ened inner-city resident may go numb with fear. At a fire scene, a few
seconds can spell the difference betwen life and death. Hedy Byrd, a
New York City resident and mother of four, was asleep in her apart-
ment early one morning. She awakened to the sound of breaking glass.
What followed were the most harrowing few minutes of her life, as
she told the subcommittee :

I jumped out of bed and ran to the window. I saw flames
shooting up from the lower floors past my fourth floor win-
dow. I ran into my children’s bedroom and woke up my 5-
year-old daughter, Regina, and my 3-year-old son, Eric. I
grabbed Terrence, my 9-month-old baby, tucked him under
my arm, and began leading Regina and Eric out of the
apartment,

I had to push Regina and Eric up the stairs because every-
one in the building was struggling to get to the roof. There
was panic on the stairway as it started to burn.

» . * # . . "

* * * We climbed the stairs gagging on the smoke until we
reached the roof where all the tenants were now waiting (pp.
157-158). ’ ' " ‘

Rosetta Boyd of New York City told the panel how she also almost
lost her children in an arson fire: o

* % * T unlocked the door and the smoke hit me in the face.
I fought my way through the blinding heat and black smoke.

(43)
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My children were Iying motionless on their beds. I pickedrap
my two daughters, tucked them under my arms and carried
themn downstairs, calling for someone to get my sons. A man
carried my two boys out of the burning building. The uncon-
scious children were on the sidewalk, where they were given
oxygen.* * * The fire marshal who treated them told me if
the children had been upstairs for several more minutes, they
would have died of smoke inhalation (p. 168).

Fear often lingers long after the flames of a torched building have
been doused. The terror surfaces in nightmares, illnesses, and mental
unrest. “I did not get a full night’s sleep for many long months,” said
Elsa Peterson, a Minneapolis arson victim, “Loud noises still make me
jump” (p. 145).

A dentist who had lived and worked next door to Miss Peterson for
years blew up his office to collect insurance money. The explosion and
ensuing fire almost killed Miss Peterson and her elderly aunt. The fact
that a neighbor’s deliberate act of greed had almost killed her left Miss
Peterson deeply troubled. She testified:

It is difficult to fathom the callousness of his act. Today, I
live every moment with an inkling of fear in the back of my
mind. Dr. Graca was our neighbor for more than 20 years but,
he didn’t seem to care much about the lives of those who lived
in the vicinity of his office (p. 146).

EMOTIONAL IMPACT

For inner-city residents victimized by one or several arsons, the
prospect of moving into yet another run-down, fire-prone tenement is
both frightening and depressing. Yet, such victims often have little
choice. Safe, well-maintained housing is commonly beyond their means.
Although in New York City, fire victims receive priority consideration
for public housing facilities, few are actually placed. The rest must do
the best they can 1n the private housing market.

The children often sufter from the same fears that burden their par-
ents. After experiencing a second devastating fire, Ms. Byrd related:

As far as the future is concerned, I refuse to move into an-
other tenement. My old landlord repaired the building and
asked me to move back into the same apartment, but I didn’t.
My children were petrified that if we live in another tenement,
it too will burn. They see all the tenements burning down
iltggt)md town and know. that it could happen again * * * (p,

Unfortunately, most inner-city victims expressing these sentiments
must ultimately resign themselves to a return to the tenements. Quite
often, their worst fears are realized. Some victims report a history of
three, four, or more burnouts, each of them accompanied by fright,
dislocation, and related financial stress.

It may be difficult for those who have never experienced a burnout
to understand fully the emotional strains. Miss Peterson described her
feelings this way: ‘ '

-t es i
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- There was nothing we could. do. I felt so helpless and frus-

trated, I began to cry. I went into shock, I think. It was an

- awful, disheartening experience, * * * (p.145)y. -~ "~
Though burnouts are always costly, arson’s more fortunate yictims
manage to defray their financial and property losses through their own
resources or those of their families. But some are not so JucTiy. Poverty- .
stricken and welfare families must turn to-1dcal govermment and chax-
itable organizations for shelter, food, and financial relief. This, of
course, places further demands on taxpayers who fund these govern-
ment services. Even for the desperate, as Ms. Boyd remerabers, assist-

ance may not be immediately forthcoming : : -

¥ % * T gat down on'the steps, wondering what to do next.
First, I called my sister to check on the kids and afterward,
I called the Red Cross for help. We had no clothes to wear and
no food to eat: The Red Cross directed me to the Fox Street
Shelter in the Bronx. I took a.bus there at 8 a.m., but the.
shelter wasn’t open yet. So, I went downtown to the Depart-
ment of Social Services to get clothes and money. But they
told me that because I had had a previous fire 3 years earlier,
I was not entitled to any reimbursements until I had been
cleared of any involvement in the arson. Later that day, I
returned to the Fox Street Shelter, but I was told I should go .
to the Regent Arms Hotel in Manhattan for temporary shel- .
ter (p. 167). R o .
‘The homeless may move in with families and friends, or sometimées
into sheltérs provided by relief agencies. Overcrowding and strange
conditions inflict further strains. Ms. Byrd testified that her temporary

hotel

* % % yyag 60 blocks from our (old) aimrtment. My children
were separated from all their friends. * * * Our hotel room

was very cramped for five people. A1l my children had to sleep
in the same room” (p. 158). '

The housing available to impoverished fire victims may be consid-
erable distances from familiar neighborhoods, friends, and relatives.
Adults must find new jobs and create new living patterns. Children,
already strained by the crisis itsélf, and by the anxiety of their elders,
must learn to cope with new schools and surroundings. Though some
adjust quickly, others are confused, or distraught over conditions
beyond their control. Ms. Byrd’s daughter, Lisa, T

* ¥ * couldn’t finish the first grade because we couldn’t find
transportation to her old school and because it was too late in
the school year to reregister her in a:school close to the hotel.
If she does not pass an achievement test she hag to take this -
fall, she will have to start in the first. grade all over again, . .
£alling o full year behind the children her age (pp.-158-159). -
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- FRUSTRATION

Homes and posseséions can be yﬁriped out by afsgli, erasing the fruits
of long years of financial striving. Many despair at the thought of
starting over. As Miss Peterson recalled: . o

_ Walking through the housé that first time after the fire, we
were nearly overwhelmed vwith despair. Our home was in
ruins. * * * ‘ v C
* *. % Repairs were very costly. The damage came to about .

$25,000, but we had only about $18,000 in-insurance cover-
age, ¥ ¥ K oo o ! ST e
'b*i' RN A T D% **
% % * We lost many things I am afraid we will never re-
place. * * * We bought new furniture, but it was different
and strange. * * * T also lost two braided rugs, treasures to
me because my mother made them. These were sentimental, -
persondl things; things that .gave usjoy just to look at. Life

. seems a little sadder without them (pp. 145-146)." .

Miss Peterson’s story reflects the heartbreaking discovery made by

many arson victims: their insurance coverage is frequently insufficient-

to cover both the monetary and personal Josses. - L
Theé urban: poor almost always lack insurance because their incomes
are so low, and inner-city insurance rates tend to be so high. Ms. Boyd
~desecribed her circumstances to the'subcomimittee : R i
It will take a long time before I will be-able to replace the
furniture I'lostin the'fire; * * * Before the fire, I purchased
beds on an installment paymeént plan. I am still making pay- °
ments on the beds, whicli were-destroyed in the five.
In dddition, I have to-buy new clothes for everyone, and
‘hopefully, T will be able to'buy some dressers and living room
furniture. But that won’t'be for a while. The money the city
. gives me will not come close to covering all the expenses I
~“mnow have (p.159). - - 0 T R
“Arson profiteers draw their profits from- the shattered dreams of
.innocent . people. Scuttled-hopes and .depressed expectations are among
the hidden costs of arson. At the time of her most recent fire, Ms. Boyd
.had been attending beautician schoel.. After the fire, she said, “* * *
ﬁnishin%scho,ol has become & major problem. Because-of my beirig out
. _so long, I would haveto re-enroll, due to the fire and trying tolocate a
Cnew apartment” (p.167)... - . o e
Millions of Americans in decaying urban centers currently lead lives
. of crisis and desperation. Their expenses far outstrip their incomes.
. Buildings ‘and’ neighborliopds erumble, sometimes unheeded by land-
lords.and public officials. Crime permeates their neighborhoods. Fam-
ilies spend years recovering from past crises, coping with current ones,
- and' warding off, new ones. Arson-for-profit exploits this environient,

~and worsens it.
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VL[I F EDERAL INSURANOD ADMI‘TISTRALION
BACLGROUND

Congress has determmed that the revitalization of Ameuca’s cities’
should be a priority-item for the Government. Indeed, therecan be no
doubt that the. problem of urban: decay is. of critical importance to
America’s future. It is clear that all agencies with an nnpact upon
America’s cities must not work at cross-purposes with respect to the
ovexrall policy goal. If specific agencies fail to function in ways that
contribute. to the healthy. development of the cities,:then it will be
necessary to. reexamme their mandates and poss1b1y alter their
authorities..

Central to the subcomm1ttee mqmry was ‘an exploratlon of the pos-
sible role of State-run fair access to insurance 1equ1rements (FAIR)

“plans in encouraging arson-for-profit. Bach of the nation’s 28 FAIR

plans is an insurance risk pool, financed through the combined assets
of private firms which wiite fire insurance in oach ‘State. ‘One of the
rdsponsibilities of the Federal Insurance Administration® (FIA:) in
theDepartment of - Housing and Urban Development (HUD) 1is to
oversee the operations of these plans..

. The FAIR plan idea originated during the late 1960’s in’ response to
both “redlmmg” and riots: whxch were adversely affecting the Nation’s
urban insurance marlket. Redlmmo was a practice many 1nsurance com-
panies emploved to minimize their losses by avoiding writing insur-
ance in designated areas of hwh risk in. some citles. Decades of
economic decline had resulted in serious deterioration of the urban
houemg marlket. Insurers;concluded that: ;policies, Wmtten on. inner-city
properties had a higher measure of risk.than those written in econom-
1cally thriving submban areas, But this led to unfortunate results for
the cities. Restricted insurance - avallablhty undermined an alrve ady
failing business climate. With ‘insurance money for damage repair

Between 1965 and 1968, violent-disturbances and: ghetto riotsifed
apprehensions within the- nsutance ‘industry about’ the nmrglnul na-
ture of the urban business:that they ‘coveted. Although'simmer ‘riot
losses totaled some $75 million in 1967 and $68 mllhon ‘in 1968 "(com-

‘pared, for example, to losses of $715 million from ‘Hurricane Betsy in

1965) insurers became concerned- that masswe rlotmg mlght brmo'
financial riin to their industry.? -

-_The Urban Property Protection: and Remsurance A.cb of¥ 1968 (12
U.S:.C. 1749bbb et seq. (1976) ), authorized the Federal riot:reinsur-
ance’ proo'ram, under wluch erate firms. may purchase insurancy ﬁ'om

EO SR P L " N L T

*Bftective. Aptu 1. 1‘\79 the FIA becnme the Eederal Insumnce nnd anard Mitigntlen

‘Office and’{s in:the Tederal” Dmergency Management Agency, “here its nuthorlty ls cssen-

tinlh unchanged,. - ¢
* 8 '“Fire Insurance: Its Nature and: Dynamlcs," Gelvin Stevenson, Nntlonnl Elre Prewen-
tlon and. Control Admlnlstrntlon Grnnt No: NFPCA—-‘TGOO’(. sec. 9. 3 1

(47) EEEA




48

the Federal Government to protect themselves against possib e riot
losses. To purchase this reinsurance, a company must participate in its
State’s FAIR plan. Some States go even further and make FAIR plan
participation a condition for doing business within that State.

Tach plan is owned and managed by the property insurance com-
panies within the State. Contributions, profits, and losses are appor-
tioned among the participating companies in: velation to the
percentage of business each firm does. o

Today, FAIR plans exist in 25 States, Puerto Rico, and the District
of Columbia.? , C C )

The putpose of the FAIR plans is to make basic fire itisurance avail-
able to property owners unable to obtain it in the private market. No
plan may reject an insurance applicant without first inspecting the
property in question and notifying the owner of the reasons for refusal.
By increasing the availability of property insurance, the IAIR plans
were intended to foster economic revitalization by bringing prosper-
ous businesses and citizens back to troubled core-city areas.

GAQ REPORT

There has been'growing concern, however, that FAIR plan busi-
ness practices actually may be contributing to the increase in arson in
recent years. Critics have accused the plans of writing insurance indis-
criminately, making little effort to screen out potential defrauders or
to investigate suspicious claims. "While these charges have also been
levelled against private insurers, high arson rates in inner-city areas
indicate that the FAIR plans may be particularly at fault. Through
vigorous action to deter arson-for-profit, FAIR plans might be able
to alleviate the arson problem substantially, R .

With. this in mind, the subcommittee in a letter of August 2, 1977,
asked the GAO to review the FIA’s administration of the program.
The analysis was not encouraging. - ,

The GAO’s report on arson in the FAIR plans, issued May 81, 1078,
bore out allegations of FAIR plan laxity in battling arson-for-profit.
And, though reliable statistics are scarce, the GAO found indications
that arvson-for-profit losses are a major problem in the FAIR plans.
A Massachusetts FAIR plan oflicial estimated that 40 percent of Mas-
sachusetts arson was FAIR plan-related, though the plan writes only
15 percent of the State’s fire insurance business (p. 439), The Metvo-
politan Chicago Loss Bureau claims that 33 percent of the fire claims
paid by Illinois FAIR plan were deliberately set (p. 488). In its May
1978 report entitled “Arsons,” the Illinois Legislative Investigating
Commission (ILIC) bore out the GAQ’s findings, stating that “The
correlation between the FAIR plan and the properties that are being
torched is too obvious and reoccurrent to ignore.” 27

The Property Insurance Plans Service Office, the national FAIR
plan organization, told the GAO that FAIR plans may be failing their
intended objective of revitalizing core-city areas and actually fueling
urban decay (p. 444). By providing readily available insurance to un-

* FAIR plans are now operating in California, Connecticut Delu.wnre,_Dlsti-lct of
Michlgan, éfﬁéﬂ%}i’“ﬁ’@‘s’&un“»"é"é@é‘biﬁs‘i& New Mizico, New York: Horeh Opichuactts

Oregon, Pennsylvania, Puerto Rico Rhode Island, Virginis, Washington, a
4 Argons,” Illinols Legislative ’Investlgnting 'Comgﬂssl'on, May %978,’3?0‘?“0“8“"
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scrupulous property owners, the plans provide a tempting incéntive to
burn.. Logically, this almost surely contributes to sosring arson rates:
Since damages on profit-motivated fires rarely get repaired;:a predict-
able pattern develops: where property values plummet, buildings are
abandoned, and avson follows. ' L .
Because the Federal Insurance Administration is charged with:
monitoring the effective achievement of FAIR plan goals, 1t is rea-
sonable to expect considerable concern over the-tendency of the plans,
as. currently run, to obstruct these very goals. As the law itself states,
the lack of insurance “accelerates the deterioration” of vrban areas.?
Yet, FTA has responded slowly to a sitiation which seems to challenge
its fundamental mandate. FAIR plan officials told GAQ that FIA has
continued encouraging the plans to extend coverage as freely as possi-
ble, despite warnings that this policy may be unwisé (pp. 444-447).
According to GAO, FAIR plans commonly encourage arson-for-
profit by: ' - : -
Providing insurance in amounts which far exceed the mar-
ket value of properties, thus making them more profitable to:
burn than to sell or use (pp. 441-445) ; o
Extending insurance to individuals without sufficiently
considering evidence: which might indicate their dishonest
intent (pp. 445-450) ; , S
Requiring 30 days’ notice on policy cancellation, during
which time criminals can “torch® their properties and collect
the insurance benefits, before the coverage expires (pp.
449-450). - - , . , : .

The GAO reported that some FAIR plans habitually provide any
amount of insurance requested by the applicant, without.attempting,
to determine the property’s true value. Other plans now attempt to
limit coverage to the estimated market value of the properties, thus
reducing the incentive to burn. For example, after ‘adopting this
approach in 1976, the Maryland plan registered a substantial reduc-
tion in fire losses (p. 443). o ‘

Regulations in some States require that payments be made at “cash
value” (replacement cost minus depreciation) rather than at market
value. In core-city areas where building costs exceed the sale valus of
structures, this system may provide a financial incentive to burn: col-
lecting the insurance brings more money than selling the property.

Several FAIR plan officials told GAO that the plans commoniy

rovide insurance to almost any applicant (p. 443). Many plans have
done little to improve their applicant screening procedures to cope
with arvson. The responsibility for the tardiness rests partly with FTA.
According to numerous FAIR plan officials, FIA’s policy has been
%hm; fs,f)\IR plan coverage should be extended as widely. as possible

PNeither the Urban Property Protection and Reinsurance ‘Act nor
FIA regulations require‘s FAIR plans to insure substandard risks. Tke
act specifies ‘that “reasonable underwriting standards”.sheuld be
applied. Yet, Illinois FATR plan officials complained to GAO that
FIA interpreted the “reasonable underwriting standards? in such.a

212 U.S.C. 1749 bbb, 42 U.8.C. 4011, |
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way that the plans felt obliged to insure almost any risk. The looseness-

of standdrds meant that the Illinois FAIR plan denied coverage to
only one applicant out of every hundred. _ tive
Investigative’ Commission * (ILIC) - also reported on: -this:difficulty,

The Ilinois Legislative:

Illinois FATR plan officials told ILIC that. the Depurtment of Housing"
and Urban: Development had epposed efforts to tighten underwriting -
criteria, meéaning: that the plan felt it.could deny coverage only 'in, -

extreme circumstances.: They. told ILIC that building code violations.
were insufficient grounds for denying coverage.* This view apparently,
corresponds with tlie policy of HUD as expressed in a July 29, 1970
HUD regulation which stated that “the mere fact that a property does
not satisty all current building code specifications would not, in itself,
suffice” (35 F.R. 12113--12117), as reason for denying coverage.. .
. Washington and Pennsylvania FAIR plan officials also complained
that FIA pressured them to cover dangerous risks (p. 447). So far,
FTA has done little to discourage the perception that 1t opposes effoits;
toward greater underwriting selectivity in the plans. An October 31,
1977, letter from then FTA Deputy Administrator John Robert Hunter
to Massachusetts FAIR plan (General Manager Eugene TLecomte
indicates a studied opposition to use of FAIR- plan underwriting
restrictions to combat arson. The letter states that: =~
* * * arson-for-profit can’ be successfully attacked, as you

have so ably demonstrated, through post-claim review and

vigorous prosecution of the culprits as opposed to attempts to

combat it through screening and selection practices. * * * %0 -

Many FAIR plan officials dispute this point, claiming that. arson-
for-profit cannot-be checked solely:through claims review and better
prosecution. Unless the. plans employ all the private underwriting:
prerogatives, except location, these FAIR plan officials say, arson will
continue to undermine American cities (p. 448). They believe that:the
glunshsho‘uld find and evaluate personal.background information, when

eciding whether to insure a risk (p.454). .

Although most States require private insurers to provide only 5-
day notice on policy cancellation, most FATR plans still operate under
FIA. rules requiring 80-day notice. FIA’s 30-day requirement is de-
signed to provide the insured enough time to procure a new policy.
But it can be costly in cases where it hampers cancellation of coverage
on a property likely to he torched: Although FTA has helped some:
plans explore altermatives to this policy, it has neither terminated nor
modified the regulation in any way. : .

Recently, several FATR plans have attempted to -alter their notice:
period from 30 days to five days. FIA has adopted an-inconsistent
policy; it has both quported and opposed these efforts. When the
Rhode Island FAIR plan applied to the State insurance department
for release from the '30-day requirement, the department asked FIA
for advice. FIA recommended approval of the 5-day notice, provided
that the State:insurance department would review each case (. 448):
A similar request by the Massachusetts FATR plan received no.sup-
port from FIA, and nvas subsequently denied by the State insurance
department. GA.O claims that the New York plan’s request also went

2 ¢ Arsons,” Illinols Legislative Investigating Commission,, pp, -38~-39,. 91,
8 See app, 1. C )
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unsupported :by FIA: because the plan, according to FIA, failed to
s(hov;;%l;nt the 30-day requirement caused undue hardship to the plaw

‘An IHlinois request drew initial support from FIA.in 1974, But, as
GAO officials told subcommittee:staff, F_IA».later.adviseditheﬁplmntfimt».
it should comply with & iewly enacted 1978 Illinois law requiring all
isurers {o provide 30-day notice.®* FIA’s advice was irrelevant since,
the Ilinois Insurance Department informed subcommittee statf, the
80-day requirement does not apply to the plans. FIA appears not to
know this, nor has it altered its earlier advice to the plan.®

- FIA COMMUNICATIONS “WITH THE PLANS

_'The controversy over the meaning of the Ilinois 30-day cancella-
tion law illustrates an overall weakness in FIA’s relationship with the
plans: poor communication. For example, HIUD Secretary Patricia
Harris responded to the GAO critique in.a letter to Senator Abraham
Ribicoft, chairman of the Committee on Governmental Affaivs. In-
cluded with.the letter was an FTA memorandum, commenting on the
T1linois law. To buttress the view that the 80-day notice law does apply

to the FAIR plan, the memo says: S .

* %k BTA wds informed by Mr. DeMott, the general -
counsel of the Tllinois Insurance Department, that legisla-
tion passed by the Illinois Legislature in 1975 in effect pro-
hibited the Divector of Insurance from continuing the 5-day
cancellation agreement. We are unaware of any other of-
ficial Illinois insurance department. opinion which differs
from the general counsel’s, and we note that the FATIR plan’s
counsel apparently subscribes to Mr. DeMott’s view (p. 261).

Subcommittes staff checked with the Illinois Insurance Department
and discovered that the Department has never employed anyone by
the name of DeMott.3® The statement above appavently refers to a
Daryl Demoss, who once worked as a staff attorney in the Departt-
ment. Demoss never has held the position of general counsel and
terminated his employment with the Department in 1976. o

When contacted by the subcommiittee staff, Demoss recalled possibly
expressing: his verbal concern to FIA. that the law. could interfere
with FAIR’s new 5-day notice option.™ He claims, however, that
neither he nov the. Department ever officially informed FFTA that the
law would interfere with the 5-day option. Demoss said good argu-
ments have been made, that the 30-day law for insnrance companies
does not apply to the plan, due to the distinction between the plan
and ordinary msurance companies.® ‘

The view now prevailing within Illinois is that the FAIR plan
remains free to exercise its 5-day option, despite the 1975 law. Dale
Emerson, assistant deputy director of the Illinois Insurance Depart-
ment, told GAO that the prevailing opinion within the department
is that the 30-day law does not apply to the FAIR plan®. . S

, n Interview with Dewsy Gibson, accountant, GAO, November 1078

% Intérview with ‘Dale Difierson, rassistant deputy director, Iitnots Department - of
Inﬂt{&n‘ce, November 1978, ' )
4 [{ N

u Interview wlth‘Dnryl ‘D‘emoss, November 1978.
. Ibid * v )

= Interview with Dewey Gibson, op. cit.
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" RTA also states in effect that’the FAIR plan: “subscribés? t  the

position it believes is held by the Illinois Insurance:Department. In
tact, plan officials told -subcommittee stafl that the plan has veviewed
the law, has decided it does not apply, and is currently exercising the
5-day option.®” : v ‘ SRR

- FIA has failed to supply the plans with up-to-date information
and advice on arson. As the arson situation has worsened and the need
forinformation has grown, the FAIR plans could have benefited from
information and advice on arson. The I'TA might have taken on such
a role, but did not. FAIR officials complained to the GAQ that assist-
ance and advice from FIA have been sorely lackihg. Although FIA
asserts that it has sent information to State FAIR plans and in-
surance departments g}) 281), FAIR officials interyiewed in Boston
and ‘Chicago reported that they had received no guidance on the arson
problem from FIA.?8 Indeed, FTA was unable to provide GAO with
any arson “guidance” information (p. 452).

Asked by Senator Percy in a letter dated October 6, 1978,* to sub-
mit arson information which has been distributed by FIA to the
Flan_s, the FIA supplied a scanty response (p. 282). Reprinted in the
rearing vecord (pp. 285-292, 317, 326), the documents include o
waiver of Ohio’s 80-day rule and letters encouraging other States
to take similar action, Also included are New York and Missouri
FAIR plan undeiwriting guides, touted by FIA as examples of
properly-expanded underwriting authority. Beyond this, the docu-
ments supply no information helpful to FAIR plans in battling arson,
FIA has been less than vigorous in keeping FAIR plans informed of
the nature of, and possible solutions to, the arson problem (pp. 285-
999, 317-326).

Yet, another oxample of FIA’s failure to provide gnidance involves
the practice of writing coverage on massage parlors, nude bars and
other such commerecial establishments, FATR plan oflicials in Boston
and Chicago said that such businesses have in the past been covered
by their policies.*® By enabling the establishment of FAIR plans, Con-
ovess intended to encourage comimerce in the inner city ; however, writ-
ing policies on businesses such as massage parlors and their ilk does
not appear to the subcommittee to be the proper way to achieve this
goal. While these type of businesses may be legal, they ave also fre-
quently the target of citizen protests, police raids and occasionally are
known to he controlled by underwor cll) elements. It is at least an open
q}};eshion whether they strengthen the economic and social fabric of a
city. '

FAIR plan officials advised the Subcommittee staff that they have
never had any guidance from FIA on this matter,* (Ilinois FATR
officials recently began canceling policies of massage parlors in the
Chicago aren, defenﬁing their action by telling the parlor owners that
it was not in ‘the public policy interests of the plan to cover these
operations. According to these officials, the parlors filed no appeal and
apparently iere able to obtain coverage in the private insurance
marlket, probably at higher premium rates.)

27 Interview witli: Edmund W. Murphy, i;ln’nnlng and dev;:lopment manager, Tllinots FAIR
plan, December 21, 1978.
:: %ntervlewzs with Charles Cliggett and Eugene Lecomte, op. cit.
See apn. 2.
:HE ‘tdcrgiew with Charles Cliggett and Bugene Lecomte, op. glt.
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FIA’s silence on this issue appears to be symptomatic of its attitude
towards ayailability of FAIR plan insurance generally: the agency
seems to view its role as making insurance available to all, In fact,
Congress intended that insurance through the FAIR plans should be
provided to rehabilitate deteriorating cities—that the plans were a
means to.a legitimate social and economic goal. FIA should review
tho . economie and social importance of massage parlors and the like
to determine whether insuring them through the FAIR plans veally
helps or hinders the goal of rebuilding the nation’s inner cities, and
then issue a guideline on this subject. Co ' o

FIA RESPONSE TO GAQ STUDY

Perceiving that FAIR plan arson-for-profit may well be a. major
problem, the GAO report recommended that FIA authorize pro-
cedural changes in the various FAIR plans. Specifically, the GAO
urged the FI% to: - , : o »

kequire FAIR plang to establish property values at the time of
coverage to eliminate overinsurance; ~ o

Require FAIR plans to weigh relevant personal background infor-
mation in deciding whether to 1ssue coverage;

Permit FAIR plans to use a 5-day cancellation notice, with in-
surance department approval of each case (p. 454).

pon reviewing the report, the FIA responded that the actions
called for would exceed FIA’s authority. In her letter to Govern-
mental Affairs Committes Chairman Ribicoff, HUD Secretary
Patrvicia Harris asserted that State regulations, not FIA require-
ments, govern FATR plan coverage and cancellation practices.* The
letter clisclaims any ETA. authority to tell the FAIR plans how to
proceed on questions such as those raised in the GAO report. Sccre-
tary Elavris overlooked apparently the fact that the FIA has in the
past itself issued regulations on FAIR plan cancellation notices and
other procedural matters, = : A

The letter reveals that FIA sees its oversight role as strictly limited
to ensure that FAIR plan coverage is extended as widely as possible
and that no applicant is denied coverage unfairly. Beyond this, FTA
feels it cunnot go. FTA. supports this view by referring to the act which
specifies FIA’s role of insuring that the plans are ‘Fx’mking essential
property insurance readily available.” The letter also argues that since
the plans are subject to State suthority, FIA would violate its %roper
role if it issued “blanket requirements” along the lines urged by the
GAO (p.251).

Contrary to this view, a broader interpretation of FTA’s role exists—
one which recalls the fundamental purpose of the act, While the law
requires the FIA to make property insurance “readily available,” it
also directs FIA to “identify any aspects of the operation or adminis-
tration of such plan which may require revision, modification, or other
action” to carry out the purposes of the Act (12 U.S.C. 1749 bbb, 6-a).
The language of the law has been used as the basis for the issuance of
FIA regulations that are binding on the FAIR plans. In the preamble
to the act, Congress declared that “the vitality of many American cities

Jo— +

4 See app. 3.
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is being threatened by the detevioration of their inner-city areas; * *
and this deterioration poses a serious threat to the natienal econor 73
*OXORD (12 U.S.C. 1749 bbb). The need to stem this deterioration was
the primary public policy motivation for thisact, :

There should be no conflict between the FIA’s role of “making prop-
erty insurance readily available,” and its vole of insuring that the
plang fulfill the policy objectives of the act. At the least, the FIA
should define “rensonable underwriting standards” (the language of
the act) so as to guide the plans toward stricter exclusion of unsound
properties and unreliable applicants. In the subcommittee’s view, it
has not done this. :

The FIA is concerned that FATR oflicials might use additional un-
derwriting authority unfairly to exclude worthy applicants, Excessive’

~u'ndcrwritin¥ might penalize deserving property owners without sub-
[

stantinlly alleviating the arson problem. Bub its concern that the plans
not abuse any broadened authority should enconrage the FIA. to pay
closer attention to the operations of the plans. Rather than merely re-
sponding to initiatives from the plans, the ITA. should develop and
issue specific underwriting guidelines. Current regulations state that
“reagonahle’” criterin may include: -

—physical condition of properties; :

—the purpose for which.the property is used;

—other characteristics which violate public policy and substan-

tially increase exposure to risk (35 .13, 12118-12117);

(Illinois FAIR officials told staff that the I'TA could improve its regu-
lations simply by changing an “and” (italic above) to an “or™.) 4

~—patterns of code violations; :

—an applicant’s adverse loss record.
The subcommittes sees no reason why these criteria should not be re-
vised to deal with arson’s special perils. Although the FIA’s concern
about “blanket requirements? cannot be overlooked, this is not suf-
ficient reason for failing to address the problem, Detailed guidelines,
rather than “blanket requirements,” may be the answer. By suceess-
fully reducing arson through carveful underwriting, while still making
nsurance reaﬁﬂy available for proper purposes, the FATR plans might
set an-example and a. challonge to be met by the voluntary market.

FIA RESPONSE TO SUBCOMMITTEE QUESTIONS

Gloria Jimenez, Administrator of the Federal Insurance Adminis-

tration testified at the subcommittee’s vequest on September’ 14, 1978,

but time constraints Jimited the sesps of questioning.

One of Administrat. » Jimenzz staternents bears partienler serutiny,
however: Asked by Sensfoe Percy whether the FIA cowrd Sssume
gréater responsibility in promoting FAIR plan ==Z:-arson strategies,
she responded ‘that, “I. don’t have any statutory authority over the

FAIR plans. They are within the States’ doman” (p. 262). But the

FTA. does hold regulatory power with respect to the FAIR plans (12
U.S.C. 1749bbb-8), which it has exercised in the past, though infre-
quently over the last decade. Since 1970, the FIA has published a sub-

.stantial number of regulations affecting crime insurance and flood in-

surance programs, but has remained virtually silent on FAIR plan

i i bt

@ Interview with Charles Ciiggett, op. cft;
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operations. Its most recent regulatory directive to the plans was pro-
mulgated in 1976. - B R o

Béeause of the time limitations of the hearings, Administrator
Jimenez agreed to respond in writing to submitted questions. On Qcto-
ber 6, 1978, Senator Percy submiitted a list of 20 questions * desighed to
elarify the FIA’s vecord and its cuvrent assessment of two basic issuocs
raised by the subcommittee investigation, specifically :’

(1) The outlook for improving FAIR plan procedures for

© sereoning and inspecting properties and applicants; and
C(2) FIA’s own role in guiding the plans toward prudent
policies. ’ o ‘

On November 6, 1978, Administrator Jimenez responded in writing.
Several of the answers were nonresponsive, incomplete, or possibly
misleading. . . :

. For example, Senator Percy’s question No. 10 (p. 279), asked for
FIA’s veaction to a case, cited by the GA.O, in which a State insurance
authority divected a FAIR plan to ingure an individual who was then
under indictment for arvson. Administrator Jimenez responded that
“we have been unable to identify either the individual in question or
the FAIR plan” (p. 279). The GAO advised subcommittee staff that
the plan in question was in Massachusetts.* Appavently, no one at
FTA had called to learn this. : :

‘The response to Senator Percy’s questions about problems in
the Illinois FATR plan was misleading in several respects and quite
inaceurate in the overall impression it conveyed (p. 277). The GAO
had reported the claim by Illinois FAIR officials that the plan had

little leowwy in screening poor risks. Ilinois oflicials had said that

coverage could be denied to an applicant only if:

The property was vacant; .
Previous unrvepaired five damage existed ; or
The owner had been convicted of arson (p. 446).

Aslked to comment, Administrator Jimenez asserted that three addi-
tional eriteria, not mentioned by GAQ, were operational at the time of
the GAO’s probe. She noted that the GAQ’s failure to mention these
additional eriteria amounted to a “serious misunderstanding” of the
FAIR plan situation: Consequently, subcommittee staff traveled to
Chicago and interviewed the Illinois FAIR officials originally intes-
viewed by GA.O : Manager Charles Cliggett, Controller John Andrews,
and Planning and Development Manager Edmund Murphy.*® Staft
also interviewed FTA. examiner William Curtis on this matter.”

~According to Curtis, Cliggett told him that, besides those criteria
listed by the GA.O, o number of additional underwriting criteria—now
used regularly—vere receiving sporadic use ab the time of the GAO
prove. When questionsd by staff of the subcommittee, Illinpis FAIR
olficials sonfirmed what the GAQ reported. Interviewed separately,
gach concurred that, at the time of the original probe, the plan’s erite-
vie for denying coverage were sssentinlly only.those Iisted 1n the GAO
report. o . ;
. ¥ Seeapp, 2.

:‘:':ri‘!}\t:rs‘;x‘g:or:xlltihttlggv;ggft(}rg?rm'cl")sp'cgl‘x%uctlng the interviews were Jonathan Cottin and

Murk Hager, .
47 fubcommittee sta® member Mark Hager conducted the Interview,
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- None-of the three reported:telling the GAQ that additional criteris
were in vegular use, New standards had been phased in sivee the GA
study, contrary to FIA’s assertion that “these underwriting standards
were effective and being eniployed prior to the G:AQ irivestigation” (p.
277). The officials also recalled expressing frustration to the GAQ over
their limited prerogatives to deny:coverage when the possibility of
arson. was reasonably.suspected: R S
In challenging the GAO’ perception, the FIA raised-a serious mat-
ter because the' Congress reliés on the GA.Q to supply it with useful and
aceurate information. Based on its own staff investigation, the subcom-
mittee believes that the GAO report accurately identified problems at
the FTA. o R T
- By disputing the essential accuracy of these perceptions, the FIA un-
fortunately avoided the real purpose.cf the 'subcommiittec question
which was to find out what criteria were then being used by FAIR
plan-officials in making day-to-day decisions about whether to insure
certain properties.. ’ ' , e :

This kind of response emerged again in the FIA’s challenge to the:
GAQ finding based on information from the same three officials, that
THiriois FAIR denied coverage to fewer than one out.of every 100 ap-

plicants. Attacking this claim, the FIA asserted that; “The Ilinois:

plan declined about 10 out of 100 applicants for insurance in 1977, and
thus far in 1978 about 22 out of 100 applicants, as contrasted with the
oneout of 100 cited by the GAO” (p. 277). Stafl pursued this discrep-
ancy, and Illinois FATR officials reaffirmed that they told GAO that
1 percent was the approximate rate of denial in the underwriting
process. s o T ' R

- The FIA appears to have developed its figure from the proportion

of applicants who Teceive coverageout of the total number of applica~

tions veceived and processed. Many applications are summarily re-
jected for being incomplete or for other technical reasons; for example,
the property may be located outside of FATIR plan jurisdiction. These
rejections have nothing to do with underwriting; and at least some of
them are reversed when:a properly completed application ‘is resub-
mitted. The FIA-quoted figures are not:helpful in determining the
plan’s diligénce in sereening out poor risks through the underwriting:
process. That agency’s quotatiori of larger numbers suggests again an
attempt to obfuscate the extremely serious matter of lax underwriting
practices which invite increases in arson-for-profit. : SR
- Senator Percy’s questions and the GAO report were both clearly
concerned with underwriting practices. The FIA, in essence, failed to
address the underwriting issue. In its eagerness to paint a rosy picture
of FATR plan efficiency, the agency chose'its facts with litéle concern
for relevance or materiality. . = .. R ,
The FIA concluded its answer to Senator Percy’s questions by-stat-

ing “A.pparently, serious misunderstanding by the GAO of the FAIR
plan situation, as evidenced by the specific Illinois case, has led toerro-
neous extrapolations regarding the nationwide picture of FAIR plans”
(p. 277). In light of what the subcommittee staff learned-about: the
Illinois situation, . this statement raises serious questions .about the
q};ial'itiy of communication existing between FIA and FAIR plan
0 C]u S' . N . - - N BN Wl . B * .

¢ Interviews by Cottin and Hager of Cliggett, Andrews, and Murphy.
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‘Several other responses-were not straightforward and: demonstrated.
the FIA’s continued reluctanee to take the lead in pradding;the FAIR
plans towdrd, greater caution with respect to arson. For instance, in

uestion No, 1, Senator Percy asked whether the October, 1977 letter to
the Massachusetts . FAIR: plan indicated that the FIA. views claims
review and prosecution as.a more worthwhile means to combat arson-
for-profit than strict underwriting selectivity. As noted above, the
FIA maintained that “arson-for-profit- can be.successfully attacked
through post-claims review and prosecution,.as-opposed to attempts
to-oppose 1t Athroulgh_ screening and selection practices.” The FIA ye-
sponded that this has never represented FIA policy, and claimed that
the ‘statement had. beeri quotet}) out of context. FAIR plan officials in
Magsachusetts, however, told subcommittee staff that they interpreted -
the letter to mean what it said, and that the quotation in question rep-
resented FIA policy as they understood it.*® . : Do

The FIA's ambivalent attitude. toward tighter underwriting
emerged in its .response to Senator. Percy’s question No.. 8, which

~asked whether F'ILA believed that screening:and:selection; should be
taken much more seriously by insurers, and. FAIR ‘plans in particular,
in light of testimony concerning the-ineffectiveness of post-claims re-
view and poor success rates in’prosecution. FIA said 1t was “unable
to- follow the logic of particularizing the FAIR plans for:screening
and selection” (p.279). - . -~ oo LTy

The.FIA. okgected to having the FAIR plans adopt tighter under-
writing procedures than.are used in the private market which also
sustains heavy .arson-losses.- But the underwriting standards in-the
FAIR plans are now -much loeser than -that which prevails in the
private market. By utilizing stringent, yet fair arson underwriting
standards, the plans. could help (1) save money, (2).achieve the gotﬁ
of urban revitalization, and &) Kroteot-thej lives'and  properties of
endangered inner-city residents. Advancement. of-these goals should
motivate the FIA to explore the problem of:effective anti-arson under-
writing and to better advise the plans-onhow to achieve it. I

Despite its.ambivalence, the FIA: has shown:some signs of respond-
ing to the need for revised FAIR underwriting:policies. Meeting with
the National Association of Insurance Commissioners (NAIG), EIA
officials said they “agreed in principle to include anti-arson-for-profit
provisions in the insurance policy” (p.:276). They also said that the
FIA is now revising FAIR plan regulations.“to encourage State in-
surance authorities to address the arson:question without unduly re-
stricting the availability of insurance for those who are in good faith’
entitled to essentinl property insurance” (p. 276). Though thé agency
does not specify: the anticipated outcome of this activity, the subcom--
mittee hopes that. close atterition: will be paid to the'need for tightened'
underwriting-stanidards; - oooc 0 T Sl L R e

- Qther FIA responses highlight specific issnes which' call for bolder
FIA:leadership: In question No. 7, Senator Pércy-inquired about the
practice of offering.coverage to persons with & history of suspiciouns
fire losses. In recent years; officials within some plans believed. that
FIA: would oppose derying coverage to individuals based upon their

" 6Interview with Eugene Yecomte, op. clt,
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histores of supicious fires. The FIA answered that-its regulations-de -
not require plans to offer insurance to such individuals (p. 278). -

This feply begged the question: If unceértainty exists on this'matter,.

the T'TA should move to dispel that uncertainty. The FIA notes that
underwriters should consider a history of suspicious fires, “so long as a: -

proper definition of ‘suspicious fire’is-used” (j. 278). But, the FIA.
does not state or indicate what it considers to be & proper definition of
suss’ vicious fire. It should do that promptly.’ S T

imilarly in its response to Senator Percy’s. question ~concemilig3
coverage for persons under indictment for arson, the FIA states only”
that it would endorse a “State policy of denying coverage” to such

persons. This response exemplifies the agency’s hesitancy in tacklihg: -

FAIR plan weaknesses. Again and again, the FTA: has insisted that
. it -will support State initiatives but has resisted taking a leadership
posture. As a general rule, public policy-would exclude offering cover-
age to accused arsonists. Yet, the F'IA: steadfastly refuses to assert
. itself on clear-cut policy issues such as this. This example illustrates:
the agency’s extraordinary reluctance—repeatedly revealed in the
course of the subcommittee inquiry—to make forthright policy judg-
ments on matters of critical importance. ST
- The answer to question No. 14 continued in that vein.- Senator
Percy inquired about the enormous financial lossés in the FAIR plans
and what could be done to reduce them. Rather thian addressing how it
might reduce those losses, the FIA asserted that the plans are needed,
that they were not intended to eatn profits, aiid that urban insurance
losses cannot be eliminated solely by improving the FAIR plang:
~The question was not intended to dispute the need for the plans, nor
does it claim or imply that the arson problem should be attacked solely
through the FAIR plans. The FIA wag-silent:on the crucial point
raised.in the;question : ‘Wheéther FIA:has.explored any' ways iii -whicly
losses' coiild be reduced.” SR : e
The FIA’s position; as evidenced in its:testimony, that the FAIR
plans comprise a minor portion of the total arson problem, would
carry more weight if it were borne out by some statistical support.
Yet;the agency has failed to develop independent information showing
the extent of FAIRplan arson-for-profit. ' i

OUTLOOK FOR FIA ACTION

. To the FIA’s credit, the agency has recently taken some positive
steps toward reducing arson-for-profit in the FAIR plans. A Sep-
tember 26, 1978 letter from Administrator Jimenez to insurance
commissioners in the FAIR plan, after her appearance before the sub-
committee, encouraged them to explore the advisability of seeking a
waiver of the Federal regulation requiring a 30-day cancellation notice:.
Though the agency’s record on this guestion has been-equivocal, the
letter indicates a growing awareness of a serious problem and a will-
ingness to do something about it ‘ :

- The. FTA-has also given some -attention-to.the problem of over:
insurance. For core-city areas, assigning proper coverage levels is
problematic. If coverage is pegged to replacement cost (or actual

L

i st it

et At
[ S o i e



R it e TV T T AT

69

cash value) as* 1e law requires in many States, it is ofténi more prof-
itable for th~ »wner to burn a property than to operate it or to sell it
at & depre .ed market value. On the other hand, if legitimate’losses
are cover .- only to market value; owners who wish to replace their
properties may be unable to do so. FIA and NAIC officials met on
October 24, 1978 to discuss the possible implementation ¢f a new policy
to resolve this difficulty. This policy would calibrate coverage to
market values—but in cases where a market value pay-off would fall

short of the needed replacement fands, the policy would provide full re-

placement funds to an owner who actually rebuilt his property. This

arrangement could make insurance funds available for structural re-

placement, without providing a financial incentive for arson. The sub-

committee is hopeful that the FIA will actively encourage )‘;hq FAIR

plans to adopt such policies. ‘ o ,
Despite these encouraging signs, the FIA clearly has yet to make a

full and active commitment to substantia

ing within the FAIR plans.

ily reducing arson profiteer-
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IX. FrxpiNes AND RECOMMENDATIONS

L : LAW ENFORCEMENT
Finding - PR

The subcomnittee, after more than a year-long investigation of
arson-for-profit, has found that this crime is virtually out of control.’
In 1978, insurance companies paid out $1.6 billion for losses caused
by arson. The absence of aunified effort to-deal with it has helped to
nurture an arson epidemic. Too many State and Federal law enforce-
ment agenties have all but ignored the steadily ncreasing incidence
of -arson-for-profit. Prosecutors are not funxious to devote time and
energy to these cases, primarily because of the difficulty in proving
their allegations. Meanwhile, organized crime has moved aggressively
touse arson as a vegular source of income. Torches, knowing thatlaw
enforcement agencies historically have been.weak in arson detection;
freely burn down homes—and factories, farms, and stores—without
fear of apprehension. S R

Axson detection has been traditionally. n local law enforcement
problem. Sadly, miost localfire departments-lag. -years -behind ‘the
technology of a professional torch. They need substaritial assistance
from the Law Enforcement Assistance Administration (LIEAA.), the
Bureau of Alcohol, Tobacco, and Firearms (BATTE), and the FBL
While the BATF and the FBI have worked more diligently with
local fire service agencies since the subcommittee’s hearings last fall,
local law enforcement agencies throughout the country report continu-
ing difficulty in getting LIEAA assistance. N

As the hearings demonstrated, arsonists are waging s continual
assault upon the country’s financial and physical stability. Insurance
companies must increase their preminms to help absorb the multi-
billion dollar losses occasioned by avson. City welfare agencies, using-
Federal funds, must expend a considerable amount of money relocat-
ing burned-out families victimized by arsonists. They frequently must
provide new furnishings and clothing for the homeless. Cities faced
with reduced property tax revenue—caused by the elimination thiough
avson of structures that were once taxable commercial enterprises—
look to the Federal Government for assistance through revenue-
sharing and other forms of aid. When rebuilding follows an arson,
construction necessarily involves the use of America’s dwindling na-
tional resources, These resources could better be used to increase the
Nation’s stock of housing and commercial structures. For them to be
used instead to replace what has been so callously and recklessly de-
stroyed is a tragic waste. ~ SRR S
Recommendations : S v

1. The excessive:loss. ofdife and property and its effect on the soeial:*.«
and economic fabric of the cities causéd by arson-is o matier of national

‘ (63) - ‘
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concern. Therefore, the subcommittee recommends that Congress con-
sider enacting legislation making arson a Federal crime. : S
Many local fire service agencies lack the technical expertise and .1e
manpower to deal appropriately with arson and the impact of this
crime on the Nation as a whole. The involvement of the Federal law
enforcement authorities'is a logical national strategy to protect the
commercial viability of the country, and to thereby start to reduce
the outflow of Federal funds to rehabilitate lives and properties need-
lessly affected by arsonists who act with impunity. o
2. The subcommittee commends the FBI and the BATE for mov-
ing decisively into.the arson-for-profit ared and recommends that those
agencies step up even.furthér their efforts in this field.. The subcom-
mittee requests these agencies to report. to the subcommittee by Feéb-
ruary 1, 1980, on the number of investigations initiated, indictments,
and convictions since the September 1978 subcommittee hearings. - -
3. The subcommittee notes “with .approval the appointment of
Henvy S. Dogin-as the new Administrator of the Law Inforcement
Assistance Administration. However; as evidence developed by: the
subcommittee  demonstrates, LEAA - has consistently- failed: to comi-
municate. directly with the fire service ageéncies; the subcommittee
recommends that Administrator:Dogin, work to overturn this historic
pattern of five service neglect. Since problems still -exist at LEAA,
Administrator Doginis asked to advise the subcommittee by Feb-
ruary 1, 1980, what steps have been taken to: . . . ‘
: l(;und arson control programs and State fire service agencies;
cand e , ' *
‘ Communicate directly with these agencies without going
¢~ through police agencies, since in many cases these two units do

&

“not communicate closely.

INSURANCE INDUSIRY AND FIA
Finding. -
- The arson “business” draws its profits from insurance payoffs.
Easily available insurance money makes arson one of the most luera-
tive criminal enterprises. Insurers often provide coverage on proper-
ties for much more than their true value, thus making “torch” jobs
profitable. Companies frequently extend coverage without checking
either the physical condition of the property or the background of the
applicant. Many in the insurance industry defend current practices,
claiming that thorough prior-to-coverage risk review would be too
. costly. o : C

Claims inspection practices help malke it easy to get away with
fraud. Insurers rarely challenge suspicious claims, permitting arson
profiteers to operate with relative freedom. Insurers claim that State
fair claims practices acts tie their hands, forcing them to pay benefits
or prove fraud charges within a brief, specified period, at risk of heavy
punitive damages for unwarranted delay in settling a’'claim. In addi-
tion, privacy laws prevent them from obtaining important evidence
from law enforcement authorities, the industry assevts., :

The insurance industry must share some of the blame for the arson
problem. ‘The subcommittee believes that the compsanies have, on the
whole, not shown enough diligence in pre-coverage inspection of prop-
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erties.and in loss adjustments. Some: State Jaws permit treble-damage
suits. against companies that resist paying .off.fire damage clpimants.
Understandaply, this practice—originally intended. to.proteet .con-
sumers, from - delaying .tactics by .insurance companiess—encourages
these companies .to' make quick settlements. Unfortunately, this pres-
sure to, settle, claims. quickly too. often impedes. complete ..arson
investigations. e

The Federal Insurance Administration (FIA) has not risen to the
challenge of reducing the attractiveness of arson as.a reliable source
of cash for landlords and businessmen seeking to liquidate their real
estate holdings, In fact, that agency has been woefully lax in carrying
out its legislative mandate for revitalizing America’s cities.

The subcommittee finds that FTA has failed to communicate effec-
tively with the FAIR plans and has provided little or no guidance
to these plans. FIA officials have contended that they lack the legisla-
‘tive authority to take decisive action concerning suspected arson. Cur-
rent legislation sponsored by Senators Glenn and Percy (S. 252)%
will require the FAIR plans to solicit more information from insur-
ance applicants concerning previous five history and allow the FAIR
plans to cancel policies more expeditiously when conditions warrant.

Recommendation

The subcommittee supports the provision in S. 2562 which establishes
an interagency committee on arson as an interim remedy for the ap-
parent lack of coordination between all Federal law enforcement
agencies with responsibility in the arson area.

It further supports the provision in S. 252 which requires the FBI
to make arson a class I crime permanently under its uniform crime
reporting system.

Conclusion

Above all, the subcommittee wishes to emphasize that the crime of
arson presents o very real threat tothe physical and financial stability
of our Nation’s cities. Unless this problem is brought under control,
serious sociological and economic dislocations will continue to occur.

The subcommittee, through its investigation, hearings, and report,
has tried to focus attention on the devastating nature of this problem.
‘The legislation which has been proposed in the Senate attempts to
address several of the most critical aspects of the arson epidemie.

TWhat cannot be legislated, however, is the necessary will of all par-
ticipants in the arson experience—the insurance comparies, law en-
forcement agencies, and the FIA—to work together wherever possible
against the arson profiteers who now exploit the institutional disarray
and lack of coordination.

Unless and until all these organizations unite against arson profi-
teers, the crime will continue to be popular with persons of ill will.
Until that time, arson-for-profit will wreak grievous damage both on
private property and on human lives, especially in America’s inner

cities.

% Hearings on S, 252 were held on Apr. 26 and May 4, 1979 before the Subcommittee
won Intergovernmental Relations. That subcommittee favorably reported the hill to the full
‘Governmental Affairs Committee on May 0, 1079, S. 252 was ordcred reported favorably by
ithe full committee on May 10, 1979. . ;
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' The Members of the Committee on -Governmental Affaiis, ~cept
those who were members of the Senate Permanent Subcommittee on
Investigations at the time of the hearings, did not sit.in on the hear-
ings on which the above report was prepared. Under these circum-
stances, they have taken no part in the preparation and submission
of the report except to authorize its filing as a report made by the
subcormmittee. :




= .
[

X. APPENDICES
ArpexpIix 1

Ocroser 31, 1977,
Mr. Bveers L. LecoMTs,

eneral- Manager, Massachusetts Property. Insurance Underwriting
Association, Boston, M ass. ‘ _
Dear Mr. Lecomrn : It was extremely gratifying to note in the Oc-
tober 17 issue of the New York Times and Boston Evening Globe of
arson probe undertaken by Attorney General Francis X. Bellotte in-
volving 35 fires between 1978 and 1976. I would like to take this oppor-
tunity to congratulate you and your staff for your assistance to the
attorney general. ‘

The very real and ubiquitous problem of “arson-for-profit” can be
successfully attacked, as you have so ably demonstrated, through pest-
claim review and vigorous prosecution of the culprits as opposed to
attempts to combat it through screening and selection practices, the
principal effect of which is to deny insurance to inner city residents
who are themselves the innocent victims of arsonists.

Keep up the good work.
Sincerely,

- Howarp B. Cuare
(For J, Robert Huntev,
Deputy Federal Insurance Administrator,)
(63)




ArpENpIx 2

I 'U.S. SENATE,

"7 Coyarrrres ON (HOVERNMENTAL AFFAIRS,

.. Sevars Peraaxext Suscosarrere oN INVESITGATIONS,

K B Washington, D.C., October 6, 1978.

;

Hon. Grorwa M. JomeNwz,
Administrator, Federal Insurance Administration, Department of

- Housipig and Urban Development, Washington, D.C. ‘
. Diar Ms. Jrmewez: As indicated to you during your appearance
on, Septemiber 14, 1978 before the Permanent Subcommittee on Inves-
tigations, the heaving record has been left open so that additional
questions could be submitted to you concerning the FIA. role in at-
tacking FATR plan axson-for-profit. :

Enclosed are questions to which I would appreciate your earliest
convenient response. a )

Thank you for your continued cooperation with the subcommittee.
" Sincerely, - :

‘ ' Cmartrs H, Peroy.

Enclosure.

Qursrioys SUBMITIED 10 GLORIA JIMENBZ, ADMINTISTRATOR, IFEDERAL
INSURANCE ADMINISTRATION, I'ROM T PERMANENT SUBCOMMITTEE
oN Invesrrearions, Ocroser 6, 1978

1. The subcommittee has heard four days of testimony on arson-
for-profit, much of which focused on the lax attitude of many insur-
ance companies with respect to claims review. In addition, an Aero-
space Corp. study released last October showed that fewer than one
out of every one hundred arsons results in a conviction. An October
1978 letter from the FTA to the manager of the Massachusetts FAIR
plan gtated, “arson-for-profit can be successfully attacked, through
post-claims review and vigorous prosecution of the culprits, as opposed
to attempts to oppose it throngh screening and selection practices.”

Is this an accurate indication of FIA policy at the present time?

2. Do you feel that screening and selection must play a crucial role
in efforts to eliminate arson-for-profit in the FAIR plans?

3. Considering what we have heard about the ineffectiveness of
postelaims review and poor success rate in prosecution, would you
say that screening and selection should be taken much more seriously
by insmrers—and by the TATR plans in particular—as a way to com-
bat arson-for-profit? . : ‘ A

4. In a report to the Congress last May, the General Accounting
Office recommended that the Secretary of Flousing and Urban Devel-
opment divect. the Administrator of FIA to revise its regulations to
require that all State FAIR plans adopt certain procedures to reduce
the risk of arson.

(66)
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(3

b) Ifnot, why not?
.- (¢) Will the regulations be devcloped ? .

(d) -When?. . . 7 .

5. The underlying purpose of tlie Urban Property Protection and
Reinsurance Act which originally authorized the I'AIR plans, was to
stem the tide of urban’ deterioration. FIA’s responsibility under that
act is to veview FAIR plan operations and to identify any aspects of
those operations requiring revision or modification in order to carry
out the purposes of the act. Since the GA.O report concluded that cur-
rent FAIR plan practices may encourage arson-for-profit, thus con-
tributing to serious urban deterioration, doesn’t I'TA have a responsi-
bility to scrutinize FAIR plan practices closely and to encourage
changes—such as tighter underwriting standavds—necessary to reduce
arson-for-profit? - ‘ ‘ _

6. The GAO report notes that arson-for-profit has skyrocketed
partly because most FATR plans issue coverage to almost anyone who
requests it. Illinois FAIR plan officials told the GAO they refuse to
insure only about 1 out of every 100 applicants. In general, they claim
there are only three conditions under which they can refuse coverage -

1. 'If previous unrepaired fire damage exists ;
2. If the property owner has been convicted of arson; and
3. If the property is vacant.

Does this attitude within the Illinois FAIR plan stem from guide-
lines or advice from the FIA here in Washington? If not, how is it
that officials across the courntry feel that FIA opposes efforts to require:
greater selectivity? :

7. According to the GAO, a Pennsylvania FAIR plan official feels:
that the plan could be obliged to insure an individual who applied to
the FAIR plan following a suspicious fire.

(2) Have you checked with this official ?

g b) Whathave you done to disabuse him of this view?

¢) Ave FAIR-plans obliged to cover properties owned by indi--
viduals with previous suspicious fires? o _ -

(dy Should FAIR plans consider a past history of suspicious fives:
when deciding whether to issue a policy to a given individual?

_.8. Should FAIR plans use all the normal insurance industry cri-
feria, except location, when considering whether to issue coverage?
. 9. Priorto issuing an insurance policy = o

(@) Should FATR plans explore infornmation pertaining to the ap-
plicant’s financial status, tax arrearages, housing code violations, or
fire history? . L S ‘ S
© (?) Do all FAIR plans gather such information as a matter of’
routine? ' B '

(¢) Which FAIR plans donot gather such data?

10. (@) Have you checked out the case, cited by GAO, in. which a
State insurance autherity ruled that the FAIR plan was bound to:
issue & policy to a particular individual even though that person was:
under indictment for arson at the time? o .

(b) What is your feeling about that action?

. ¢(a$ Have the regulations been revised as. A O suggested? . -
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11. Are FAIR plansyustified.in.denying coverage to person- nder
. reagonable suspicion by law enforcéent authorities of arson” )

12, (@) What advice or guidelines, if any, has FIA issued to the in-
dividual FAIR plans concerning its-interpretation of -“reasonable
underwriting standards” ? '

(b) Please provide copies of these guidelines. )

. 13. (@) What specific information, if any, has FIA independently
developed to identify the extent of arson-for-profit in the FAIR
plans, and the extent of:organized-crime involvemeent in this crime?

(0) Plense provide data compiled on this.

14, According to GAO, FAIR plan losses in just tvo States—New
York and Michigan—have reportedly amounted to nearly $130 mil-
lion. While FIA has challenged the total figure, it has not denied that
the losses are substantial.

(@) Since these losses are eventually passed on to conswmers in the
form of premium rate increases, what should State insurance oflicials
do to reduce FAIR plan losses? \

(0) Have you advised representatives of private companies par-
ticipating in the FAIR plans what to do about them?

¢) What was your advice? -

d) What position or positions have they taken, and have you
acted on any of their recommendations?

15. In response to GAQ recommendations that FIA encourage
FATIR plans to conduct background checks on insurance applicants,
Secretary ¥arris has responded that the State officials are in a better
Position to establish criteria for these checls than FIA. Yet, the GAO
reports that many FAIR administrators arve confused about what they
«can and cannot do with respect to background checks.

@) Why are they confused ?
bt ?I{ow can they act intelligently if they don’t know what FIA
wants?

(¢) Is there no way that FIA can assist these confused FAIR
administrators so that they have some guidelines to follow on this
crucial issue? '

(d) Will FTA now provide guidelines to help avoid covering at least
the most obviously unacceptable risks? ‘

16. According to the GAQ, an FIA official claimed that FTA had
provided arson-related material to the FAIR plans and State insur-
ance departments; however, FIA provided GAO with little arson-
related information that had been seen by the FAIR plans. Further-
more, FAIR plan officials complained that the plans had no guidance
from FIA on the arson problem.

(a) What is your explanation for the discrepancy between FIA’s
«claim that arson information had been distributed and the fact that
FIA could produce little such information to show GAO, while FAIR
‘plans maintained they have received no guidance on arson from FIA?

(b) When. will FTA provide guidance, on this matter to the State
FAIR plans and insurance departments?

17. Secretary Harvis resists the GAO recommendation to reduce the
notice of cancellation period from 80 days to 5 days, saying that some
States alveady follow the 3-day rule. '
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{ ag Tor the record, are you in favor or against the 5-day rule?
1) Do you not think that a 5-day rule would substantially reduce
the chances for illegal fraud fives? ~ v

(¢) What steps, if any, has FIA taken to encourage adoption of the
5~c‘ls&y rule among the individual Plans? ‘

(d) Why can T'IA not encourage the States to establish a 5-day rule,
mthg;: i;%mn gband by whilo the States flounder over this serious
guestion ' '

18. Rather than paying cash replacement value, several FATR plans
have begun to limit coverage to the market value of the property. Will
this help to reduce the risk of ux‘-.son;for&prdﬁﬁ? ' ‘

n) Why not encourage all Statesto do thig?
b) Has FIA tsken the initintive on this?
o) Willit? ‘ |

19, The GAO report indicates that poor claims investigations by the
FAIR plaus may allow many axson-for-profit cases-to go undetected.
You have already described two States where you are satisfied with
claims investigations, What sbout the rest? , :
. 20. Your testimony referred to a possible system whereby FAIR-
insured five vietims choosing to remain in the community would receive
enough money to rebuild, bub those choosing to leave would receive
lesser amount;, thus discour ging intentional arson.
~(a) Has TIA token an “teps to submit such an idea, in concrete
form, to State insurance ar. . orities?

gb) Tf not, why not? «

¢) When will FIA encourage adoption of such n strategy by the
individual plans?
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Tur Secrerary or Housixe ANp URBAN DEVELOPMENT,

. e © . Washington, D.C., August 29,1978,
Ton. Asramas A, Rmicorr, .. : C
Chairman, Committee on Governmental Affairs,

U.8. Senate, Washington, D.C. ‘

Drar Mr, Cramraray: I-am writing in response to the General Ac-
counting Office’s report,. “Arson for Profit: More Could Be Done To
Reduce It.” ! ' '

Despite its broad title, the report does not discuss the entire prob-

lem of arson-for-profit, but concentrates on the extent to which 1t
ds a problem in State-established fair access to insurance requirements
(FAIR) plans. Otr primary concern about the xeport is that reuders
not con¢lude that arson-for-profit is extremely widespread in, and is
essentially confined to, FAIR plans. The fact is that arson-for-profit
is o prostitution of the insurance mechanism for purposes of greed
-and is an extremely serious crime involving all insurance. It should be
emphasized that about 1,000,000 American families and businesses are
insured through FAIR plans, and less than 5 percent of these have
had claims ¢f any nature, much less arson-for-profit. In any given
year, 95 percent of policyholders in the various FAIR plans have no
losses. A study of incencliary fire incidence in the metropolitan Chi-
«cago area shows that in 1977, FATR plan arson-for-profit represented
only one-half of 1 percent of the total number of fire claims. FIA
insurance examiners, who have continually examined FAIR plan ac-
tivity for many years, ave of the opinion that under FAIR plans
more examination of suspicious fives are performed than are genervally
done by the voluntary market. 'AIR plans have a reputation of being
tough on claims, using every procedure at their command to reduce
the size of losses.

Fowever, we agree with the GAO that there is room for improve-
ment in the FAIR plans and that solutions to the Nation’s arson
problem must he sought at the Federal level as well as the State level.
Ms. Gloria Jimenez, the Federal Insurance Administrator, has alveady
begun to explore solutions to the complicated problems involved in
providing insurance to the deserving while excluding those who would
-abuse the program. In the enclosed memoranda from Ms. Jimenez to
the Txecutive Committee of the National Association of Insurance
Commissioners (NAIC) (attachment No. 1 to enclosed FTA memo-
randum), many of the issues raised in the G:A.O report ave included
as areas of concern and problems to be solved. We intend to do all
in our power to work with the State insurance agencies and the in-
surance industry to improve the effectiveness of the FAIR plans.

The GAO report makes four recommendations, three of which deal
with FAIR plan administrative procedures requiring supervision by
the State insurance authorities. Before addressing these recommenda-
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tions, I would like to make some comments with regard to the limita-
tion of FIA’s.authority and the roles of the Federal and State govern-
ments. The supervisory responsibility for the FAIR plans is-clearly
delegated to the States under the -act and consistent ,with the
McCarran-Ferguson Act’s philosophys Congréss did not provide for
a host of Federal investigators handling insurance regulatory mat-
ters. (In light of the importance of the respective Federal and State,
roles, we were concerned that the list of oyganizations contacted did
not include even one State insurance department, the very authority
which is responsible for the FAIR plan in each étate.) ‘The FIA has
the responsibility for monitoring the effectiveness of the plans in mak-
ing essential property insurance readily available at reasonable rates.
The FIA does not at present have the statutory authority and staft
resources to supervise c'l[uy-to-duy underwriting decisions to assure the
availability of essential insurance to deserving FAIR plan applicants
and exclude those intending to commit fraud. )

Turning to the recommendations of the GAO, we have the follow-
ing comments: o :

Lecommendation 1

Require that all FAIR plans establish property value at the time
of underwriting and eliminate the practice of giving property owners
any amount of insurance desired,
HUD response

Many States already follow this practice. These are State sanctioned
requirements and not FIA requirements; if these could be requirved
of the total insurance market, which they are not, we would consider
a vevision of the FIA regulations. However, since there is disagree-
ment over the most equitable way of establishing property value, a
sweeping requirement could be used to limit adequate coverage of de-
serving risks. The same measure which serves ag a disincentive to
arson profiteers can also prevent homeewners from being able to ve-
build their homes after a fire. The obvious result is neighborhood
abandonment. As has already been stated, we will work with State
agencies to elimiinate any incentives for arson for profit that may exist
in the FAIR plans widmout violating the interests of the 99 percent
of the FAIR plan market who are there because they have no other
recourse to insurance and not for the purpose of committing criminal
fraud. Wa will also examine our regulations to see if there 1s any way
}hnt lwe can encounrage the States to take further action to eliminate
raud.

Reconvmendation 2

Require all FATR plans to obtain and consider information con-
cerning the charvacter of the property owner in its determination of
insurability, as the insurance industry does.

HUD response )

A few FAIR plans apply such criteria on a selective basis today.
Rather than establish a blanket FIA requivement, we tire of the opin-
jon that States are in a better position than the FIA to determine
which criteria ave most appropriate within their respective jurisdic-
tions. Where States have requested it, we have permitted different
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underwriting criteria based on the collection of such data. We do not
in any way, as the report itself points out, prohibit reasonable under-
writing standards to be applied in any State..What-we oppose, as
our regulations state, is the application of standards'which are not
televant to the risk against which insurance is'being sought. When one
considers that the FAIR. plans receive approximately 450,000 new
applications and 600,000 renewal applications a year,.a blanket re-
quirement to obtain the type of information which would make. pos-
sible a reasonabls judgment regarding a property owner’s character
would result in a tremendous cost burden on the FATR plan system.
‘Whereas the private insurance market can deny coverage on the most
tenuous basis, the FAIR plan would be obligated to perform a much.
more in-depth analysis. Therefore, to suggest that the FAIR plan.
could do it as the private market does is misleading.

Recommendation 3 o
- Permit FAIR plans to uge a 5-day cancellation notice with State:

insurance department approval in each instance.
HUD response '

FIA has, in fact approved every reasonable request by State au-
thorities for underwriting flexibility ov special cancellation preroga-
tives. Indeed, three States now are administering 5-day cancellation:
provision procedures. In the State of Illinois, the FIA and the Illinois.
msurance commissioner, working together, in 1974 established the
pilot plan for constructive-abandonment procedures providing for a.
5-day cancellation notice. Subsequently, we were notified that the
Illinois State Legislature had enacted into law canceliation provisions.
which, in effect, prohibited the divector of insurance frony continuing-
the 5-day cancellation agreement.

Fecommendation 4

‘We also recommend that the Administrator discuss the desirvability
of adopting the broad evidence rule basis with State insurance au-
thorities in those FATR plan States that require insurance payments.
at actual cash value without consideration of market value.

HUD response :

On July 12, 1978, the Federal Insurance Administrator, meeting
with members of the NATC Executive Committee, included fire insur-
ance indemnification as an issue warranting FIA-NATC attention:
(see enclosure). A factor which complicates action in this area is the
differing interpretation given to the term “actual cash value” by the-
various States. For example, in New York, the meaning of “actual
cash value” is controlled by New York law as interpreted by New
York courts. From a very early date, the New York courts have con-
strued the term in accordance with what is generally known as the:
“broad evidence” rule. That rule is to the general effect that the trier
of fact is not confined by rigid rules of valuation in determining the
actual cash value of property. Such value may be represented by
market value, or by replacement value less depreciation, or it may be
vepresented; by some:otherbasis which, under the circumstances of’
the individual case, provides a better measure for indemnifying the:
insnred fairly for hisloss. - '
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Other States treat this matter quite differently. In some non-FAIR
plan as well as FAIR plan States, the legislatures have enacted valued
policy laws which require the insurer to pay the face amount of the
policy upon the occurrence of a total loss. Obviously, coverage is viti-
ated by fraud; but absent frand, it is the public policy of such States
that the insured shall be entitled to recover the total Joss on the same
basis that he has paid premiums. We do not have the authority to sub-
stitute some other public policy for the policy adopted by those States.

However, as indicated above, FIA has inifiated discussions with the

" NAIO on the fire insurance indemnification problem. The Federal

Tnsurance Administrator has also requested insurance representatives
to focus on revised policy language. :

Let me assure you that the FTA will work with State insturance au-
thorities and the insurance industry to improve underwriting mecha-
nisms consistent with the objectives of the FAIR plan. The GAO re-
port contains other specific points warranting clarification wwhich are
addressed in the enclosed FIA memorandum. If you have any addi-
tional questions regarding any of the issues raised, please Jet me know.

T am sending sn identical response to Congressman Jack Brooks,
chairman of the House Committee on Government Operations,

Sincerely yours,
Parricia Roperts HArris.
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