

















































































































































































































THE MAKING OF MONEY

While minimally compensated employees labor in a profit-or-
perish atmosphere to sell exorbitantly high priced products by
emphasizing handicaps, whether they be serious or not, it is
possible for the owners of these companies to make enormous sums
of money for themselves in the process. The Commission believed
it important to present at the public hearings details as to money
making in order to inform the public that besides no charity
whatsoever being involved in these profit-oriented businesses, a
considerable part of the price paid for the products sold in the
name of the handicapped can go to the personal gain of an in-
dividnal or group of individuals, none of whom are handlcapped in
any way.

Accordingly, the Commission, working from a base established
" by the State Division of Consumer Affairs, investigated the cor-
porate evolvement and the fiscal affairs of the previously men-
tioned Torch Products Corp., one of the more established and
proposerous enterprises in the industry.*

TuEe ORIGINS OF TORCH

In February, 1965 a company named Fterna § of New Jersey
was officially incorporated as a profit-miaking business under Title
14 of the laws of New Jersey to engage in the sale of household
products. Although not listed on the incorporation papers as an

" incorporator, Salvatore M. Caravetta, then in the employ of an-

other corporation, was an investor in Hterna 5. Louis Ruina,
brother-in-law of Mr. Caravetta and an employee of Eferna 5 and
successor companies, testified Mr. Caravetta had 60 per cent own-
ership of the corporation.

* The Commission’s accountants also investigated the books and records of the previousiy
. mentioned Handy-Cap Organization Ine. but found those documents in such a state
of chaos and inadequacy as to prevent any meaningful analysis. As previously dis-
cussed, the principals of Handicapped Workers Inc, Philadelphia, who along with
their books and records were beyond the Commission’s stbpoena jurisdiction, did not
cooperate with this investigation. The Commission notes, however, that an official

- of this firm described the corporation as a million dollar business in an interview with
2 Ph1ladelph1a Inquirer reporter.
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During 1966, Mr. Caravetta purchased the rest of the stock of
the company and changed its name to American Homelight Corp.*,
still a profit-making organization soliciting telephonically the sale
of household produets; prineipally light bulbs. It was at this stage . -
in time, according to Mr. Caravetta, that the company began hiring
whot it ‘eonsider ed to be handicapped workers for the phone solicl-
ta.tlons and to appeal in the name of the handicapped. -

© With the change to American Homehght, Mzx. Caravetta became

President of the corporation and his wife, Rose Marie, became

Secretary Becanse of a conflict with a name being used by another
. corporatmn Mr. Caravetta changed the name of his company once

* Tore in 1966 to Brighter Homes Corp., still incorporated for profit
to-sell household products by phone and still with Mr. Caravetta

das owner and President. Franchised operations were established
by Brighter Homes in five states in addition to New Jersey.

A Tax SHELTER Is FOUND -

" Prior to the Federal Tax Reform Act of 1969, 1t was permissible
under foderal i income tax law .for profit- mak:lng corporations to
“sell”’ their businesses to non-profit religious organizations which
are not subjeet to federal corporate income taxes.. The pattern
that emerged as many businesses headed for this tax shelter was -
for a small down payment to be made by the religions organization
for the purchase of the profit-making business. The business then
became a division of the religions organization, althongh it re-
mained in its same plant and offices with no change in the manage-
ment. The managers simply became the salaried managers of the
division.

~ To accomplish the ‘“‘purchase’ of the stock of the profit-making
companies, the religious organizations entered into agreements:
that a large percentage of the earnings of the new divisions would
not go to the organization but rather would be used to pay over
a number of years the full purchase price, often set in the millions
~of dollars, Thus, as will be seen relative to Mr. Caravetta’s com-
pany, earnings of the profit-making companies, now divisions of
the religious organizations, wounld continue to flow back to the
stockholders of the profit-making corporations because of the

" #Charts numbered One through Four on pages 65 to 68 of this report graphically °
outline the evolvement of Torch and its. predecessor companies and should be referred
ta in connection with this section of this report.
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CHART ONE

AM ERICAN I-IOMELIGI-IT CORP

Incorporcted June 2l 1965 Tltle 14

American Homellght Corp
Change of Name Amendment ‘

BRIGI-ITER HOMES CORPO RATION

Oct. 25, 1966 :
O_ff‘lcers S.M. Caravetta, (Pres)

H. Sant Ambroglo_ (Secy)

Articles of MERGER Apiil 26,1968
American Brighter HOmes, iInc, {Mich. Corp)
Brighter Homes of America ( 111, Corp.)

1 Brighter Homes of America ( N.Y. Corp.)

" Brighter Homes of Florida = ( Fla.Corp)
Brighter Homes Products ( Penna.Corp)
Brighter Homes of Penna. .~ (PernaCorp).

into BRIGHTER HOMES CORPORATION

(survivor)
Officets : S.M.Caravetta, ( Pres.)

Rose Marie Caravetta, { Secly)

BRIGHTER HOMES CORPORATION

Corporation Charter Amended to Allow
‘Additloncﬂ Shares for the Stockholders
Moy 31 1968




CHART Two

Artlcles of MERGER June17,1968

Brighter Homes Company ( NY.Corp).
Brighter Homes of Ohio  (Del. Corp)

INTO
BRIGI-ITER HOMES CORPORATION(>:N.)

(suavnvo&)

- STRATFORD RETREAT HOUSE

incorporated July 13,1964
Religious Corp. (N.Y. )

Incorparators: .

John Crew Tyter

Maurice Cudmore

Fred L. Stuart

Alice M. Stuart

Paul Morris

BRIGHTER HOMES CORR / STRATFORD RETREAT HOUSE
Agreement for Sole: June10, 1968
Effective : July 1968
Buver: Stratford Retreat House
Sellers:  Brighter Homes Corporotmn
S. Caravetta -
R.Caravetta
J. Callery
M. Gabriel
H. Sont’ Ambrogio
J. Schechter
D. Robinson
W. Dashem
D. Hedberg
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CHART THREE

TOQCI'I REHABILITATION ORGANEZATION INC

306 South State St, Dover, Delaware

Incorporated :  Sept.21, 1970 (Del) Non Profit
Incorporators : . Asher Lcms Cohen & Lipton Esq.
Trustees :  lrvin Alien

Rev. Mourice Cudmore
AsherLons

Donald Tannenboum
S. M Caravetta

Officers: Harold Russell, Pres. .. Asher Lans, Secy

suasup:mav

 TORCH - THE ORGANIZATION TO CONQUER
| HANDICAPS, INC,

Incorporated : Sept. 23,1970 Title 14 (N.J)

Board of Directors :  S.M.Caravetta
_ Michael Gabriel
John J. Callesy

Regtstered Agent : John J.Callery

Licensing [ ' - B Saleof
- Agreement M : B8 TORCH -
September B o 3 Division
30,1970 k= ' £ Assets

STRATFORD RETREAT HOUSE ..
A CHARITABLE ORGANIZATION :

On Sept. 30,1970 Brlghter Homes Corp. and Stratford
Retteot House modified the 1968 agreement of sale.
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- CuArT FOUR

" TORCH - THE ORGANIZATION TO
CONQUER HANDICAPS . INC.

Incorporated : Sept. 23, 1970 Title 14 (N. J)
Board of Directors : S M. Caravetto
. Michael Gabriel
John J. Caltery

Registered Agent : John J. Callery.

TORCH - TheOrganization to Conquer Handicaps, Inc
Chonge of NameAmendment : TORCH PRODUCTS CORP.

Dec.15,1972 - 177 Main St West Orange , N.J.
Officers : Homld Russell , President
Michae! Gobnel Vice President.
dJohn J. Callefy, Secretary
Registered Agent : John J. Collery

NATIONAL CONSUMERS REPORTING SERVICE . INC.

393 Pompton Ave.,, Cedar Grove, N, J.
Former Of‘ﬂcers
Joth Collery, Presideit = Tregsurer
Rose Marie Caravetta, Secretary

NOTE This orgonization is a collection agency

- for - _ _
' r;
“ November 1972 ‘ J
% Sale of N.C.R.S. stock " _
Seller:RM.Caravetta nd
_ Buyer:Contad LoMaita - w2

NATIONAL CONSUMERS REPORTING SERVICE ,INC. |
547 Bloomfield Ave., Bloomfield , N. J.

President: Conrod Lo Maita




agreements .to. purchase. Most impertantly, the earnings of the
. business were.-no longer subject to the federal income tax.:

By 1968, Mr. Caravetta moved his Brighter Homes Corp. into
a position where it could be offered for sale to a religious organi-
zation. All the Brighter Homes units were merged mto a parent
~ corporation of the same name, which corporation issued additional
shares of stock. Mr. Caravetta remained the controlling stock-
holder, keeping 50-plus-a-fraction per cent of the shares. Among
~ the other stockholders were Mr. Caravetta’s wife and two execu-
tives of Brighter Homes, John J. Callery and Mlehael Gabrlel as
well as five other investors.

The merged and restructured Brighter Homes Wlth Mr: Cara-
vetta as President, proceeded to shop around for a rehglous or-
ganization which would agree to a handsome purchase price and
provide a tax shelter. The ““purchaser’’ ultimately found was the
Stratford Retreat House, a non-profit New York corporation which
was a part of the Stratford ¥ ull Gospel Church of 'White Plains,
- N.Y. Among the incorporators of the non-profit corporation were
the Reverends John Crew Tyler and Maurice Cudmore. =

The piurchase agreement “obho ated?’ Stratford to purchase most
of the stock of Brighter Homes for $5 million. Terms of the agree-
ment were for Stratford to make a $150,000 initial payment and
then pay the balance of the $5 million over a period of no more
than 15 years by paying 70 per cent of the earnings gene1 ated by
the new division to the stockholders of Brighter Iomes.*

Thus, Mr. Caravetia as owner of 50-plus-a-fraction. per cent of
Brighter Homes stock, stood to receive more than $2 million from
the agreement, if payment was made in full over the vears. The
agreement, then, can be viewed as nothing more than a method of
" making Stratford a tax-free conduit for passing along most of
Brighter Homes earnings to the personal gain of the former owners
of that corporation. Additionally, the cost basis to Mr. Cavaretta -
of his stock in Brighter Homes was only $150,000..

Mr. Caravetta testified to that point and to the tax shelter reason
for selling the business to a church-related organization:

Q. Would it be fair to say that the prime reason

why you sold this ongoing, profit-making, taxpaying
# Stratford’s “obligation” under the agreement was not a stringent one. If the earnings
of the new division were insufficient to generate $5 million, Stratford would not be

required to make any payments. Thus, the agreement gave the corolla.ry beneﬁt of no
risk to Stratford
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company to the chwrch was because you wished to
- receive the benefit of the church’s tax-free umbrella?
A. As all other companies who sold to churches,

Q. Well, is that a true statement?
A, Yes, it is, the same ag all the other compames
that sold to churches : '

* #* #* * *

Q. Well, do I understand you to say that the reason,
one of the reasons why you sold to the Stratford Re-
treat House was because you felt that tk@s wowld as-
sist the handicapped? '

A. Not the initial reason, no. T explained the initial
reason. ' '

Q. Well, was it-one of the reasons?
A. It was one of the reasons, yes.

(). Was the primary reason the fact that you
wanted this taz-free shelter? '

A. Yes, unless it was illegal and which was not
according to the Supreme Court of the United States
of America. We broke no law.

Q. All right. Did you-——o
The Chairman: Mr. Caravetta, I don’t believe any-
.one is gquarreling with youn or disputing the fact that
-if the law were such, that you could take advantage
of it. We’re not being critical, we’re just asking you
" to answer the questions.

- The Witness: Yes, sir.

Q. What was the cost basis of the fifty-some-odd
per cent of shares of stock that you sold to Stratford
Retreat House?

A, You’re talking about my cost basgis?

Q. Your cost basis of the stock that you owned
Brighter Homes just prior to the sale.
A. My best estimate is somewhere around $150,000.

Q. And for that $150,000 on this particular trans-
action you stood to receive approximately two and a
half million dollars; is that correct?

A, If the company earned it, 1 stood to receive it,

yes.
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THE CHARITABLE UMBRELLA

Another decided advantage for Brighter Homes to operate as a
division of a non-profit religious organization was that it eould
state that fact in its sales solicitations and, thereby, stimulate
even further the charitable instinets of the prospective purchasers
of light bulbs and other household products. Additionally, the di-
vision was given the name of Toreh, The Organization to Conquer

- Handicaps, an obviously misleading name in the absence of any
rehabilitation program for conquering handicaps.

"With the new non-profit umbrella and a name emphasizing the
handicapped, business inereased. As profit-making Brighter
- Homes, the sales level was at $2.8 million, a year. That level
reached the $4 million mark and continued upward after the switch
to the Torch Division of Stratford. Mr. Caravetta testified about
the use of the new umbrella:

Q. Was there any change whatsoever in the method
of operation between Brighter Homes of New Jersey
or the Brighter Homes Corporation and the Torch
Davision of the Stratford Retreat House?

A. Yes, we made the pnblic know immediately that
this Stratford, that the Torch Division of the Strat-
ford Retreat House was an integral division of the
Stratford Retreat House and it was a nonproﬁt
church that owned this business.

. Did you make the public know that it was a
charitable enlerprise?

A. We stated that the business was owned by the
Stratford Retreat House, an 1nterdenom1nat10na1
nonprofit church.

Q. Well, was the Stmtfwd Retreat House a char-
itable organization incorporated under the laws of
New York? : '

(Whereupon, the witness confers with counsel.)

A, As far as we know, it wasg Incorporated under
the religious incorporation laws of New York, and if
they—I’m sure they had every right to perform any
charities that they wanted to.

Q. Well, you changed over and youw became the
Torch Division of Stratford Retreat House, did you
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let the pﬁblic of New Jersey,; the -p,e_o'ple that you were . . .

 dealing with, your customers, know that you were now
‘@ charity or, at least, you operated as a chardy? "

(Whereu_pori, the witness donfér_s with cOunsel-.')‘

A, We let everybody know that we were owned by
“a chureh, a nonprofit interdenominational church
 called the Stratford Retreat House. -

% L3 -% #* #*

Q. Did you indicate to them that their purchases

. were, the purchases of the bulbs that they made, were

‘being made from a nomamﬁt orgamizafion or o re-
- ligious foundation?

A. Repeat that again. You said something about '
the words ‘‘the bulbs made.”’ '

" Q. What freprese%mt@cms did you make to your
: customers the people that were buying your bulbs,
whemn you begcm to operate as the Torch Dwzswn of
Stmtford Retreat House?

AL "We told the truth, We told them Torch was a
division of the Stratford Retreat House, a nonprofit
organization. We put this in the liferature and we
tried to advise the customers of all the true facts.

. You advised them in your telaphowe sales sol@cfa—
tations? '
- A. "Some in the telephone, and we made sure 1t was
oleal ly deseribed in the literature that every customer
received.

Q. How was business? How was your business?
"~ A. It continued on and it contnmed to grow:

Q. Was it good? '
A. Yes.

Salaries of executives of the business also increased as they
continued in their same managerial roles in the same Brighter
‘Homes offices in New Jersey. Mr. Caravetta’s salary was $50,000
per year at the time of the start of the Torch Division. Two years
later it was $100,000, the same salary he receives now as Chairman

and Chief Executive Officer of Torch Products Corp.
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‘TAX REFORM RESHAPES THE ConNbuUlT

By the latter part of 1969, the Federal Tax Reform Aect had
become effective. Among the loopholes it cloged was the ‘‘sale’’ -
of proﬁt—makmg businesses to churches under agreements funnel-
ing corporate-income-tax-free earnings back to the owners of the
business. It did so by making churches subject fo paying income
tax on businesses which were not church related.

During 1970 Mr. Caravetta took steps to cope with the new tax
law situation but still have earnings of the Torch enterprise fun-
nelled back to the Brighter Homes stockholders. In September,
1970, a nonprofit corporation called Toreh Rehabilitation Organi-
zation, Inc., was formed under the laws of Delaware, with Mr.
“Caravetta and the Rev, Cudmore among the trustees, That same
month a subsidiary corporation of the Delaware corporation was
-established under Title 14 of the laws of New Jersey as a profit-
making corporation. The enterprise was given the name Torch,
. The Organization to Conguer Handicaps, Inec., the same name as
the Torch Division.

As of September, 1970, $1.1 mlllmn had been pald to the stock-
_holders of Brighter Homes under the agreement by Stratford
to ‘‘purchase’ most of the stock of that corporation for $5 million.
That left Stratford in the position of still ¢ owmg” $3.9 million to
those stockholders.

* Mr. Caravetta testified agreement was reached to lower-that
amount to $2.8 million because of ‘“‘the state of the business.”
Then Stratford ‘‘sold’’ for $2.8 million the assets of its Torch
~Division to the newly incorporated New Jersey company, Torch,
The Organization to Conquer Handicaps Ine. whose Chairman
and Chief Executive Officer was Mr. Caravetta and whose top
executives for the most part were the same individuals who man-
aged Brighter Homeés and the Torch Division. The agreement
left Stratford ‘“obligated’’ to pay the $2.8 million to the Brighter
Homes stockholders, and provision was made for those stock-
holders to be paid 6% per cent inferest per year on the unpaid
balance of this “obhgatmn ”

Additionally under the a@reement the new profit-making Torch
~ Corp. was to pay “royal’mes” to Stratford for use of trade names
and goodwill, principally the unregistered trademark of Torch.
The “‘royalties’’ were to be 5 per cent of adjusted sales of the
- profit-making corporation. Most of the *‘royalties” technically
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paid to Stratford were to be looked on as money due to the stock- -
holders of Brighter Homes for the $2.8 million “obligation”’ and
~ the 6% per cent interest attendant thereon. '

Thus, Stratford was to be no :more than & conduit for the con-
tinued enrichment of the stockholders of Brighter Homes with
Mr. Caravetta as the prmmpa.l stockholder.

RAKING IN MoRrEg THAN A MiLiioN DOLLARS

Mr. Caravetta testified that from 1968 to the present he has
received as a Brighter Homes stockholder under the conduit
arrangements involving Stratford a total of $1.1 million with the
other stockholders getting their proportionate amounts of money.

,'Informatioﬁ supplied by Mr. Caravetta’s acconntant to the
S.C.1 after issuance of a subpoena showed that in the four-year

period 1970 through 1973 alone, Mr. Caravetta received $954,000 -

n ““interest and royalty’’ payments as a stockholder of Brighter
Homes. Since he received a salary of $100,000 per year in each
of thoge years ag Chairman and Chief Execntive Officer of Torch,
his. total pre-tax take from the Torch business during those four
years ecan be put at $1.4 million. While none of the Commis-.
sioners has any objection whatsoever to the principle of business-
men profiting from their enterprises, Mr. Caravetta’s extensive
~ profiting should be viewed in light of minimal wages paid to

" supposedly handicapped workers who are used to sell 1110]:1 prlced

'products by creating an illusion of charitable works.

Tug Caprrar GAINS WAY

Bécause the “sale’” of a business or of assets was 1nv01ved in
the various agreements with Stratford, Mr. Caravetta has listed
the money ‘aceruing to him as a Brighter HHomes stockholder as.
eapltal gains which are sub;;ect to a substantially lower rate of
income taxation than ordinary income. This practice by him is-
the subject of an Internal Revenue Service action now before the
United States Tax Court, a matter which was not resolved at the -
time this report went to press.

The Commission observes, however, that the Tax Court in a
case involving another ““sale’’ of a business to a church sustained
the Internal Revenue Service’s confention that money received
from what the Court said was a sham sale should be treated as
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ordinary income. In this case (Kraut v. Commissioner, 62 TC
No. 48, June 17, 1974), two Brooklyn men purportedly sold their
business to Ohio Kivangehst Rex T. Humbard’s Cathedral of To-
morrow, a tax-exempt church. The business had almost no assets,
merely a five-year lease on a plasticg extrnder. As payment, the
men were to get 75 per cent of its earnings for the next 10 years,
up to a maximum of $3.5 million.

The Cathedral assumed no other liability. The men were
paid to stay on and run the business. In all, they collected $1.5
million before the bhusiness petered out, and they claimed $1.2
million as a capital gain, In disallowing that claim and ruling the
money should be taxed as ordinary income, the Tax Court said,
“‘nothing of substance has shifted other than a portion of the
business profits to Cathedral for a limited period.”” The Court
added that that portion was ““merely the price they (the taxpayers)
paid for the opportunity of claiming capital gains treatment” on
future profits,

““This was quite plainly an agreement to pay Cathedral a fee
in return for lending its (tax) exemption,’’ the Court declared.

- 'THE MONEY MAY NEVER HAVE REACHED STRATFORD

The sham aspect of the ‘‘interest and royalties’ agreement
between  Stratford and the Torch Corporation was emphasized
by a clear indication that the ‘‘royalty’’ payments were never
actnally sent to Stratford by Torch but rather were distributed
directly to the Brighter Homes stockholders from two bank
accounts in New Jersey, both under the control of Mr. Caravetta.
Julins M. Cayson, C.P.A., the 8.C.L.’s Chief Accountant, was called
as a witness at the pablic hearings to festify how the accounting
staff’s investigation found data indicating direct distribution and
about the refusal of the officials of Stratford to cooperate in con-
firming that indication. In guestioning Mr. Cayson, Counsel
Sapienza refers to Mr. Caravetta’s testimony that Stratford re-
ceived the royalty payments. The chart referred to by Mr. Cayson
later in his testimomy appears on page 78 of this report. Mr.
Cayson testified:

. We heard testimony yesterday that Stratford
did recetve this money. Although there was some tes-

timony indicating there was a setoff, the testimony
very clearly was that Stratford received it. Now,
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what was the accounting method that Torch Products
Company or TORCH, The Organization to Conguer
Handicaps, used when they allegedly paid this money
- to Stratford?

A. There were two accounts on the book, one was.
a special account and one was a savings account and
to these particular two accounts I was able to trace
$1,046,184. We served subpoenas on, the banks in
which these accounts were located, and it was there
indicated that in one account the signature, or the
authorized signatures on the signature card, were a
Mr. 8. M. Caravetta and Mr. J. J. Callery. In a sav-
ings account, the sole person who was amnthorized
to withdraw funds from the savings account was Mr.
Caravetta.

1 might add that I’m a certified public accountant,
and Torch’s accountant is certified, also, and T don’t
know how he eould have left the Ia.t,ter‘accou'nt, T mean
referring to the savings account, off the books for the
year 9/30/73. Be that as it may, the acecount was in-
the bank in the name of Torch.

Q. Did this amount of money, that according to the_‘_" N

other witnesses represented the payments to Strat-
ford, ever actually get into New York and get in the -
hands of Stratford, the Rev. Cudmore, the Rev. Tyler,
anybody associated with Stratford?

A. Mr. Sapienza, I can only say, on the basis of =

the books and records it would appear that it did not.
We made an attempt to verify that but we were un-
successful :

Q. That atlempt is important. Did we make an
" altempt to review the records of Stratford, the other
eml of this transaction? -

"A. Yes, we did.

Q What attempl did we wmake? What dzd we do?

A. T calied the Rev. Mr. Cudmore at his residence
in Glen Cove, Long Island, and I identified myself,
T-told him What the purpose of my call wag. T indi-
cated to him that I would like to review cerfain of the
ﬁnanclal records that he may or may not have had in
his possession as related to Torch. T mdlcated to him
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that under our statute we had no subpoena power and
T was appealino' to his good offices to aid this Com-
mission in ascertaining the facts in this partlcular
. relationship.

Q. Did we also write Mr. Cudmore a letier, cert@a,

" fied letter?

- A. We did, sir, yes.

* # * *® %

). Mr. Cayson, I show you what has been marked
FEaxhibit 328, which is a letter sent to the Bev. Maurice
o Cudmore, President, Stratford Full Gospel Church,
17 Broadfield Plaza, Glen Cove, New York, by Counsel
Michael Delaney of the Commission, asking that we
be allowed to receive these records. That is part of
the exhibits of this hearing. '

A. Mr. Chairman, we received a reply from the
Stratford Full Gospel Church, from the Rev. Maurice
Cudmore, ‘“Dear Mr. Delaney,’’ or “Dear Sir:”’ As
president of the Stratford Full Gospel Church, I ac-
knowledge receipt of your letter of May 21, 1974.

““After reflection and discussion with my associ-

. ates, T see no reason why_ this church should furnish

any documents to your Commission and no reason
why we should appear before you to furnish you with
information or give testimony.

“Very traly yours, Maurice Cudmore.””

Q. Moving along, Mr. Cayson, how much did the
Brighter Homes stockholder group receive and what,
if anything, did a ﬁ%der get in this particular trans-
- action?

A. Well, we ha,ve a chart, Mr Sapienza, and that
chart is to your left, my right. It indicates that we
were able to trace $1,046,884 from the respective ac-
counts that I have testified to previously.

On the basis of information from Toreh officials,
-they indicated to me that the funds were disbursed as

follows: The Brighter Homes stockholders 70% or
$732,819; Stratford, 20% or $209,377 and the finder,
© 104,688, That is the total dlsbursements from thls
pool of funds.
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CHART FIvE

Distribution of INTEREST ‘and ROYALTY”
Payments: Allegedly Poycble oSTRATFORD

| RETREAT HOUSE
~ Total Payments 1971 t 476,566.
"7 9712 290000.
1973 280318.

GrandTotals ~ $1,046,884

~//BRIGHTER HOMES
STOCKHOLDERS - 70%

$732,819

“STRATFORD 20%

10%
FINDER
$104,688

S0uA0E : TORCH ACEOUNTING FiRM
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ON CusHIONING TAX BURDENS

Mr. Cayson concluded his testimony on the subject of the effect
of the Torch Corporation’s deducting the royalty and interest
payments from its tax returns:.

Q. Did Torch deduct these interest and royalty
payments totaling 1.2 million on their tax returns for
fiscal years 1971, 1972 and 19732

A. Yes, they did.

Q. What factually is the principal tas result of
awy or all of the steps outlined wn your testimony?

A. Tiis clear to the Commission’s accounting staff -
that the royalty and interest distribution to the vari-

" ous groups, that is the Brighter Homes sfockholders,

the finder ard Stratford, it is clear to us that the
9/30/70, or September 30, 70 royalty agreement and
the purchase money mortgage carried a six-and-a-half
per cent interest on a 2.8 mortgage were transactions
designed to cushion what could have been the more
stringent effects of the relevant provisions of the Tax
Reform Aect of 1969,

Q). Do New Jersey corpomtwns orgomized under
Title 14 pay taxes?.
A. Yes, they do.

Q. On what?
A. They pay taxes on thelr—well on their net
worth or their income, whichever is the greater.

Q. Did the steps taken wn this particular tramsac-
tion have an effect upon the New Jersey income tazes,
" the corporate business tax refurns?
A. Yes, it did, yes.

Q. What was the effect?
A. Tt reduced the taxable profit for franchise tax
purposes.

TaE LAsT NAME CHANGE

The Torch Corporation in December, 1972 changed its official
name to Torch Prodncts Corp., ehmlnatmg the previous reference
to conquering handicaps. It did se at a point in time which came
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after the State Division of Consumer Affairs told Torch officials
~ that the reference was misleading and ought to be eliminated. Mr.

Caravetta, however, testified that name was changed for reasons
other than the Division’s investigation. Mr. Amico of the Divi-
sion in his testimony stated the name change appeared to be a
move by Torch to add to what Mr, Amico called Torch’s veneer
of legitimacy. ' T - ‘
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THE ADVERSE IMPACT ON LEGITIMATE CHARITIES

Ag was observed in the introductory section of this reporf, many
citizens of average means earmark certain amounts of money for
charitable donations. Most would like {0 give more but cannot as
they endeavor to meet their obligations in inflationary times. Thus,
it may be stated there is a certain pool of dollars available for
donations to charities.. If for some reason that pool is drained
partially by non-charitable enterprises, there will be less dollars
available for charities. Additionally, those who find out they have
‘been deceived into believing a proﬁt—making organization is a
charity become more wary about giving to all charitable appeals

These two avenues of harm to the sources of funds for the good
works of charitable organizations were explored at the publie
hearings through the testimony of a number of witnesses. One was
Sidney Cohen, the restaurant man from Bricktown whose festimony
" about his compiamt against Torch Produects Corp. was reviewed

earlier in this report. Mr. Cohen noted that he has only a certain
‘amount of money available for charity. He also testified to an
" experience had by many other individuals, namely that the ranks
are legion of those who have bought exorbitantly high priced light
- bulbs from profit-oriented businesses under the illusion of dealing
with a charitable organization:

Q. Since this ewperience, Mr, C’ohea@, have you be-

" come more wary of solicitations by alleged charities?
A. Yes. And you asked a question to the lady that
was here ahead of me, and T think T get the gist of it.
We do have X number of dollars that we can spend on
charitiés, and if this $5 or $8, or whatever it i 1s, goes to
the wrong charity, there’s $5 or legs that’s going to a
legitimate charity, if that was the glst of your:

Q. Ezxactly.
. A, Yes. 8o, I think it is very important to stop
this.
soon Q0 And if you wmwltiply that by thousands of
Do sales——

A. Well, we can go a step further Since T appeared
here T have talked to many, many friends about this
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sitnation without going too far into the details, but

asking them if they have ever gotten bulbs through
the mail and so on, and it was absolutely remarkable
to me the number of people said, oh, sure, we buy
them, and T asked them if they knew that it was a non-.
charitable organization and no one—everyone took it

- for granted that this was charity.

Q. Mr. Cohen, just to clarvify o point, these people.
that you have talked to, you say there were quite a few
that have dealt with this orgawization?

A. Yes. As a matter of fact, a couple of them re-
membered, they remembered New Brumswick for
some reason.

Q. Al right. Regardléss of what type of presenta-
- tion was made to them, they oll indicated to you that
they still thought they were dealing with a chamty?
© A, Yes. It was, you know, a question, yeah, we’ve

contributed, too, just as you have.

). And as I understand your testimony, the reason
you poid some markup of eighteen cents that you
normally pay in your business for light bulbs, and I
think you indicated you purchase quite a few in the
course of a year? .

A. Light bulbs?

Q FYes.
.- We use an awful lot of them, yes.

Q. From eighteen cents to $2.50, is that when you
finished with this coniact on the telephone you still
were under the impression that you were dealing with
@ charity?

A, Yes, and it would be deduetible. on that basis;
be paid by check and be deductible.

Tuat’s NoT Farr

The previously mentioned Mrs, Millicent Fenwick, the former
‘State Assemblywomen who was Director of the State Division of
Consumer Affairs from January, 1973 to April, 1974 and under
- whose auspices the Division’s probe of the profit-making com-
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panies was undertaken, was a most eloguent and forceful witness
in testifying about harm done by these companies to the consuming
public and to the sources of funds for legitimate charities. She
testified how her communications with many complainants who felt
. vietimized by the deceptive appeals of the profit-making com-
panies left her convineed that those companies drain away dollars
that might otherwise go to legitimate charities:

A. 1 received many complaints, They started when
T was in the Legislature and, of course, increased
because they came from all over the state when I was
in the State Division of Consumer Affairs; letters,
telephone calls, many questions and even more, per-
haps, complaints.

Q. Do these complaints indicate to you that there
is a real problem to consumers and for those people
who honestly wish to do whatever they con to aid
legitvmate charities and aid the handicapped as best
they can? :

" A, There really ig, Mr. Sapienza. The basic
problem, as I see it, it is that the people from whom
these monies are requested are under the impression -

- that this is a charity. Over and over again I used to
recelve letters or telephone calls saying, ‘‘I don’t
think T give enough to charity, so I took this way of
contributing to charity.’”’ They are not apparently
fully informed as to the nature of the business which
is doing the telephoning, and usually, in fact every
complaint I received was about a telephone bill.

E3 % * * #

Q. We have received testimony that in the opinion
of some witnesses there exists a certain pool of money
among the citizens and among the community that will
be donated for charitable purposes. We have also
received testimony that profit-making organications,

. who by their telephone solicitalions tap. this pool of
money, draw from it. Is that your experience?

A. That’s just what I was referring to. That’s

. exactly the point 1 was trying to make; that people
who would otherwise be contributing to worthwhile
things are buying from profit-making organizations
unden the impression, the illusion, that this is complet-
ing their charitable duty. o
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. And I think these organizations, for instance,
. should not be allowed to use a symbol that suggests a

philanthropic purpose. For example, let’s ‘say’ a
- wheelchair or something. .

The thing that the consumer is going to be up e
against until the state really takes a stand here is that . -
they cannot get clear information about what’s going - -

on, and that is the essential. Is this a profit-making
busmess that is selling and has every right to sell .
something that may be costing fourteen cents whole-
sale and gell it for two d.ollars and a, half if they can
do it? But the consumer ought to know What they’re
doing.

Igota call from a woman who bought a ten-dollar
ironing board cover and she said, “I knew perfectly
“well I could buy it for two thlrty nine at Sears:”” But
she said, “I don’t think I give enough money to
charity, so I bought it becanse I do want to help the :
handicapped.”’ '

Now, this is not fair, That’s all I'm saying. It’
not fair to that woman. It’s not fair to the organiza-
~ tions that do, in faet, divert the money they receive

entirely to benevolent purposes. This is not proper
and the state should move to correct this situation
and protect the consumers and the bona fide religions
and other philanthropie groups, and it’s our duty to
do so.

M=zs. FENWICK’'S RECOMMENDATIONS

Begides her suggested ban on the use of philanthropic insignia
by profit-making companies, Mrs. Fenwick recommended other:
Tegislative actions ‘to prevent the use of misleading corporate
names by Title 14 companies implying philanthropy and to require’
any profitmaking company appealing to philanthropic instinets to
register with the Charitable Organizations Unit of the State
Division of Consumer Affairs and make full publie-record ﬁnanelal

d1selosures to that unit. She testified:

, Q What reaommenda,tzons can you make which we
amight be able to implement to correct the abuses.
which afflict many of our c@tzzem in thzs partzcular
- area? SR
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A, In the first place, I’d like to see a more
stringent application of the section of the law, I think
- it’s 14 A :2, which specifically provides that youn cannot
- have a title for your corporation which suggests a
purpose other than that for which a corporation was
formed.

I brought this to the attention of the Secretary of.
State and the Atforney General over a period of some
tlme

Second, I think that if any appeal is going to be

- made on any basis of philanthropy, in other words, if

any part of the appeal, whether by telephone or

letter, is going to be based on an appeal to the

- philanthropic .or benevolent instinets of human
beings, you’ve got to tell the person from whom
you're requesting funds, and the State, also, what
proportion of your money is going into philanthropie
purposes, what winds up, in other words, in the hands
of the handicapped.

If, for example, these businesses were required to
register their personnel with the Rehahilitation Com-
mission and the Rehabilitation Commission was able
to prove, to certify that, yes, a certain proportion of

" the personmnel were. handicapped and that, yes, this
- proportion of the funds raised went to the handi-
capped, then you would have a clear situation as to
what’s going on.

But what’s happening now is that a great many
churches, and synagogues, and old folks’ homes and
children’s societies and aid for children that are con-
ducted by bona fide charities are suffering because the
money is being siphoned off into profit-making -
organizations which do not tell us what their profits
are, which do not tell us how much they’re benefiting
anybody, and are listed with the Secretary of State
as profit-making organizations.

I'm in favor of profif. I'm in favor of businesses
listing with the Secretary of State and making money.
But they should make money on a clear basis and not
on an appeal to a philanthropic and benevolent intent,
which merely takes money away from those organiza-
tions which really are doing good.
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THE SIPHONING OF MANY MIiLLIONS OF DOLLARS

James C. Amico, Coordinator of Charities for the State Division -
of Consumer Affzurs testified he had many interviews with those
complaining about the profit-making orgamza;tmns appealing in
~ the name of the handicapped, interviews in which the complainants
" consistently stated that until they recognized the real nature of
those companies, they had turned down appeals by legitimate .
charities on the grounds they had contributed to charity by pur-
Ghasmg light bulbs or other household products from “rhe
companies.

Mr. Amico, on the basis of the Division’s investigation and of
checks with state consumer protection authorities in other states,
was able to estimate that the profit-making companies appealing to
charitable instinets siphoned from the pool of funds available to
‘legitimate charities some $4 to $5 million per year in New Jersey
- and as much as $50 million per year nationwide. :

John J. McAuliffe, Executive Director of the United Way of
Essex and West Hudson, which assures the delivery of human
care services to the people of that area of Northern New Jersey
by fund-raising and other programs, testified that the profit-
making companies appealing in the name of the handicapped are
not consistent with the prineiples of his organization and obviously
detract from the fund-raising capabilities of legitimate charities:-

Q. Do you feel that this type of business is con-
sistent with the principles of your organizalion and
the principles of those orgawizations thot are con-
cerned with rehabilitation of handicapped -
diwiduals?

A. Tt’s way ont of line. It is not consistent with the
_principles of our organization nor the agencies which
get funds from us.

Q. Would you frefeaf handicapped individuals to
these types of agencies to find employment?

A. T would not, no.

Q. And have you had occasion to submit question-
naires to the Torch orgamization or any similar
orgamzations regarding their treatment or their pur-
poses of hiring handicapped individuals?

A, We get no answer. Once we begin to press;
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1 that’s the end of the conversation. I assume the con-
nection was broken on the other end of the telephone.

Q. Do they hang up on you? '

A, Yes. .

Q. It’s not an easy job. Do you have an opinion as
to whether or not orgamzatwfns such as those that
‘have been called to testify in the past three days and
have been the subject of our wmwesligation detract
from or diminish your ability to raise funds within
the community? ‘

. A, They detract from it very definitely, and they
probably diminish the return, although T couldn’t tell
you in dollars. They detract because I think they
shake the confidence of the public once they begin to
read, as an example, the news that’s coming out as a
result of your current investigation. This will make

+ people much more leary, and a very bona fide worth-
while charitable organization will suffer accordingly,
so that’s the way it will detract.

A RECOMMENDATION FOR DisCLOSURES

State Senator Alexander J. Menza, who represents Distriet 20
in Union County, is the sponsor of a bill in the New Jersey Legis-
lature to force certain disclosures by individuals who solicit sales
by telephone. Senator Menza’s bill is presented and discussed in

detail in the ‘“‘I'inal Recommendations’’ section of this report.
Suffice it to state here that the bill, which has been passed in the
Senate and is'in the Assembly’s Committee on Industry and Pro-
.fessions, would make it, on pain of criminal penalty, the affirma-
‘tive duty of the telephone solicitor to provide the prospective
purchaser with information about the soliciting organization, in-
cluding how the money collected is allocated and disposed of,
exactly what charities, if any, are going to benefit, and whether or
not the organization hag a tax- exemptlon as a nonproﬁt organiza- -
tion.

Becau’se of Senator Menza’s inferest in curbing abuses by profit- .
making companies appealing in the name of the allegedly handi-
capped, the Commission worked with him in formulating proposed
amendments {presented in the ‘‘Final Recommendations’’ section)
to improve the bill and invited him to be a witness at the public
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hearings. Senator Menza, an attorney at law and a former State
Assemblyman, testified as. to the intent and prospectlve 1mpact of -
]llS bill:

. Would you tell us what this bill is witended to
do?

A. The intent of the bill is basically to keep these ‘
' pseudo -charities, or those orgamza,tmns that purport
‘to be charities, honest '

1 personally had some experiences. We buy hght
bulbs in my house on the telephone and have been
paying for them approximately four or five years,
now. We bought light bulbs from Torch, Eterna and
gome other ones. I asked my wife today what the
approach is, and the approach is, we’re selling for
the handicapped and the proceeds go to the ha,ndl-
capped.

Q. Do you contemplate that this bill might re-
strict legitimate businesses or legitimate orgamiza-
tions, or that chariteble organizations would suffer as
a fre.‘mlt of this bill or of these heamngs as a matter
of fact?

.~ A. No, I-doubt it very much. I think that chari-
- table organizations will benefit a great deal. I think

. they will avoid the competition of the pseudo-chari-
table organizations, hopefully.

You see, what happens at the present time is that
many of us get so many phone calls on the pgendo-
or phony, if you call it, charitable organizations that
we get a real one, and if it’s not a neighbor selling

.~ for cancer, we just ignore it, so, therefore, I thmk
~ they will beneﬁt a great deal
. The intent of the bill is, as I say, to not only protect
- the consumers being exploited, but to help the
charities in the fashion I just mentioned, and, in
addition to that, to avoid explolta:tlon of the handl-
.= capped because they are, in fact, exploited whether -
"+ they’re working at these orgamzatlons or-not.
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- THE COMMISSION’S FINAL RECOMMENDATIONS

‘ PREAMBLE

" The - Commission herewith presents its ﬁnal recommendations
ba.sed on its mvestlga’mon of profit-oriented commercial companies
which . induce the sale of exorbitantly high priced “products by
appeahng in the name of the handicapped. The recommendations
were fashioned affer due research and deliberation and are
focused on the goal of halting the various shades of deceptions
involved in the telephonic sales presentations and other practices
of these businesses incorporated for profit and claiming, either
falsely or only. truthfully 111 part, to employ authentically handi-
capped workers, :

- The investigation and resultant public hearings .established
beyond.: doubt ‘that the telephonic sales presentations  stressing
‘handicaps and handicapped workers create in the prospective
- customer’s mind an illusion of charity. Nor can there be any
doubt that this illusion stimulates thé benevolent instinet and,
thereby, prompts purchases of light bulbs and other ordinary
- household products marked up as much as 1,100 per cent above
- cost to the company. The handicapped workers, whether they be
‘real or imagined, are nsed by the owners as nothing rmore than
- minimally compensated ploys to further the makmg of money by
those owners. - : :

- If the deceptions involved are not fraudulent they border on
being so. Because they are in any event blatantly unfair and un-
just to the consuming public and becanse they detract from the
pool of money available to further the good works of legitimate

charities, the Commission respectfnlly submits that the carrying . -

out of the recommendations presented below will circumseribe de-
ception and force public disclosures and, thereby, afford a greater
~ measure of deserved protection for the 'consuming publie.
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A. ConNTrOL OVER THE USE AND REGISTRATION OF MIis- -
LEADING CORPORATE NAMES AND TRADEMARKS:

1) Testimony

The nse of the word “hand_leapped” in the corporate name of
- domestic and foreign corporations in New Jersey has been subject
to abuse. Such a term, which generally connotes to the general
public a charitable, non-profit organization employing mentally
or physically deficient persons, is being used by profit-making
businesses to decewe the public as to the actual nature of their
dealings.

The Commission heard testimony from Millicent Fenwick,
former Director of the Consumer Affairs Division, recommending -
an addition to N.J.8.A. 14A:2-2. Mrs. Fenwick suggested that
' 14A :2-2 include a specific provision prohibiting the use of names
that suggest a philanthropic purpose when a proﬁt—makmg enter-
prise is involved.

It also has been demonstrated that profil-making corpora-
tions employ insignias and symbols in their commercial practice
which infer that the organizations behmd these symbols are benev-
olent in nature,

2) Background

Other states have restricted the use of the word ‘‘handi-
capped’’ in a corporate name. The New York General Corporatlon
Law § 9, L. 1963, ¢. 861 § 1, eff. April 26, 1963 states: '

““No corporation shall be hereafter organized under
the laws of this state nor shall any foreign corporation
be authorized fo do business in this state with the word
.. - nor with the word ““blind’’ or ‘‘handicapped’’ as part
of itg name unless the approval of the state board of social
welfare is attached to the certificate of incorporation, or
-application for authority or amendment thereof, containg
the word ‘“blind”’ or ““handicapped’’. Such approval shall:
be granted by the state board of social welfare, if in its
opinion the word ‘“blind’’ or ‘“handicapped’’ as used in
the corporate name proposed will not tend to mislead or
confuse the public into believing that the corporation is
organized for charitable or non-profit purposes related to
the blind or the handmapped”
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At the present time, N.J.S.A. 14A :2-2.does not place any restric-
tion upon the use of the word ““handicapped’ in the corporate
name of a dormestic or foreign corporation authorized to transact
business in New Jersey.

73) S.C.I. Recommendations

a) N.J.S.A.14A:2-2 should be supplemented with the follow-
ing provision:

No corporation should be hereafter organized under
© the laws of the State of New Jersey nor shall any foreign
corporation be authorized to do business in New Jersey
if the words ‘‘blind”’ or ‘‘handicapped’ are part of its
name unless the approval of the Commission for the Blind
and Visually Impaired or the New Jersey Rehabilifation
Commission, or both, as the case may be, is attached to the
certificate of incorporation, or application for authority
for amendment thereof, and such approval contains the
words ‘‘blind’’ or “*handicapped’’ as used in the corporate
name proposed will not fend to mislead or confuse the
public into believing that the corporation is organized for
charitable or non-profit purposes relating to the blind or
handicapped. Any corporation presently organized under
the laws of this State or any foreign corporation presently
authorized to do business in this State that presently em-
ploys the words ““blind”’ or “handicapped’ in its
corporate name shall seek approval of the Commission for
the Blind and Visually Impaired or the New Jersey Re-
habilitation Commission, or both, as the case may be, -
within ninety (90) days after the effective date of this act,
if it wishes to continue the use of its present name con-
taining the words ‘“blind’’ or ‘“handicapped’’.

b) The use of any label, trade mark, term, design, or other
insignia should be restricted in the following manner: -

No person doing business in the Siate of New Jersey
shall use any label, trade mark, term, design, or other
insignia which would lead any person to reasonably
believe that the person employing the aforementioned is
-conducting any activity organized for charitable or
non-profit purposes unless approval for that label, trade
mark, term, design, or other insignia is obtained from the
New Jersey Rehabilifation Commission or the Commis-
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sion for the Blind and Visunally Impaired, or both, as the
case may be. Such approval shall be granted if in the . .
opinion of the appropriate aforementioned commissgion (8) - -:
stich label, trade mark, term, design, or other insignia
will not tend to mislead or confuse the public into believing
-that the person employing the aforementioned is organized
for charitable or non-profit purposes. Any person
presently employing the use of any type of label, trade
mark, term, design, or other insignia shall seek the
approval -of the Commission for the Blind and Visually
Impaired or the New Jersey Rehabilitation Commisgsion,

or both, as the case may be, if such person desires to con-
tinue such use.

¢) Two final recommendations are necessary if the prekus
proposals are to be implemented as suggested.
First, the ““Vocational Rehabilitation Act of 1955%’
((N.J.8.A: 34:16-20 et seq.) should be: supplemented as -
foliows:

, The New Jersey ~Rehabilitation Commission is
hereby empowered to approve the use of the word ‘‘handi-
capped’’ in the name of any corporation organized to do
buginess under the laws of this State or any foreign
corporation authorized to do business in this State that
" wighes to employ the word ‘‘handicapped’’ in its corporate
name or that is, upon the effective date of this Act, em- -
ploying the Word “handicapped’ in its corporate name.

' .The New Jersey Rehabilitation Commission shall
also be empowered to approve the existing or future nsé
of any trademark snggesting that the person employing
such trademark, term, design or other insignia is orga-.
nized for charitable or non-prefit purposes.

Secondly, it would be necessary to enact a similar snpple-
ment fo ‘““An Act to promote and regulate the sale and

~ distribution of goods and articles made by blind persons”’
(N.J.S.A. 30:6-16 et seq.) as follows:

The Commission for the Blind and Visumally Im-
pairedis hereby empowered to approve the use of the word
¢“blind’’ in the name of any corporation organized to do
business under the laws of this State or any foreign
corporation authorized to do business in this State that
wishes to employ the word ‘“blind”’ in its corporate name
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or that is, upon the effective date of this Aet, empioying
“the word ““blind”’ in its corporate name.

The Commission for the Blind and Visually Im-
paired shall also be empowered to approve the existing or
future use of any trademark, term, design (ete. supra)
suggesting that the person employing such trademark is
organized for charitable or non-profit purposes.

. 4) Commentary

These recommendations are demgned to” curb the abuses
spurred by profit-making corporations who use misleading names
or trademarks in their business practices. Af the present time, any
advertising employed by these orgamzatmns that would act as a
misrepresentation or a deception is an unlawful practice under
" N.J.S.A. 56:8-2.

B. PuBLIC DISCLOSURE OF FINANCIAL STATUS

1) Testimony

It has been brought to the Commission’s attention that
numerous Chapter 14 profit-making companies purport in their
telephone solicitations to employ and aid the handicapped. Our
inquiry firmly established.the fact that the primary, overriding
motive of these organizations is to make money for the personal
gain of the owners and chief operators, with no philanthropie -
- benefit whatsoever going fo.-handicapped individuals. The over-

whelming magjority of these allegedly handicapped workers get no

more than minimum wage. For that stipend, they must trade upon
their mental or physical incapacity and produce enough profitable .
sales or be dismissed under the profit-or-perish policies of these
organizations. There is no rehabilitation program whatsoever. It’
is business as usual in a sordid and unscrupulous industry.

The testimony of several witnesses at the Commission’s public
hearings emphasized that the more these types of organizations
~ ‘proliferate and prosper, the more they drain off funds that other- -
wise would be available for worthy charitable endeavors and the
more they create a body of consumers who are suspicious of all
telephonic appeals, even those by legitimate charities. Bona fide
charities suffer because once the public feels that it has been mis-
lead, there is a general reluctance to contribute to any further '
charltable solicitation.
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Mr. James Amico, Coordinator of Charities Registration
Division of Consumer Affairs, testified that his office was unable
either to control the registration of these corporations or to audit
the financial reports of these companies simply because these firms
were incorporated for profit. Mr. Amico states that this dearth of
" regulation was particularly frustrating in light of mounting con-
sumer complaints against these companies. Millicent Fenwick,

the former Consumer Affairs Division Director, stressed the need

to force profil-making companies soliciting in the name of the
handicapped to make full public disclogure of their receipt and dis-
bursement of moneys.

2) Background

-The Charitable Fund Raising Act of 1971, N.J.S.A. 45:17A-1
et seq., provides for the registration and regulation of all chari-
table organizations soliciting contributions from persons residing
within the State of New J ersey. As defined in section 3 of the Act
- a charitable organization is as follows:

““Charitable Organization’> Any benevolent, phil-
anthropic, patriotic, or eleemosynary person1 or one
purportmg to be such.

By definition a profit-making corporation does not fall within

- this classification and is therefore not subjeet to the act, notwith-

standing the pretenses upon which it may operate when dealing
with the public.

3) S.C.I1. Recommendations

Tt is recornmended that the legislature enact an amendment to
the Charitable Fund Raising Act of 1971 which would broaden the
definition of a charitable organization as it is presently deﬁned
under the statute and would read as follows:

“‘Charitable Organization.”” Any benevolent,
philanthropic, patriotic, or eleemosnary person or one .
purporting to be snch in any manner employing a chari-
table or philanthropic appeal as the basis of any solicita-

* tion or which could be reagonably interpreted to suggest
that there is a charitable or phllanthroplc purpose to any
such solicitation.

1 As defined in N.J.5.A. 45:17A-3 (e), a “person” is “any individual, orgamzatxon group,
_ assoc:atlon, partnership, corporation, or any combinagion of them
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4) Commentary

Pursuant to the proposed amendment, profit-making corpora-
. tions which employ tactics appealing to the charitable instinets of
the consumer will be required to register under the Charitable
Fund Raising Act of 1971 and be subject to the provisions thereof.
Pursuant to Section 6 of this Act, these organizations would be
required to make mandatory financial disclosures to the Director
of Consumer Affairs. Registration and disclosnre would provide a
valuable regnlatory tool which would enable the Director to better
protect the inferests of the consuming public.

C. IDENTIFICATION of¥ Goons PRODUCED BY HANDICAPPED
‘PERSONS : !

- 1) Testimony

Testimony from Mr. William Shalala, former manager of the
Handicapped Workers, Ine. office located in Fort Lee, New Jersey,
and Miss Susan Ka,lbhenn, a teenage telephone solicitor in the same
Fort Lee office indicated that most of their employees were under
the impression that the goods they were selling were produced by
handicapped persons employed in the corporatlon s Philadelpbia
. headguarters. .

‘While the hearings established that it was not the practice of -
those companies subject to serutiny by this Commission to offer
for sale to the public goods produced by the handicapped, it was
evident from the testimony of the majority of the consumers who
appeared before the Commission that they purchased the goods
under the impression that they were buying produects of handi-
capped labor.

Mr. Joseph Kohn, the Executive Director of the State Com-
migsion for the Blind and Visually Tmpaired testified as to the over-
seer role that his organization takes on in governing the sale of
blind-made produects in this state. Mr, Kohn related how that
Commission under N.J.S.A. 30:6-17 et seq. was responsible for
insuring that products which purport .to be blind-made are
authenticated as such by means of inspection, issuance of permit,
“the regulation of distribution, and the labeling of such goods.
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2) Background

After having studied the aforementioned statute which
. governs the sale of blind-made produects, N.J.S.A. 30:6-16 to

30:6-22, we recommend similar legislation be enacted to deal with -

handicapped persons and the products they produce. As stated by
- Mr. Kohn, the Commission for the Blind and Visunally Impaired has
. found the present law to be satisfactory in dealing with the identifi-
‘cation and authentication of goods to have been produced by blind
persons, ' ' 4

3) S.C.IL Recommendations

To insure to the citizens of New Jersey that the produnets
they are purchasing are in actunality the products of a handicapped
person’s labor, the following remedial ]eglslatlon is strongly .
recommended by the Commission:

a. Policy of State

It is the poliey of the State to assist handicapped
persons and organizations established to aid handicapped
persons, in the sale of goods or articles which are the

-product of handicapped workers’ labor by providing a
means of anthenticating the source of such goods and.
articles and by preventing misrepresentation as to items.

- offered for sale as the product of handlcapped persons.

b. Definitions
" As used in this act:

(1) ‘““Handicapped person’ means, for the purpose
of this statute any individual who is unable to engage in
any substantial gainful activity by reason of any medically -
determinable physmal or mental impairment which can be -
expected to resnlt in death or to be of a long- contmued and

-indefinite duration.

(2) ““Direct labor’’-imeans all Work required for the
preparation, processing and assembling goods or articles
including the packaging and packing thereof, but not in-
cluding time spent in the supervision, administration, in- -
spection, and shipping of such operations, or in the pro-

. duction of component materlals by other than handlca.pped o
persons. :
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c. Identification of goods; registration; fees

To facilitate ready and authoritative identification of
goods or articles made by handicapped persons, any handi-
capped person and any public or private institution or
agency, firm, association or corporation engaged in the
manufacture or distribution of goods or articles made by
a handicapped person or persons shall apply to the New
Jersey Rehabilitation Commission for registration and
authorization to use an official imprint, stamp, symbol or
label, designed or approved by the Commission, to identify
goods and articles as made by the handicapped persons.
Nothing in this act shall authorize the identification of
goods or articles as made by handicapped persons when
the direct labor performed by handicapped persons in
connection therewith shall consist solely of the packaging
or packing thereof as distinguished from. the preparation,
processing or assembling of such goods or articles. The
Commission shall investigate each application, under rules
and regulations it shall adopt for the administration of
this act, to assure that such person or organization is
_actually engaged in the manufacture or distribution of
handicapped goods or articles. The Commission may in its

digcretion, but is not required to register; without investi- . - -

gation nonregident individuals and out-of-state agencies,
firms, associations or corporations upon proof that they
are recoghized and approved by the State of fheir resi-
* dence or organization pursuant to a law of such State im-
posing requirements substantially similar to those pre-
seribed pursuant to the aet.

No fee shall be. charged for registration of an indi-

vidual handicapped person who manufactures and sells

produects of his own labor. A fee of $25.00 shall be charged

and collected for registration of any other persom, firm,

or corporatlon All recrlstratmns shall be valid for 1 year
from date of issue.

d. Necessﬁ;y for Identlﬁeatwn prereqmmtes
: No goods or articles made in this or any other State
may be displayed, advertised, solicited for sale by tele-

phone, mail or otherwise, offered for sale or sold in this. -
State upon a representation that such goods or articles
are made by handicapped persons unless the same are .

identified as such by label, imprint, stamp, symbel, and no
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such goods or articles may be so identified unless at least
75% of the total hours of direct labor of producing such
goods or articles shall have been performed by a hand1~
capped person or persons.

e. Labeling . -

.Any handicapped person, or any public or prwate_
ingtitution or agency, who (a) shall use or employ an im-
print, stamp, or symbol or Iabel issued or approved by the .
New Jersey Rehabilitation Commission or an imitation
thereof without having registered with the Commission,
or (b) who shall directly or indirectly by any means indi-
cate or tend to indicate or represent that the goods or
articles were made by a handicapped person or persons
when in fact such goods or articles were not so made is a
disorderly person and punishable by a fine of not more
than $500.00 or imprisonment for not more than one year
or both such fine or 1mpmsonment

4) Commentary

These proposals provide for the identification and authenti-
cation of goods produced or solicited for sale by handicapped
persons. Since current New Jersey laws fail to provide this type
of assurance to the public at large, adoption of these measures
would help to solve this aspect of the problem at hand.

D. ProTECTING THE CONSUMER

1) Testn:nony

As was previously noted, Mr. James Amico, co-ordinator of-
Charities Registration, D1v131on of Consumer Affairs, informed
the Cormission of his office’s inability to deal with the numerous
econsumer complaints received over the past two years becanse the
firms complained of were incorporated for profit and thus outside
the jurisdiction of the Charities Registration Section.

Millicent Fenwick, former director of the Division of Con-
sumer Affairs also testified as to the jurisdictional problems en-
countered in attempting fto resolve those problems brought to the .
attention of the Consumer Affairs office by members of the public. -

Testimony from those consumers who appeared before the
Commission had a common bond: all had purchased products be-
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“cause they believed that the sohciting companies employed and/oi'
aided the handicapped—that is, they considered the exhorbitant
prices to be a contribution rather than a mere purchase,

2) Background

Under the present New Jersey Consumer Fraud Act, N.J.S.A.
56:8-1 et seq., the Attorney General is empowered with a number
of weapons to cope with violations of the Act. Among the most
powerful of these is the cease and desist order which may be issued
following a hearing on the alleged unlawful practice. As the
statute is now written, it does not specifically prohibit the type
practices utilized by companies such as those under scrutiny by
this Commission, in soliciting sales of their products.

Because of the problem of limited jurisdiction and due to the
frustrations encountered by the Consumer Affairs Office in attempt-
ing to effecfively handle consumer complaints of the nature above
mentioned, the Commission ig of the opinion that a supplement to
the Consumer Fraud Act, N.J.S.A. 56:8-1 et seq., is necessary:

3) S.C.I. Recommendations

The Commission strongly recommends that the followlng be
enacted as a supplement to N.J.S.A. 56:8-1 ef seq., ‘*An Act con-
cerning consumer fraud, its preventlon and providing penalties .
thereof”’: B

It shall be an unlawful practice and violation of the
act to which this act is a supplement for any person to
solicit funds or a contribution of any kind, or to sell or
offer for sale any goods, wares, merchandise or services,
by telephone or otherwise, where it has been falsely rep-

~ resented by such person or where the consumer hag heen
falsely led to believe that such person is soliciting by or
on behalf of any charitable or non-profit organization.

4) Commentary

This investigation sought to make use of the broad civil juris-
diction of the Commission to deal with a problem which affects the
people of New Jersey, a problem which has so far not shown itself
susceptible to relief by prosecutorial agencies or by the Division
of Consumer Affairs of the Department of Law and Public Safety.
It was brought out in testimony that many of the firms in this
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industry operate by guile and deceit to one degree or another and
although they may not be engaged in conduet that is demonstrably

fraudulent or illegal under present state statutes, nonetheless 1t is

patent explmtatmn of the consumers of this state.

It is for theése reasons that the 8.C.I recommends the above
supplement to the Consumer Frand Aect with the hopes of rectify-
ing the present situation and precluding future misrepresentations.

"E. RESTRICTIONS ON TELEPHONE SOLICITATIONS

1) Testimony

During the Commission’s public hearing some 80 written com-
plaints about these organizations and their dunning type collec-
tion agencies were entered into the record. An additional 170
complaints of similar nature were received by telephone at the-
Division of Consumer Affairs. Numerous complainants, testifying
about their experiences with the money-making profit oriented
organizations proliferating in this industry, established that they

. as consumers were mislead into thinking these organizations were

- charitable in nature because the sales presentations stressed em-

ployment of handicapped. In every one.of these cases the solicita-
tions were by telephone so that recipients of such solicitations
. were unable to corroborate the facts of the handicap as relayed by
telephone

2) Commission’s Recommendations

At the present time the New Jersey Assembly’s Committee
on Law, Public Safety and Defense has before it Senate Bill No.
921, introduced by Senators Alexander J. Menza, Thomas G.-
Dunn, and John M. Skevin. This bill is an Act supplementmg
chapter 170 of Title 2A of the New Jersey Statutes. We endorse
this 1eg1s1at10n and recommend the following amendments.-

(Amendments in italics.)

Be 1 EvacteD by the Senate and General Assembly of the
State of New Jersey:

1) Any person who solicits funds or a contmbutmn of any'
kind, or who sells or offers for sale any goods, wares, merchandise

or services, by telephone, shall clearly, affirmatively and expressly
- disclose at the time said person 1mt1a,11y oontacts the prospectlve

eontnbutor or buyer, the following:
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a. In the case of solicitation, sale or offer for sale for
charitable purposes, or any solicitation, sale or offer which may be
1nterpreted by a reasonably prudent consumer to be for charltable

- purposes.

(1) The name ‘a:nd address of edch organization or

fund on behalf of which all or any part of the money -

collected will be utilized for charitable purposes;

(2) If there is no organization or fund, the manner '

in which the money collected will be utlhzed for charitable
purposes;

(3) The amonnt, stated as a percentage of the total

pur chase price, that will be given to the orgamza.tlon or

fund;

(4) If there is no organization or fund, the amount,
stated as a percentage of the tofal purchase prlce that
“will be used for charitable purposes;

(5) The nontax-exempt - status of the orgamzatlo-n
or fund, if the orgauization or fund for which the money
or funds are being solicited does not have a charitable
tax exemption under both Federal and State law;

(6) The percentage of the  total purchase price
which may be dedueted as a charitable contribution under
Federal law.

b. In the case of any other solicitation, sale or _offer‘

(1) The identity of the person making the solicita-
tion; .

(2) The trade name of the person represented by
the person making the solicitation;

for

(3) The kind of goods or services being offered for .

sale,

2) Any person who violates this act or any person who .

causes another o violate this act is a disorderly person.

3) This act shall take effect immediately.

3 Commentary

.This bill is designed to require disclosure of pertinent facts
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The theory that a well informed pubhc is more capable of making
sound decisions as to what type of organlzatlon deserves thelr
contributions is a sound one and that policy is reflected in this

legislation.

Under the amended act a profit-making organization em-
ploying a philanthropic hasis for their solicitations would be
required to make a greater degree of disclosure to the consumer.
Any prospective customer will therefore be readily aware of the

- nature of the organization making the solicitation.

In view of the fact that many of these misleading telephomc
solicitations are made at the behest of corporate directors, the
amended bill will hold a principal responsﬂole if proper dlsclosure
is not made by an agent. o
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STATEMENT BY JOSEPH H. RODRIGUEZ, CHAIRMAN,
NEW JERSEY STATE COMMISSION OF INVESTIGA-
TION, AT THE OPENING OF PUBLIC HEAR-
INGS, JUNE 10, 1974, IN THE STATE
SENATE CHAMBER, TRENTON, N. J.

The hearings we commence today have their roots in a series
of complaints received by the State Division of Consumer Affairs
about private enterprise organizations, incorporated for profit,
which solicit by telephone the sale of high priced goods in
the name of the allegedly handicapped. Mr. James Amico, Coordi-
nator of Charitable Organizations for the Division, and hlS Speeial
Investigator, Mr. J oseph Demarest, will discuss those complaints
and the general scheme of operations of the complained-of organi-
zations as the first two witnesses. ' '

Accordingly, my remarks in those areas will be brief. The Di-
vision of Congumer Affairs found in ifs probe that these organiza- .
tions were operating nunder the law governing proﬁt—makmg cor-
porations and, therefore, did not come under the purview of the
Division’s statutory anthority. It was agreed between the Division
and this Commission that the 8.0.1.’s broad statutory powers could
be nsed to investigate fully and bring the facts to the attention of
the pubhc

The initial inquiries by the S. C L’s staff determmed that the
modus operandi of these privately owned, money making organi-
zations traded on people’s charitable instincts in varying degrees,
from outright misrepresentations that they are charities, to subtle
sop]:nstlca,ted forms of deceptions designed to convey an impres- .
sion that such organizations are charitably oriented or have a
charitable purpose. :

7 ‘Mr. Amico and subsequent witnesses will discuss this aspect

more fully. Let me just state here that it is clear to this Commis-
sion that the reason many consumers have been willing to pay
such high prices, marked up from cost usually by 500 to 700 per
cent, and by 1,100 per cent in some instances, is that their charita-
ble instinets and sympathies have heen preyed upon, when no
charity or beneficence whatsoever is present.
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The organizations to be covered by these hearings range from
a large, sophisticated operation generating cash flows in the mil-
lions of dollars per year to the small loft-type operation, where
inadequate bookkeeping indicates a gross under $100,000 per year,

Do not be fooled by size and sophistication, with all the legalis-
. tie and public relations trappings attendant thereon. When all
- the trappings are pushed aside, the same basic deception is there—
“that is to arouse charitable Sympathy in the name of the allegedly
handicapped.

A The deception is not eliminated by recent removals of Words '
like ‘“‘handicapped’’ from names of certain organizations. It is
‘not eliminated by the employment of a part-time fignrehead presi-
dent who is, in fact, authentically handicapped. It is not eliminated
by requirements that sales employees gign themselves up as
‘“handicapped’” in some way. It is not eliminated by offering
replacement type guarantees.

The Commission believes the public, for its protection, is en-
titled to know fully about the money-making, the excessively
marked-up high prices, and the luring of consumers down a chari-
table path that doesn’t exist. Two newspapers serving parts of
- New Jersey have published some of the facts about some of these
organizations, with the New Brunswick Home-News doing a par-
ticularly meritorious job in placing a reporter who wasn’t handi-
capped in one of these organizations. The full growth and scope
of some of these organizations, however, has yet to be presented
to the public. That is a principal goal of these hearings, as is the.
establishment of a factual bage for development of recommenda-
tiens for possible corrective actions.

Tn closing this brief opening statement, the Commission nrges
that the members of the consuming public, after listening to the
testimony and other evidence presented at these hearings, make .
their own determinations as to whether monies they might spend, -
under the illusion of aiding a charitable cause, are, in fact, being
funnelled into the coffers of money-making corporations, with large
windfalls benefiting certain individuals. Let me emphasize that
in a free-enterprise economy, such as ours, the making of money—
lots of money—does not in itself amount to an impropriety. How-
ever, when many of the dollars amassed are from persons who are
induced to believe they are aiding a charity, when, in fact, that is
not the case, then there is eonmderable cause to air such faets and
search for tlghter laws and controls in this area,
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Before proceéeding with the first witness, I would like to take
note once more that the Bi-Partisan Forsythe Committee which in
1968 recommended the creation of this Commission stressed a de-
gire that the Commission be not just a ‘‘erime’’ commission but
have broad civil jurisdiction fo probe and fact-find on matters not-
necessarily involving criminal consideration.. These hearings are
another instance of making productive use of the Commigsion’s
valuable breadth of jurisdiction.

As has been the practice since the ineeption of the Coromission
at its public hearings, I will at this point issue a reminder that the
Commission is bound and abides by the State Code of Iair Pro-
cedure (N.J.S.A. 52:13E-1 {o 52 :13E-10). Section six of that Code
provides that any person whose name is mentioned or who is
specifically identified and who believes that testimony or other

_evidence given at a public hearing tends to defame him or other-
wise adversely affect his reputation shall have the right either to
appear and testify before the Commission on his own behalf as
to matters relevant to the complained-of testimony or other evi-
dence or in the alternative, at the option of the Comumission, to file
a statement of faets under oath relating solely to matters relevant

" to the complained-of testimony or other evidence, which statement

shall be incorporated in the record of these proceedings. The
Commission announces it will receive written Fair Procedure Code
statements at the cloze of these hearings June 12. If any person
desires to appear personally before the Commission and testify,
he should so notify the Comm1ss1on prior to the close of these
public hearings.
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STATEMENT OF JAMES AMICO, COORDINATOR FOR
- CHARITABLE ORGANIZATIONS, NEW JERSEY
'~ STATE DIVISION OF CONSUMER AFFAIRS

In the last two years the State Division of Consumer Affairs
has received more than 250 complaints from individuals who have
had dealings with private enterprise organizations, incorporated
as profit-making entities, who golicit sales of goods by phone in
the name of the allegedly handicapped.

Some 80 complaints have been received in writing, which gave
the Division a basis for making inquiries of the complained about
organizationg. More than 170 complaints have been telephoned to
the Division which does not officially record or act on telephonic
complaints. We continue to receive complaints about this type of
solicitationy by profit-making organizafions in the name of the
allegedly handicapped.

The most common thread in the wriften and telephoned com-
plaints is the feeling by the complaining individuals that they were
duped or misled into thinking the soliciting organizations were
charitable through emphasis by solicifors on their allegedly being
handicapped and on the organization’s allegedly employing handi-
capped persons. Many complainants stated thev never would
. have paid such exhorbitantly high prices for such ordinary
produects as electri¢ light bulbs, ironing board ecovers, aprons,
tooth brushes, combs, stockings ‘and some other household items
if they had, known the private enter'prlse profit-making nature of
these organizations.

Besides complaints as to misleading inferences, other com- .
plaints received by the Division about this type of phone solicita-
tion organization include receipt of unordered merchandise, col-
lection agency dunning practices which are felt to amount fo
harassment, excessively high prices, employment of persons who
are questionably handicapped, exploitation of the handicapped,
and an adverse effect on solicitations by legitimate charities.

Becanse of the complaints being received by the Division, I
was in March, 1972 assigned by my superiors to make inguiries
about certain telephone solicitation operations to determine if
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there had been violations of state law, including the Charitable
Fund Raising Aect of 1971, N.J.S.A. 45:17TA:1. Our investigation -
determined, however, that these organizations did not fall under -
the scope of the Charitable Fund Raising Act, since we found that
they were operating under Title 14, the New Jersey Business Cor-'
poration Aet, which provides for estabhshment of proﬁt making
corporations.

- Most of the organizations about which the Division has re-
ceived complaints have used or are using in their corporate names
the words ‘‘Handicapped’’ or ‘‘Handicap’’ or something phoneti-
cally similar like ‘‘Handy-Cap.’’ Through the nse of such names
and references to the solicitors’ being handicapped and employ-
ment of the handicapped, these organizations infer charity, when,
~in fact, the opposgite is true. The complainants tell us time and

time again that the solicitations were directed at and appealed to
‘eharitable instinets and, thereby, stimulated the complainants to
purchase some of the goods offered for sale.

Certainly, the publie is entitled o kmow the frue facts abont. -
these organizations. For that reason, the Division is grateful that
the State Commission of Investigatmn found it in order to carry
forward this investigation in greater depth and fo hold these public -
hearings.

A leading contention advanced by these profit-making organiza- .
tions which solicit in the name of the allegedly handicapped is that

~ they do provide a service to the handicapped by employing them

as solicitors. Some of the organizations list the alleged handi-
caps of their solicitors and go so far as to have the solicitors
officially state in writing they are handieapped in some shape of
form, even if it is only back strain or old age. In our visitations
to the‘se organizations we observed employees completely able to
carry .out the work agsigned, which was to dial telephonés and
solicit orders. They performed their duties zealously withont
any ostensible ha,ndmaps, except for a few of obvious Wheelchalr
cases, -

It should be stressed that many business companies throughout -
the nation employ thousands of persons who appear to have an
ailment or a physical defeect but are capable of performing the
assignments given them. These business corporations do not
- attempt to trade on their employment of persons with defeets,
. They do not attempt to proﬁt on people 8 mlsfortunes or ask
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people to constantly emphasize their misqutunes in order bo induce
sales at excessively high prices.

. One example that I know of personally which underscores this
point is a woman double amputee, both legs, who works in a cor-
poration in Carlstadt, New Jersey, as a secretary. She is not
asked to trade on her misfortune nor is she diseriminated against
in any way. And one other impressive example, the Bendix Cor-
~ poration in New Jersey, employs several hundred persons with

physical defeets. They do not trade on that in any way, and even
do not list the defects in the personnel files.

Further, it should be stressed that these profit-making orga-
nizations appealing in the name of the allegedly handicapped do
50 by phone, leaving the prospective purchaser with no way to
verify visually any alleged disabilities of the solicitors. TFor
example, the printed sales pitch for light bulbs for one of these
organizations has the solicitor state the organization employs
handicapped people and then add, ‘‘That’s why I’'m on the tele-
© phone because it’s the only way a handicapped person like myself
can reach customers.”” Now, that statement obviously is intended
to create in the mind of the listener the impression of an impair-
ment so serious thal the solicitor could not make face-to-face
sales. Yet, we know from observation that most of the solicitors
are ambulatory. They are not all wheelchair or crutch cases.

. Additionally it may be seriously questioned whether any bene-
fit is going to the sales employes of these organizations, since the
most prevalent basic wage is $1.75 per hour, the New Jersey mini-
mum, wage, with the highest basic wage in any one instance being
$2 per hour, the new federal minimum wage. These allegedly
handicapped phone solicitors labor at minimal wages in further-
ance of money-making by private enterprises incorporated for
profit.

Another contention of these profit-making organizations ap-
pealing in the name of the allegedly handicapped is that they
specifically instruct employees not to say the organizations for
whom fhey are calling are charitable and to concede readily that
they are commercial enterprises. First, let me say that these
legally advised organizations obviously would have official, printed -
policies against framdulently masquerading as ehantable orga-
nizations. Secondly, the complaints against these organizations
indicate much stress in phone solicitations on the ‘‘handicapped,”’
with many phrases and sentences often 1mp1y1ng charity.,
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Stﬂl another contention of these organizations is that the
quality of the merchandise offered, backed up by what the organi-
zations call a ‘‘five-year guarantee”_ and the convenience of mail
order delivery, is their strongest selling point. First of all, if
that were a supportable statement, there would be no need to make -
endless appeals in the name of the allegedly handicapped. Sec-
ondly, the many complaints received indicate it was not the quality

r ““guarantee’ that indneed the complainants to buy goods but
rather misleading inferences that made them feel they were deal-
ing with a charity.

As subsequent testimony by my Chief Investigator, Joseph
Demarest, will delineate in some detail, there hag been a prolifera-
tion in recent years of these profit-making organizations which
make appeals in the name of the allegedly handicapped. A number
of companies appear to be offgshoots, through former employees
‘or relatives of the principal owner, of one organization which was
the subjeet of considerable investigation by us—TORCH which,
~until a name change in 1972 to TORCH Products C‘orporatlon, '
stood for The Orgamzatlon to Conguer Handicaps, Ine. Appar-
ently in an attempt to add to its veneer of legitimacy, this organi-
zation has now dropped ‘‘Handicaps’ from its official name;-
although it continues to solicit in the name of the allegedly handi-
. capped. and continues to use the TORCH emblem long associated

with the ‘‘Handicaps’’ title.

Former managers for TORCH and relatives of the principal
owner have started organizations of their own using similar phone
solicitation techniques and collection agency dunning methods.
Mr. Demarest will explain our complex investigation of the cor-
porate structure and history of some of these companies, including
a move by TORCH at one time to operate as a Division of a_re-
ligions organization not subject to federal income tax.

Mr. Chairman and Commisgioners, I believe strongly the tlme
has come to attempt to afford better protectmn to the consuming
public against what appears to be a growing trend to effect sales
of excessively high priced products for profit-making organizations
by induecing the prospective purchasers to think they will charita-
bly benefit the handicapped. Since the Commission wishes to deal
with possible corréctive steps at the close of the hearings, T will
end my remarks here at this point. Thank you very much for the -
. opportunity to make this statement. I will attempt to answer to
he best of my ab111ty any questions you may have. '
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STATEMENT BY SALVATORE M. CARAVETTA, CHAIR-
MAN AND CHIEF EXECUTIVE OFFICER OF
TORCH PRODUCTS CORPORATION

Gentlemen: T am in sympathy with your objective to protect
- the public against abuses in the felephone sales industry.

Long before it was fashionable, T pioneered consumer protee-
tion policies in my own enterprises. Nearly a decade ago I devel-
oped a code of ethics for the telephone sales industry and tried,
unsuccessfully, to establish a self—regula,ting trade association.
‘We have already endorsed pending legislation in this gtate. Torch
Produets Corporation has a consumer protection division - second
to none.

- Ido have a very serious quarrel, however, with the staff of this

-committee, whose fact-finding efforts—as far as Torch is concerned
—have yielded a harvest of distortions, exaggerations and mis-
representations without regard to our corporate integrity or.our
personal honesty.

Insofar as Torch is concerned, you have perpetuated an 1111181011
of evil not remotely justified by the few facts your staff did manage
to get straight. In short, Torch and its employment policies have
been grievously wronged. We are victims of a helier-than-thou
public relations promotion to dramatize these hearings at all costs.

Through guilt by association and by reckless references to. de-
ception, and exploitation you have created an impression that
Torch is charit.ably oriented or has a charitable purpose. You
are wrong.

Repeated dlstortmns have been ventured by hlgh—prloed mer-
" chandise and higher profits. They are wrong.

You bave accused us of trying to arouse sympathy in the name -

of the handicapped. You are wrong.

At the same time you have cast the meanest kind of doubt on
the very real disability of our handicapped employees that is both
~cruel and unjust And you are wrong. o

You have permitted this forum to be used as a platform for
slanders and libel against Torch by witnesses and by the press,
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Your questions and innuendo have literally encouraged ébuse of
your privilege. Truth has been battered here beyond recognition.

Highest references to individual rights under the State Code . |
of Fair Procedures cannot begin to undo the terrlble ‘wrongs in-
flicted: before I reached this table. '

Even 80, my faith in our tradition of fairness is such that I
still retain some confidence you will allow me to set the record
straight, so we all know that in trying to catch up with the facts
we can never fully retrieve the truth, as far as the public is con-
cerned.

. Let us first examine the falsehood that Toreh profits from
deception of the public by creating, as you say, a charitable
orientation.

This preconception in Toreh’s case is valid only if you are
prepared to argue that the whole public is deaf, illiterate or com-
posed of nitwits. All our sales personnel are tanght from the -
outset of their employment that Torch is a commercial profit-mak-
ing business. The literature accompanying all our merchandise
spells out this fact unmistakably in clear and simple language, and
no customer is under any obligation to pay a dime for any mer-

~ chandise he or she hag ordered until he actnally receives it, exam-

‘ines it and looks at the literature mailed with it. There is, in short,
nothing faked or phony about our sales approach or the. written
explanations that follows. And our customer protection service,
- as I have said, is second to none in satisfying our customers.

Next, the cost. Your nonexperts talk glibly here about the
alleged h10h cost of Torch light bulbs compared to ordinary bulbs. |
But Torch bulbs are not ordinary bulbs. Our absolute no- questlons-
asked guarantee insures that buying bulbg from Torch is demon-
strably cheaper than buying hght from any other source over the
same span of time. i

The 3,500-hour Torch light bulb cannot fan‘ly be compared in-
- price and guality to the short life GE and Westinghouse bulbs.

They can be fairly compared to the 3,500-hour Iamp-s produced in
New Jersey by Duro-Test and by North American Philips Lighting
Corporation. The three-way Duro-Lite manufactured by Duro-
Test, for example, sells at retail at $2.49 with a one-year guarantee,
 and the bulb must be returned at the customer’s expense for a free -
replacement. Our eguivalent bulb sells for the same price of
$2.49 with the five-year guarantee and no return required. Their
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60 and 100-watt long-life light bulbs sell for ninety-nine cents with
- a one-year guarantee. For $1.8% we sell an equivalent bulb with
.a five-year guarantee,

For those eager to pooh-pooh the economic value of our gﬁai‘-
antee, I would remind you that well over 400,000 bulbs a year are
mailed out as free replacements to Torch customers.

These are some of the facts which could have been developed '
by your staff instead of the misstatements we have heard about
the high cost of Torch bulbs. :

_ And while I’m on the subject of prices and profitability, let the
record show that before taxes, treating all purchase money pay-
ments to prior owners as earnings, Toreh’s profit margin is less
than seven per cent of sales. By contrast, GI’s equivalent profit
on light bulb division sales is over twenty per cent after taxes in
Tecent years. ' '

‘We come now to the heart of your prejudice, namely that we
are somehow exploiting public sympathy by employing handi-
capped sales people and permlttmo- them to identify themselves
as handmapped

""The Trade Practices Dep-artment of the Couneil of Better
" Business Bureaus in. Waghington has long sinee agreed that, to
quote them, ‘It is acceptable for a handicapped employee to make
a statement of fact about his or her condition.”” The Counecil does
frown on carrying this further as a sympathy appeal, and go do
'we, But the Council also adds, and again I quote, ‘“In all fairness,
it should be remembered that the more reliable commercial orga-
nizations and nonprofit groups offer seriously handicapped people
their only opportunity for employment as their d1sab111t1es prevent.
them from competing for outside jobs.”’

nght there you have the Catch 22 in this whole business:
¢‘Their disabilities prevent them from competing for outside johs.”’

All the tributes paid. to big business and big industry for hiring
the handicapped overlook the simple fact that no one wants to
hire the sales people Torch hires.

They come from the bottom of the economic ladder, from the
bottom of the educational ladder, from the bottom of the soeial
ladder. Many have been public welfare charges though few are
ever referred to us by agencies of the state. Most lack any real
confidence in their ability to earn a living, at first. They have
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rarely if ever had a sustained chance to prove their own worth
to themselves. They come out of nowhere, attracted by our news-
paper ads offering job opportunities for the most oppressed )
mmomty of all, the unwanted dlsabled

They earn from $2 to $4 an hour. - Some earn more. None earn
less than the federal minimum wage. All are salaried and all are-
handicapped and so are many of the employees on our home office
staff. - By contrast, handicapped persons employed in sheltered
workshops may make as much as fifty cents an hour, if they’re
lucky.

This is not said to designate sheltered workshops which serve
a useful purpose, too, especially for the severely handicapped. But
we are persnaded that given a choice between a job and a Ror-
schach task, most handicapped persons will opt for jobs in the real
- world even though work disciplines may be a new expenence for
many of them.

Many Torch employees have never before had a steady job and
few are able to put in a full work week. Aside from disabilities,
their work is repetitive and even dull. The average work week
at Torch adds up to twenty-two hours on the average. Yet, our
successful employees thrive on their jobs. Some derive measurable
therapeutic value from working, which we can document with medi-
cal statements. The gradual growth of this confidence and self
esteem gives the lie to those who would have you believe such work
is somehow degradmg

But we have never made any claims, publicly or otherwise, that
WOI‘klIlO for Torch is anythmg but a business, a job, in which the
te]ephone is their equalizer in ‘the marketplace

To charge that our gross annual sales of four and a half million
deprive—this is a national sales, not New Jersey sales—of four
and a half million deprive the so-called nonprofit charities of
needed dollars is silly. "Such a charge is based on an unprovable
assumption. Tt ignores our annual sales payroll of a million and
a half dollars paid out to handicapped personnel. It is based on a
prejudice that the charities are the good guys and we are the bad
guys. It overlooks the high cost of major health charities, which,
according to the National Health Council, spend anywhere from
nineteen to forty-eight cents of every dollar they raise on ad-
ministrative and fund I'&ISng costs. It is heedless of other dis-
_ closm 28 Now bemcr made m Washm ton by Senator Mondale’s in-
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vestigating subcommittee about the'high overhead of some of our
most. cherished nonproﬁt enterprises, such as the sale of Girl
Scout cookies. Who is fooling whom on the relative purity of tele-
phone sales versus high-cost nonproﬁt charities?

And do not think it is easy to find commercial ﬁrms that will
give jobs for the handicapped at legal minimum wages to previ-
ously unemployed persons.

In the time of the Torch Division of Stratford Retreat House,
when this business was owned by a chureh, $25,000 was spent on
a project for training handicapped people as keypunch operators.
The project had to be junked, abandoned. Why? Because despiie
extensive solicitation most employers were willing to hire gradu-
ates of the course only at substandard wages because the employees
were handicapped, and, may I add, although we gave keypunch
service, most of the same businessmen wanted to pay lower prices
~ than some other keypunch competitive companies even though we
~ guaranteed absolute and correct performance.

You commissioners and the press may sneer that not every -
Torch employee is in a wheelchair, as though that were the only
measure of disability. But the fact remains that we now have some
six. hundred handicapped people working for Torch at the same
wage scale required by law of the rest of the labor market.

Finally, I do welcome your Chairman’s statement yesterday
that ““In a free enterprise economy, such as ours, the making of
money, lots of money, does not itself constitute an impropriety.”’
T welcome this statement because as a businessman in our free
enterprise economy 1 have made a lot of money. Hopefully, at
least some of the distinguished members of this panel have done
likewise. -

T have no apologies to make for my business suceess. But I will
spare you the hearts and flowers to make only one more point.

A nagging thought persists that I have been put on public dis-
play here because I have been generously rewarded for my efforts.
If so, whether deliberately or otherwise, T am being crucified for
my success. | ask you whether you really mean to condemn me
for building an enterprise which over the last six years has pro-
vided over $8,000,000 in wages to the handicapped. Would you
prefer that our sales force be replaced by nonhandicapped people?
Or that legislation be enacted to rule out any reference whatsoever
to-the handicapped by our sales force to diminish whatever may
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‘be the sales impact? T flope, if ‘so you will share ybur'views'witil '
us. We have been making some expenments on that score. that
might be of considerable interest.

ThlS is the end of my prepared statement Thank you
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STATEMENT BY JOSEPH H. RODRIGUEZ, CHAIRMAN,
NEW JERSEY STATE COMMISSION OF INVESTI-
GATION, AT THE CLOSE OF PUBLIC HEARINGS

JUNE 12, 1974 IN THE STATE SENATE
CHAMBER, TRENTON, N. J.

. The Commission has now completed three days of public hear-
ings which have presented the testimony of 24 witnesses, accom-
panied by the marking of some 30 exhlblts, an extensive publie
record which accomplishes one of the major goals of these hearings.
That is, to inform, the consuming public of the facts about the true
nafture and operations of profit-making organizations soliciting
by phone in the name of the allegedly handicapped, to the end that
consumers can make informed decisions about doing business W1th
these organizations.

_ What are some of the facts ﬁrmly estabhshed publicly at these

hearings? First and foremost, is the fact that telephonic appeals
in the name of allegedly handicapped workers do indeed arouse
 the charitable instinets of those solicited, with that arousal the
. -prime factor in inducing consumers to make purchases. These
phone appeals are obviously aimed at benevolent instincts and
- create the illusion of philanthropy, when absolutely none whatso-
.ever exists. That is not fair. That is not above board and- the
consumer deserves a better break.

' These facts were firmly established at these hearings by enter-
. ing on the record some 80 written complaints about these organi-
zations and their dunning-type collection agencies and having Mr.
- James Amico, Coordinator for Charitable Organizations for the
State Division of Consumer Affairs, testify as to those complaints -
and the more than 170 additional complaints of a sumlar nature
received by phone by the Division.

This veritable eloudbul_'st of complaints, it should be remem-
bered, prompted a probe by the Division, a probe that was frus-
trated due to lack of sufficient statutory purview in the Division’s
existing laws. This Commission, with its broader statutory scope,
was able to end that frustration by investigating further and
. bringing the facts to the consuming publie.
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The same facts alluded to above also were firmly established
at'these hearings by a sample of the complainants testifying about
their experiences with these types of money-making organizations.
‘Who were these witnesses? They were concerned citizens—a nurse,
an engmeer a lawyer, a businessman and a housewife. They es-
tablished in their testimony that they as consumers were duped
and misled into thinking these organizations were charitable be-
cause the sales pitches stressed employment of allegedly handi-
capped workers, '

 The many citizens who complained about these organizations
are infelligent, aroused individuals worthy of praise for having
the courage to come forward and ask their government to take
action to protect them and their fellow consumers. To equate these
people with being illiterates or nitwits is not only unfalr but also.
unkind.

~ The uncontrovertable fact is that all complaining consnmers

who could be contacted and interviewed in this investigation stated
that these telephonic appeals induced them to buy goods at high
prices because the illugion of philanthropy had been created by
the phone appeals. There is no way that these millions of sales
can be consummated annually at the prices charged unless chari-
table sympathy is aroused. Indeed, the Commission takes particu-
lar note of testimony at these hearings that these phone-solicitation, -
profit-making businesses did not fare well until they started making

their sales pitches in the name of the allegedly handicapped.

Another set of facts established firmly by these hearings is that
the primary, overriding motive of these organizations is to make
money for the personal gain of the owners and chief operators,
. with no philanthropic benefit whatsoever going to handicapped
individnals. The overwhelming majority of these allegedly handi-
capped workers get no more than the minimum wage. For that
~ stipend, they must produce enough profitable sales or be dismissed
"under the profit-or-perish policies of these organizations. If you

don’t produce enough to create windfalls for the owners, you are
“turned out. There is no commitment made to the handicapped
other than a minimum wage. There is no rehabilitation program
whatsoever. Small wonder, then, that we heard testimony that -
~ more than 500 persons a year had to be hired to maintain a sales
force of some 55 persons.

- Additionally, we heard testimony from those in responsible
positions in programs for valid rehabilitation of the handicapped
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in New Jersey that the task required of the allegedly handicapped
by these organizations—to emphasize their handicaps repeatedly
to effect sales—is degrading to the individunal and works against
- the rehabilitation goal of getting the handicapped not to rely on
their defects and enter the normal labor market.

The numerous complaints received by the Division of Consumer
Affairs indicate that the number of profit-making corporations
making telephonic sales pitehes in the name of the allegedly handi-
capped is proliferating, making the field more compefitive. This
was confirmed by the testimony of a-witness, an owner of one of
these organizations, who stated that the competition had become
“‘fantastic.”” This trend adds inereased pressure to push claims
in the various sales pitches about handicaps and produet perform-
ance to unsupportable ounter limits. This point is emphasized by
testimony from healthy teen-agers who were instructed by one of
~ these organizations to say anything to make the sale and about the
wholly unsupported claim of one of these organizations for a 5,000-
hour light bulb, a claim ridiculous on its surface in the face of
expert test1mony about light bulbs and their life given at these
hearings.

The testimony of several witnesses at these hearings empha-
sized that the more these types of organizations proliferate and
prosper, the more they drain off funds that otherwise would be
available for worthy charitable endeavors and the more they create
-~ a body of consumers who are suspicious of all telephomc appeals,
even those by legitimate charities.

The entire factual record as established at these hearings and
~ summarized in part in this closing statement does, in the opinion
of this Commission, indicate that corrective sfeps.at the state
governmental level are in order. The Commission, as it has done
- in the past, will exercise due deliberation and analysis in formu-
lating its final detailed recommendations for corrective steps. How-
ever, some recommendations have been advanced by witnesses at
" these hearings. Those ideas, plus some preliminary research by
the 8.C.1. staff, indicate a number of areas which should be studied
in formulating final recommendations. They are:

1) The strengthening of state statutes to provide controls over
the use of corporate names, insignia, and sales presentations im-
plying charity. One proposal in this area is that any corporation
authorized to do business in' New Jersey shall not be permitted to
use words like ‘‘handicapped’’ or ‘‘blind’’ in its corporate title
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or to use trade marks, other insignia and sales presentations si-
nifying words of that nature unless it has the approval to do so”
by an appropriately empowered state ageney. Such approval would
be granted by the agency only if, in its opmlon the use of the
words “blind’’ or ‘““handicapped’’ or the insignia and sales presen:
. tatioms will not tend to mislead or eonfuse the public into believing
the corporation is charitable or non-profit, when that is not true.

2) A statnte making it unlawful for any person to solicit saleg
by telephone, as well as by mail and in person, where it has been
falsely represented by such person or where the person is falsely
led to believe, that such person is soliciting by or on behalf of a
charitable or non-profit organization. A statute of this natunre
might reduce the instances of deceptive sales pitches which lure
consumers down a charitable path that does not exist.

3) Amendment of existing statate to require of proﬁt-making
organizations who solicit the consuming public to make the same
kind of public disclosure as is now required of fruly charitable
organizations, to the end that the full fiscal and operational pie--
ture of these money-making organizations will be open readily to
full public serutiny. The requirement might include the register-
ing by these organizations with the Attorney General’s Office, the
ﬁlmg of a:nnua,l reports contammg a detailed financial statement
on how much money was taken in and how and to whom it was
. dispensed. In this way, the consuming public could easily de-

termine how much if any of the dollars spent on goods offered by~
these organizations goes to handicapped Workers and how much.
- into the Goﬁers of the owners and executives. There is nothing
. wrong with making money, but when the consuming publie’s in—
terests are at stake, that public should be mformed about the full
picture. '

4) A state statute requiring any person soiiciting funds or
offering goods for sale by telephone, whether it be on behalf of a
true charity or a profit making organization, to make certain dis-
closures at the time of initial contact with the prospective donor -
or purchaser. Areas of possible required disclosure could include
the name and address of the soliciting organization, what, if any,
part of the money collected will be utilized for charitable purposes,
the percentage, if any, of the purchase price which will be used
for charitable purposes, and the nontax-exempt status of the
organization if it does not have.a charitable tax exemption under
~ federal and state laws. The Commission notes that Senator
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Menza’s bill, if amended to cover profit-making organizations as
well as charltles would fulfill the requlrements of this recom-
mendation area.

These are the areas of concentration which we will be guided
by in achieving the other principal goal of these hearings, namely,
to develop final and detailed recommendations for corrective steps
which will better enlighten the consuming public and protect it
from being preyed upon and duped for the personal gain of the
operators of profit-making organizations appealmg in the name of
the allegedly handlcapped
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